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Filed Pursuant to Rule 424(b)
Registration No. 333:6429(

PROSPECTUS SUPPLEMENT
(to the prospectus dated January 20, 2010)

NETLIST, INC.

1,685,394 Shares of Common Stock
Warrants to Purchase 2,275,282 Shares of Common $to
2,275,282 Shares of Common Stock Underlying the Wamts

We are offering up to 1,685,394 shares of our comstock and warrants to purchase up to 2,275,28&stof our common stock in
this offering (and the shares of common stock iskutom time to time upon exercise of these wasanEach share of common stock we
sell in the offering will be accompanied by a watrtb purchase up to 1.35 shares of common stoak akercise price of $0.89 per share.
Each share of common stock and accompanying wawidlrite sold at a negotiated price of $0.89. Fhares of common stock and warrants
will be issued separately but can only be purchésgether in this offering.

Our common stock is listed on the NASDAQ Global kdrunder the symbol “NLST.” On December 19, 2ah2,last reported sales
price of our common stock on the NASDAQ Global Metrivas $0.89 per share.

Investing in our securities involves a high degreef risk. Before deciding whether to invest in our
securities, you should review carefully the risksrad uncertainties described under the heading “Riskactors”
on page S-5 of this prospectus supplement. This @pectus supplement should be read in conjunction thi and
may not be delivered or utilized without the prospetus dated January 20, 2010.

We have retained Ascendiant Capital Markets, LL&s€endiant”) to act as our exclusive placement aigeoonnection with the
securities offered by this prospectus supplemem. lacement agent is not purchasing or sellingaditlyese securities nor is it required to
sell any specific number or dollar amount of se@sj but has agreed to use its reasonable bestsfb sell the securities offered by this
prospectus supplement. We have agreed to paydkemknt agent the placement agent fees set fatttle itable below.

Per Share Total
Offering price $ 0.8¢ $ 1,500,000.6
Placement agent fees| $ 0.053: $ 90,000.0.
Proceeds, before expenses, tt $ 0.836¢ $  1,410,000.6

(1) In addition, we have agreed to reimburse the placgmgent for certain of its expenses as desctibhddr “Plan of Distributiondn page
S-26 of this prospectus supplement.

We estimate the expenses of this offering, exclygiacement agent fees, will be approximately $8%,Because there is no
minimum offering amount required as a conditioreltwsing this offering, the actual offering amouhg placement agent fees and net
proceeds to us, if any, in this offering may bestabtially less than the maximum offering amouetsfarth above. Delivery of the shares of
common stock and warrants is expected to be made about December 26, 2012, subject to customasjng conditions.

Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these
securities or determined if this prospectus suppleant or the accompanying prospectus is truthful or omplete. Any representation to
the contrary is a criminal offense.

ASCENDIANT CAPITAL MARKETS, LLC

The date of this prospectus supplement is Decemb2, 2012.
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No dealer, salesperson or other person is authbtizgive any information or to represent anythiieg contained in this prospectus
supplement or the accompanying prospectus. You nuigely on any unauthorized information or repreations. This prospectus
supplement and the accompanying prospectus arffaartmsell only the securities offered herebyt baly under circumstances and in
jurisdictions where it is lawful to do so. The infeation contained in this prospectus supplementla@dccompanying prospectus is curl
only as of their respective dates.

ABOUT THIS PROSPECTUS SUPPLEMENT

This prospectus supplement and the accompanyirgdraspectus is part of a registration statemexttvile filed with the Securities
and Exchange Commission, or SEC, utilizing a “shelfjistration process. Each time we sell secuwitieder the accompanying base
prospectus we will provide a prospectus supplerteitwill contain specific information about thertes of that offering, including the price,
the amount of securities being offered and the pfaistribution. The shelf registration statemeats filed with the SEC on January 11, 2(
and was declared effective by the SEC on Januar@®D. This prospectus supplement describes #fgpdetails regarding this offering
and may add, update or change information contdiméue accompanying prospectus. The accompanyisg prospectus provides general
information about us, some of which, such as tlei@e entitled “Plan of Distribution,” may not agpio this offering.

If information in this prospectus supplement isainsistent with the accompanying base prospectttsednformation incorporated |
reference, you should rely on this prospectus supeht. This prospectus supplement, together wittbése prospectus and the documents
incorporated by reference into this prospectus lempgnt and the base prospectus, includes all rmateformation relating to this offering.
We have not authorized anyone to provide you witferednt or additional information. You should assithat the information appearing in
this prospectus supplement, the accompanying pcaspeand the documents incorporated by referenttds prospectus supplement and the
accompanying prospectus is accurate only as akegective dates of those documents. Our busifieascial condition, results of operatic
and prospects may have changed since those ¥ateshould carefully read this prospectus supplementhe base prospectus, the
information and documents incorporated herein by réerence and the additional information under the hading “Where You Can Find
More Information” before making an investment decison .

We further note that the representations, warrardg covenants made by us in any agreement tfilgtdisis an exhibit to any
document that is incorporated by reference intaatempanying prospectus were made solely for éhefit of the parties to such agreem
including, in some cases, for the purpose of atlngaisk among the parties to such agreementsshadld not be deemed to be a
representation, warranty or covenant to you. Moeegsuch representations, warranties or covenagnts accurate only as of the date when
made. Accordingly, such representations, warraatiescovenants should not be relied on as accunaptesenting the current state of our
affairs.

Unless otherwise mentioned or unless the contextires otherwise, all references in this prospetitsletlist,” “the Company,” “we,”
“us” and “our” refer to Netlist, Inc., a Delawarerporation, and its subsidiaries on a consolidatess.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus supplement, the accompanying pcaspethe documents we have filed with the SECdhaincorporated herein by
reference includes and incorporates by referermsvérd-looking statements.” We intend these fodslaoking statements to be covered by
the safe harbor provisions for forward-looking staénts contained in the Private Securities LitayaiReform Act of 1995. Words such as
“anticipate,” “estimate,” “expect,” “project,” “ind,” “may,” “plan,” “predict,” “believe,” “shouldand similar words or expressions are
intended to identify forward-looking statementszdators should not place undue reliance on ford@wlling statements. All forward-looking
statements reflect the present expectation of édutwents of our management and are subject to kaodrunknown risks, uncertainties and
assumptions that could cause actual results terdifiaterially from those described in any forwardking statements. These risks and
uncertainties include, but are not limited to risksociated with the launch and commercial suamfessr products, programs and
technologies; the success of product partnersb@#jnuing development, qualification and volumedarction of EXPRESSvault™,
NVvault™, HyperCloud™ and VLP Plar-X RDIMM; the timing and magnitude of the continuéelcrease in sales to our key customer; our
ability to leverage our NVvault™ technology in amadliverse customer base; the rapichanging nature of technology; risks associated
intellectual property, including patent infringenbditigation against us as well as the costs arqarentictability of litigation over infringement
of our intellectual property and the possibilityafr patents being reexamined by the USPTO; vitlaiil the pricing of DRAM ICs and
NAND; changes in and uncertainty of customer acsg of, and demand for, our existing productspnducts under developme
including uncertainty of and/or delays in produadars and product qualifications; delays in our andcustomers’ product releases and
development; introductions of new products by cotitges; changes in end-user demand for technologigtisns; our ability to attract and
retain skilled personnel; our reliance on suppla@rsritical components and vendors in the supplgie; fluctuations in the market price of
critical components; evolving industry standards] ¢he political and regulatory environment in Beople’s Republic of China; and other
important factors that we discuss in greater detadler the heading “Risk Factors” contained inapplicable prospectus supplement and any
related free writing prospectus, and in our moséné annual report on Form 10-K and in our mostmeéquarterly report on Form 10-Q, as
well as any amendments thereto reflected in sulesedilings with the SEC. Given these risks, unaigties and other important factors, you
should not place undue reliance on these forwasllithg statements. You should carefully read boih phospectus, the applicable prospectus
supplement and any related free writing prospettggther with the information incorporated hetgjyrreference as described under the
heading “Where You Can Find More Information,” cdetply and with the understanding that our actuglre results may be materially
different from what we expect.

" ou

These forwarddooking statements represent our estimates and agaptions only as of the date made. We undertake nautly to
update these forward-looking statements after the ate of this prospectus, except as required by lawyen though our situation may
change in the future. We qualify all of our forward-looking statements by these cautionary statements.
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PROSPECTUS SUMMARY

This summary highlights information contained elsexe in this prospectus supplement, the accompgrbase prospectus and the
documents incorporated by reference. This summaeg dot contain all of the information that you sldoconsider before deciding to invest
in our securities. You should read this entire pecus supplement and the accompanying base prospearefully, including the section
entitled “Risk Factors” beginning on page S-5 ang eonsolidated financial statements and the relatetes and the other information
incorporated by reference into this prospectus $empent and the accompanying prospectus before makinnvestment decision.

Our Business

We design, manufacture and sell high-performamtelligent memory subsystems for datacenter semérhigh-performance
computing and communications markets. Our memadpgystems consist of combinations of dynamic randoogss memory integrated
circuits (“DRAM ICs” or “DRAM”), NAND flash memory(“NAND"), application-specific integrated circui{SASICs”") and other
components assembled on printed circuit boardsB8§?C We primarily market and sell our productdd¢ading original equipment
manufacturer (“OEM”) customers. Our solutions amgéted at applications where memory plays a kigyinaneeting system performance
requirements. We leverage a portfolio of proprigtachnologies and design techniques, includinigiefit planar design, alternative
packaging techniques and custom semiconductor, ltgiteliver memory subsystems with high memorysignsmall form factor, high
signal integrity, attractive thermal characteristnd low cost per bit.

Corporate Information

We commenced operations in September 2000. Ouipahexecutive offices are located at 51 Discoy&ujite 150, Irvine,
California 92618 and our telephone number at thdtess is (949) 435-0025. Our website addresspg/Mmiww.netlist.com. The information
contained on our website is not incorporated bgresfce into, and does not form any part of, thispectus supplement. We have included
our website address as a factual reference andtdatend it to be an active link to our website.

Recent Developments

On December 19, 2012, our Board of Directors adbpimended and Restated Bylaws. The amendment atatement of the
Bylaws, which is effective as of December 19, 20@2ludes provisions regarding communication arsgldsure by stockholders to us in
connection with our annual meeting, as well as roéd procedural and forum mechanics and other gioms intended to reflect changes in
law and practice in recent years. In addition,aihreendment and restatement restricts the abilipuoftockholders to call a special meeting of
stockholders.

Risk Factors

Our business is subject to substantial risk. Pleasefully consider the “Risk Factors” beginningmage S-5 of this prospectus
supplement and other information included and ipotated by reference in this prospectus supplenfama, discussion of the factors you
should consider carefully before deciding to pusehtihe securities offered by this prospectus sapghé. Additional risks and uncertainties
not presently known to us or that we currently démmaterial may also impair our business operatiyiasl should be able to bear a
complete loss of your investment.
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THE OFFERING

The following is a brief summary of some of thenteof the offering and is qualified in its entirbty reference to the more detailed
information appearing elsewhere in this prospecugplement and the accompanying prospectus. Fasra somplete description of the
terms of our common stock, see the “DescriptioBadurities We Are Offering” section in this prospscsupplement.

Securities offered by us in this 1,685,394 shares of our common stock, par valug03Qper share.

offering Warrants to purchase up to 2,275,282 shares of @mmstock, with an exercise price equal to $0.89 per
share.
2,275,282 shares of common stock issuable uporisgesf the warrants.

Offering Price $0.89 per share of common stock and accompanyimngnta

Common Stock Outstanding 28,672,795 shares.
Before This Offering

Common Stock Outstanding 30,358,189 shares.
After This Offering

Use of proceed For general corporate purposes. “Use of Procee(” on page -24.

Risk Factors See “Risk Factors” and other information includedhiis prospectus supplement, or incorporated hdrei
reference, for a discussion of factors you shoafefully consider before deciding to invest in oammon
stock.

NASDAQ Global Marke NLST

Symbol

Except as otherwise indicated, the information am&d in this prospectus supplement assumes th@gall of the securities offered hereby.

The number of shares of our common stock outstgndimediately before and after this offering exelsd

* 4,795,429 shares of common stock issuable upormierasf options outstanding as of December 19, 26fl®hich approximately
3,115,991 shares are exercisable; and

e 767,510 shares of common stock available for fugmaats under our stock option plans as of Decerm®g012.
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RISK FACTORS

Investing in our common stock involves a high degferisk. Before purchasing our common stock,sfmuld carefully consider tt

following risk factors as well as all other infortian contained in this prospectus supplement aedaitompanying prospectus and
documents incorporated by reference, including@nsolidated financial statements and the relateig@s Each of these risk factors, either
alone or taken together, could adversely affectlmusiness, operating results and financial conditias well as adversely affect the value of
an investment in our common stock. There may bitiewi risks that we do not presently know of leattwe currently believe are immaterial
which could also impair our business and finangiakition. If any of the events described below we@ccur, our financial condition, our
ability to access capital resources, our result®pérations and/or our future growth prospects doloé materially and adversely affected and
the market price of our common stock could dechreea result, you could lose some or all of anggtment you may have made or may n

in our common stock.

RISKS RELATED TO THIS OFFERING AND OUR COMMON STOCK
You will experience immediate dilution in the bookvalue per share of the common stock you purchase.

Because the price per share of our common stoclgludfered is substantially higher than the booki®@ger share of our common
stock, you will suffer substantial dilution in thet tangible book value of the common stock yowcpase in this offering. Based on an
assumed offering price to the public of $0.89 perrs, if you purchase shares of common stock sndfiering, you will suffer immediate and
substantial dilution of $0.32 per share in thetaagible book value of the common stock. See théaeentitled “Dilution” below for a more
detailed discussion of the dilution you will indéiyou purchase common stock in this offering.

Our management will have broad discretion over thaise of the net proceeds from this offering.

We currently anticipate using the net proceeds filoisioffering for general corporate purposes,udiig working capital and other
general and administrative purposes. We have setved or allocated specific amounts for theseqgaep and we cannot specify with
certainty how we will use the net proceeds. Acaugtyi, our management will have considerable digmneh the application of the net
proceeds and you will not have the opportunitypas of your investment decision, to assess whetteeproceeds are being used
appropriately. The net proceeds may be used fqrocate purposes that do not increase our operagswdts or market value. Until the net
proceeds are used, they may be placed in invessrniteaittdo not produce income or that lose value.

The warrants are a new issue of securities with nestablished trading market.

The warrants are a new issue of securities withstablished trading market. The warrants will notisted on any securities
exchange and we do not expect them to be quotethpuotation system. A trading market for the aats is not expected to develop, and
even if a market develops it may not provide megfoihliquidity. The absence of a trading marketiguidity for the warrants may adversely
affect their value.

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

As of December 19, 2012, approximately 18.87% ofauistanding common stock was held by affiliatesluding 18.67% held by
Chun K. Hong, our chief executive officer and chan of our board of directors. As a result, Mr. Hdras the ability to exert substantial
influence over all matters requiring approval by stockholders, including the election and rem@falirectors and any proposed merger,
consolidation or sale of all or substantially dlboir assets and other corporate transactions.cHmisentration of control could be
disadvantageous to other stockholders with interéifierent from those of Mr. Hong and our otheeextive officers and directors. For
example, our executive officers, directors and@pal stockholders could delay or prevent an adfijpiisor merger even if the transaction
would benefit other stockholders. In addition, thignificant concentration of share ownership méyeasely affect the trading price for our
common stock because investors may perceive diagatyes in owning stock in companies with stockhadieat have the ability to exercise
significant control.
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Anti-takeover provisions under our charter documens and Delaware law could delay or prevent a chang# control and could also
limit the market price of our stock.

Our certificate of incorporation and bylaws contpiovisions that could delay or prevent a changeootrol of our company or
changes in our board of directors that our stoakdns might consider favorable. In addition, thesevisions could limit the price that
investors would be willing to pay in the future firares of our common stock. The following are gdamof provisions which are includec
our certificate of incorporation and bylaws, easlamended:

» our board of directors is authorized, without psawckholder approval, to designate and issue pesfestock, commonly
referred to as “blank check” preferred stock, withts senior to those of our common stock;

stockholder action by written consent is prohikited

e nominations for election to our board of directansl the submission of matters to be acted upondakisolders at a meeting :
subject to advance notice requirements; and

» our board of directors is expressly authorized &ixey alter or repeal our bylaws.

In addition, we are governed by the provisions @ft®n 203 of the Delaware General Corporate Lakickwmay prohibit certain
business combinations with stockholders owning Ds%nore of our outstanding voting stock. These athér provisions in our certificate of
incorporation and bylaws, and of Delaware law, daubke it more difficult for stockholders or potehticquirers to obtain control of our
board of directors or initiate actions that areagma by the then-current board of directors, inidgdielaying or impeding a merger, tender
offer, or proxy contest or other change of contirahsaction involving our company. Any delay onetion of a change of control
transaction or changes in our board of directotddcprevent the consummation of a transaction irckvbur stockholders could receive a
substantial premium over the then-current markieegdor their shares.

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

Our common stock has been publicly traded sinceeNter 2006. The price of our common stock andrddirtg volume of our
shares are volatile and have in the past fluctusiggdficantly. There can be no assurance as tptiices at which our common stock will tr:
in the future or that an active trading marketim common stock will be sustained in the futuree Timarket price at which our common stock
trades may be influenced by many factors, includingnot limited to, the following:

our operating and financial performance and praspéatcluding our ability to achieve and sustaiafpability in the future;

* investor perception of us and the industry in whighoperate;

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

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

» sales of our newly issued common stock or the éseaf warrants issued in connection with this offg, additional sales or tl
perception that such sales may occur through des3ereement with Ascendiant, and our potentgasce of (or perceptions
regarding our issuance of) other securities irftitere;

» general financial and other market conditions; and

» changing and recently volatile domestic and inteéonal economic conditions.

In addition, shares of our common stock and thdipslock markets in general have experienced,raag continue to experience,

extreme price and trading volume volatility. Thésetuations may adversely affect the market pateur common stock and a stockholder’s

ability to sell their shares into the market at desired time or at the desired price.
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In 2007, following a drop in the market price off @@mmon stock, securities litigation was initiatghinst us. Given the historic
volatility of our industry, we may become engagedhiis type of litigation in the future. Securitiitgation is expensive and time-consuming.

The issuance of additional sales of our common stqgaor the perception that such issuances may occuncluding through our “at the
market” offering, could cause the market price of ar common stock to fall.

We have entered into a Sales Agreement with Aseeth@iapital Markets, LLC (“Ascendiant”), for thefeff and sale of up to $10
million in aggregate amount of our shares from tim&me through Ascendiant, as our sales agemsuant to an effective Registration
Statement on Form S-3. Ascendiant is not requoeskll any specific number or dollar amount ofrelsaf our common stock but will use its
reasonable efforts, as our agent and subject ttethes of the Sales Agreement, to sell that nurobshares up to $10 million upon our
request. Sales of the shares, if any, may be madeymeans permitted by law and deemed to betahéamarket” offering as defined in
Rule 415 of the Securities Act of 1933, as amer{ttez“Securities Act”) and will generally be madgreans of brokers’ transactions on the
NASDAQ Global Market or otherwise at market pripesvailing at the time of sale, or as otherwise2adrwith Ascendian

As of September 29, 2012, we have sold 1,755,88f:slpursuant to the Sales Agreement at a weiglver@ge sales price of $3.26,
net of commissions, including 1,058,336 sharesénine months ended September 29, 2012 at a weiglerage sales price of $3.45 per
share. We may terminate the Sales Agreement airamyor it will terminate once proceeds of $10 ioill have been raised. Whether we
choose to effect future sales under the at-the-etgmogram will depend upon a variety of factongjuding, among others, market conditions
and the trading price of our common stock relatovether sources of capital. The issuance frone tiotime of these new shares of common
stock through our at-the-market program or in atiyepequity offering, or the perception that suales may occur, could have the effect of
depressing the market price of our common stock

We do not currently intend to pay dividends on ourcommon stock, and any return to investors is expeetl to come, if at all, only from
potential increases in the price of our common stéc

At the present time, we intend to use available$uto finance our operations. Accordingly, whilg/pant of dividends rests within the
discretion of our board of directors, no cash divids on our common shares have been declareddobyais and we have no intention of
paying any such dividends in the foreseeable futing return to investors is expected to comet dlf only from potential increases in the
price of our common stock.

RISKS RELATED TO OUR BUSINESS

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

Our operating results have varied significantlyhia past and will continue to fluctuate from queattequarter or year-to-year in the

future due to a variety of factors, many of whica beyond our control. Factors relating to our beiss that may contribute to these quarterly
and annual fluctuations include the following fastas well as other factors described elsewhetf@smrospectus supplement:

» general economic conditions, including the posigjbilf a prolonged period of limited economic grovith the U.S. and Europe;
disruptions to the credit and financial marketshia U.S., Europe and elsewhere;

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

S-7




Table of Contents

» our failure to maintain the qualification of ourmplucts with our current customers or to qualifyrent and future products with
our current or prospective customers in a timelynea or at all;

« the timing of actual or anticipated introductioiompeting products or technologies by us or aumetitors, customers or
suppliers;

« the loss of, or a significant reduction in salesataey customer;

» the cyclical nature of the industry in which we oye;

* areduction in the demand for our high performameenory subsystems or the systems into which theynaorporated;
* our customers’ failure to pay us on a timely basis;

e  costs, inefficiencies and supply risks associatild @utsourcing portions of the design and the rfacture of integrated
circuits;

e our ability to absorb manufacturing overhead if mwrenues decline or vary from our projections;
« delays in fulfilling orders for our products orailtire to fulfill orders;
* our ability to procure an adequate supply of keppgonents, particularly DRAM ICs and NAND;

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

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

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

*  manufacturing inefficiencies associated with tletsip of new manufacturing operations, new productkiaitiation of volume
production;

» our failure to produce products that meet the tpadiquirements of our customers;

» disputes regarding intellectual property rights #relpossibility of our patents being reexaminedhigyUSPTO;
» the costs and management attention diversion agedoiith litigation;

» the loss of any of our key personnel;

e changes in regulatory policies or accounting pphes;

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

» the effect of our investments and financing arramgets on our liquidity; and

» the other factors described in this “Risk Fact@attion and elsewhere in this prospectus supplement

Due to the various factors mentioned above, anérstithe results of any prior quarterly or annwalqus should not be relied upon
as an indication of our future operating performearn one or more future periods, our results arapons may fall below the expectation:
securities analysts and investors. In that evaetmarket price of our common stock would likelgldee. In addition, the market price of our
common stock may fluctuate or decline regardlessuoperating performance.
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We have historically incurred losses and may contiie to incur losses.

Since the inception of our business in 2000, weetay experienced one fiscal year (2006) with ipmbfe results. In order to regain
profitability, or to achieve and sustain positiask flows from operations in the future, we musthfer reduce operating expenses and/or
increase our revenues. Although we have in thegragtged in a series of cost reduction actionspatieve that we could reduce our current
level of expenses through elimination or reductibstrategic initiatives, such expense reductidoe@may not make us profitable or allow
to sustain profitability if it is achieved. Our &ty to achieve profitability will depend on increed revenue growth from, among other things,
increased demand for our memory subsystems arntédqtaoduct offerings, as well as our ability tgoamd into new and emerging markets.
We may not be successful in achieving the necessagnue growth or the expected expense reductidoeover, we may be unable to
sustain past or expected future expense redudtisigsequent periods. We may not achieve profialir sustain such profitability, if
achieved, on a quarterly or annual basis in theréut

Any failure to achieve profitability could resutt increased capital requirements and pressure ioligoidity position. We believe
our future capital requirements will depend on magfors, including our levels of net sales, tinginig and extent of expenditures to support
sales, marketing, research and development aesyitiie expansion of manufacturing capacity bothedtically and internationally and the
continued market acceptance of our products. Quitataequirements could result in our having toptherwise choosing to, seek additional
funding through public or private equity offeringsdebt financings. Such funding may not be avétlaim terms acceptable to us, or at all,
either of which could result in our inability to etecertain of our financial obligations and othelated commitments.

Our revenues and results of operations are substaiatly dependent on NVvault™,

For the nine months ended September 29, 2012, YuaiNt™ non-volatile RDIMM used in cache —protectiand data logging
applications, including our NVvault™ battery-freke flash-based cache system, accounted for 43%iadfrevenues. Following Intel’s
launch of its Romley platform in the first quart#r2012, we have experienced a rapid decline in &)W sales to Dell, and we recognized
no NVvault™ sales to Dell in the three months enBledtember 29, 2012. We expect that after produitte supply chain is consumed, we
will see some demand from Dell through 2013, afteich sales of NVvault™ products for incorporatiato PERC 7 servers will be minim
In order to leverage our NVvault™ technology amngedsify our customer base, we continue to pursaéiadal qualifications of NVvault™
with other OEMs. We also introduced EXPRESSvault®arch 2011 and we continue to pursue qualificatibnext generation DDR3
NVvault™ with customers. Our future operating réswill depend on our ability to commercialize te@¢Vvault™ product extensions,
well as other new products such as HyperCloud®ather high-density and high-performance solutide.may not be successful in
marketing any new or enhanced products. If we atesmccessful in generating sales of other prodtivtsdecrease or cessation of sales of
NVvault™ products to Dell will significantly reduagur annual revenues and negatively affect oultsestioperations

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

We have historically derived a substantial portabiour net sales from sales of our high performaneenory subsystems for use in
the server market. We expect these memory subsgdteoontinue to account for a significant portadrour net sales in the near term.
Continued market acceptance of these productsstiruservers is critical to our success.

In an attempt to set our products apart from tledsmir competitors, we have invested a signifiqation of our research and

development budget into the design of ASIC devizeduding the HyperCloud™ memory subsystem, inticet in November 2009. This
design and the products it is incorporated intosaitgect to increased risks as compared to our ptieglucts. For example:

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

e the HyperCloud™ memory subsystem or other new prtsdmay contain currently undiscovered flaws, thieexction of which
would result in increased costs and time to market;
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* we are dependent on a limited number of suppl@rddth the DRAM ICs and the ASIC devices thatesgential to the
functionality of the HyperCloud™ memory subsysteamg could experience supply chain disruption asalt of business issu
that are specific to our suppliers or the indussya whole; and

e we are required to demonstrate the quality andbity of the HyperCloud™ memory subsystem or ottew products to our
customers, and are required to qualify these nedymts with our customers, both of which have negband will continue to
require a significant investment of time and researprior to the receipt of any revenue from sugtamers.

We experienced a longer qualification cycle thaticgrated with our HyperCloud™ memory subsystems| as of September 29,
2012 we have not generated significant HyperCloyd®#uct revenues relative to our investment ingteeluct. We entered into
collaborative agreements with both IBM and HP parguo which these OEMs qualified the 16GB versibrlyperCloud™ for use with the
products. The 16GB version of HyperCloud™ has kmeilable to order since March 6, 2012 and May2D4,2 for IBM and HP,
respectively. We are working with both OEMs in jomarketing and further product development effoftse Company and each of the
OEMs have committed financial and other resourcestd the collaboration. However, the efforts uttalezn pursuant to either of the
collaborative agreements may not result in newmaes or gross margins for us that are significalative to our investment in the products.
Failure to maintain qualification of this producitkviBM, HP or other potential customers could adety impact our results of operations.

Additionally, if the demand for servers deteriosate if the demand for our products to be incorfeatan servers declines, our
operating results would be adversely affected,vamavould be forced to diversify our product poridohnd our target markets. We may no
able to achieve this diversification, and our itigbto do so may adversely affect our business.

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

Our industry is characterized by intense competjtiapid technological change, evolving industgnsiards and rapid product
obsolescence. Evolving industry standards and t#obital change or new, competitive technologiedadoender our existing products
obsolete. Accordingly, our ability to compete i tluture will depend in large part on our abilityitlentify and develop new or enhanced
products on a timely and cost-effective basis,tanm@spond to changing customer requirements.dardo develop and introduce new or
enhanced products, we need to:

» identify and adjust to the changing requirementswfcurrent and potential customers;
» identify and adapt to emerging technological treaold evolving industry standards in our markets;

» design and introduce cost-effective, innovative padormance-enhancing features that differentiateproducts from those of
our competitors;

« develop relationships with potential suppliers efmponents required for these new or enhanced pisduc
e qualify these products for use in our customerstprcts; and
« develop and maintain effective marketing strategies

Our product development efforts are costly andriehdy risky. It is difficult to foresee changesdsvelopments in technology or
anticipate the adoption of new standards. Moreawace these things are identified, if at all, wd néed to hire the appropriate technical
personnel or retain third party designers, devéiepproduct, identify and eliminate design flawsg ananufacture the product in production
guantities either in-house or through third-pargnufacturers. As a result, we may not be able ¢toessfully develop new or enhanced
products or we may experience delays in the dewatop and introduction of new or enhanced prodi#$ays in product development and
introduction could result in the loss of, or delaygenerating, net sales and the loss of markatslas well as damage to our reputation. |
if we develop new or enhanced products, they mayne®@t our customers’ requirements or gain margegtance.
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Our customers require that our products undergo aéngthy and expensive qualification process withowtny assurance of net sales.

Our prospective customers generally make a sigmficommitment of resources to test and evaluatenemory subsystems prior
purchasing our products and integrating them ingédrtsystems. This extensive qualification progesslves rigorous reliability testing and
evaluation of our products, which may continuediarmonths or longer and is often subject to delaysddition to qualification of specific
products, some of our customers may also requite uadergo a technology qualification if our protidesigns incorporate innovative
technologies that the customer has not previoustpentered. Such technology qualifications oftdw tsubstantially longer than product
qualifications and can take over a year to compl@telification by a prospective customer doesemsiure any sales to that prospective
customer. Even after successful qualification aldssof our products to a customer, changes ipmducts, our manufacturing facilities, our
production processes or our component suppliersra@yire a new qualification process, which mayiteés additional delays.

In addition, because the qualification processih Iproduct-specific and platform-specific, ourstixig customers sometimes require
us to requalify our products, or to qualify our npmducts, for use in new platforms or applicatidisr example, as our OEM customers
transition from prior generation DDR2 DRAM archite@s to current generation DDR3 DRAM architectyves must design and qualify n
products for use by those customers. In the pastptocess of design and qualification has takeio gjx months to complete, during which
time our net sales to those customers declinedffisigmtly. After our products are qualified, it céake several months before the customer
begins production and we begin to generate nes $ialen such customer.

Likewise, when our memory component vendors disnaetproduction of components, it may be necessainys to design and
qualify new products for our customers. Such custsnmay require of us or we may decide to purchasestimated quantity of discontinued
memory components necessary to ensure a steadly sfigxisting products until products with new gooments can be qualified. Purchases
of this nature may affect our liquidity. Additiomglour estimation of quantities required during thansition may be incorrect, which could
adversely impact our results of operations thrdoghrevenue opportunities or charges related teg€xand obsolete inventory.

We must devote substantial resources, includinggdeengineering, sales, marketing and managenifemtse to qualify our produc
with prospective customers in anticipation of safignificant delays in the qualification processch as those experienced with our
HyperCloud™ product, could result in an inabilioykeep up with rapid technology change or new, atitipe technologies. If we delay or
do not succeed in qualifying a product with an exgsor prospective customer, we will not be ables¢ll that product to that customer, which
may result in our holding excess and obsolete itorgrand harm our operating results and business.

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

Sales to certain of our OEM customers have hisaflyicepresented a substantial majority of oursadés. Approximately 65% and
12% of our net sales in the nine months ended 8dq@e29, 2012 were to two of our customers. Apprately 67% of our net sales in the
nine months ended October 1, 2011 were to one fuwstomers. We currently expect that sales to m@eM customers will continue to
represent a significant percentage of our net databie foreseeable future. We do not have ltargs agreements with our OEM customer:
with any other customer. Any one of these custoroeutd decide at any time to discontinue, decreaskelay their purchase of our products.
In addition, the prices that these customers pagtio products could change at any time. The léssg of our OEM customers, or a
significant reduction in sales to any of them, dasifnificantly reduce our net sales and advera#gct our operating results.

Our ability to maintain or increase our net satesur key customers depends on a variety of factoasy of which are beyond our
control. These factors include our customers’ crgd sales of servers and other computing systeshéniicorporate our memory subsystems
and our customers’ continued incorporation of aadpcts into their systems. Because of these arat fdictors, net sales to these customers
may not continue and the amount of such net satégsnot reach or exceed historical levels in anyriiperiod. Because these customers
account for a substantial portion of our net sates failure of any one of these customers to pag timely basis would negatively impact «
cash flow. In addition, while we may not be contuadly obligated to accept returned products, wg determine that it is in our best interest
to accept returns in order to maintain good retetiovith our customers.
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A limited number of relatively large potential cusitomers dominate the markets for our products.

Our target markets are characterized by a limitgdlrer of large companies. Consolidation in one orenof our target markets may
further increase this industry concentration. Assult, we anticipate that sales of our productsasntinue to be concentrated among a
limited number of large customers in the foresez&lture. We believe that our financial resultd @épend in significant part on our success
in establishing and maintaining relationships wéhd effecting substantial sales to, these potent&tomers. Even if we establish these
relationships, our financial results will be langelependent on these customers’ sales and busemsgts.

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

Many of our memory subsystems are specificallygtesil for our OEM customers’ high performance systdma drive to reduce
costs and assure supply of their memory module ddp@ur OEM customers may endeavor to design JESiE@ard DRAM modules into
their new products. Although we also manufactur@BE modules, this trend could reduce the demanddohigher priced customized
memory solutions which in turn would have a negatimpact on our financial results. In addition,tomsers deploying custom memory
solutions today may in the future choose to adalEEC standard, and the adoption of a JEDEC stdmdadule instead of a previously
custom module might allow new competitors to p#ptite in a share of our customers’ memory modutermss that previously belonged to
us.

If our OEM customers were to adopt JEDEC standardutes, our future business may be limited to ifjgng the next generation
of high performance memory demands of OEM custoraedsdeveloping solutions that addresses such dismbaimtil fully implemented, th
next generation of products may constitute a mucdller market, which may reduce our net sales aadket share.

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

We participate in a highly competitive market, anglexpect competition to intensify. Many of our quatitors have longerperating
histories, significantly greater resources and nesaegnition, a larger base of customers and leatgarding relationships with customers :
suppliers than we have. As a result, some of thes®etitors are able to devote greater resourcgtdevelopment, promotion and sale of
products and are better positioned than we aneflicehce customer acceptance of their products oweproducts. These competitors also
may be able to respond better to new or emergictintogies or standards and may be able to dgdnetucts with comparable or superior
performance at a lower price. For these reasonsnayenot be able to compete successfully agaiesetcompetitors. We also expect to face
competition from new and emerging companies that emter our existing or future markets. These patboompetitors may have similar or
alternative products which may be less costly ovjgle additional features.

In addition to the competition we face from DRAMddngic suppliers such as Hynix, Samsung, Micraphi and IDT, some of our
OEM customers have their own internal design grabhpsmay develop solutions that compete with olinese design groups have some
advantages over us, including direct access to tegpective companies’ technical information aahhology roadmaps. Our OEM
customers also have substantially greater resouinascial and otherwise, than we do, and may hewer cost structures than ours. As a
result, they may be able to design and manufactumpetitive products more efficiently or inexperdy If any of these OEM customers are
successful in competing against us, our sales atedtine, our margins could be negatively impaeted we could lose market share, any or
all of which could harm our business and resultsprations. Further, some of our significant sigoplare also competitors, many of whom
have the ability to manufacture competitive prodwadtiower costs as a result of their higher legéistegration.
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We expect our competitors to continue to improvebarformance of their current products, reduci piveces and introduce new or
enhanced technologies that may offer greater pagoce and improved pricing. If we are unable tocimar exceed the improvements made
by our competitors, our market position would detate and our net sales would decline. In addijttam competitors may develop future
generations and enhancements of competitive predioat may render our technologies obsolete ormpetitive.

Our operating results may be adversely impacted bworldwide economic and political uncertainties andspecific conditions in the
markets we address, including the cyclical naturefaand volatility in the memory market and semiconductor industry.

Adverse changes in domestic and global economigalitical conditions have made it extremely difficfor our customers, our
vendors and us to accurately forecast and plameitusiness activities, and they have caused and continue to cause U.S. and foreign
businesses to slow spending on our products anétesy which would further delay and lengthen salgdes. In addition, sales of our
products are dependent upon demand in the compuiitegyorking, communications, printer, storage emldistrial markets. These markets
have been cyclical and are characterized by widgfhtions in product supply and demand. These etafiave experienced significant
downturns, often connected with, or in anticipatiddnmaturing product cycles, reductions in tecbgglspending and declines in general
economic conditions. These downturns have beeractaized by diminished product demand, produabiercapacity, high inventory levels
and the erosion of average selling prices.

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

During challenging economic times our customers faag issues gaining timely access to sufficieatity which could result in an
impairment of their ability to make timely paymeiasus. If that were to occur, we may be requiethtrease our allowance for doubtful
accounts and our days sales outstanding would dpatimely impacted. Furthermore, our vendors mag fEimilar issues gaining access to
credit, which may limit their ability to supply cqgranents or provide trade credit to us. We cannadipt the timing, strength or duration of
any economic slowdown or subsequent economic regowerldwide, or in the memory market and relasethiconductor industry. If the
economy or markets in which we operate do not oaetito improve or if conditions worsen, our busiédimancial condition and results of
operations will likely be materially and adversafjected. Additionally, the combination of our léhyg sales cycle coupled with challenging
macroeconomic conditions could compound the negatipact on the results of our operations.

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

We make significant decisions regarding the leeélsusiness that we will seek and accept, prodo&ahedules, component
procurement commitments, personnel needs and @beurce requirements, based on our estimatesstdroer requirements. We do not
have long-term purchase agreements with our cussnmstead, our customers often place purchasr®rb more than two weeks in
advance of their desired delivery date, and thesehase orders generally have no cancellationsmheluling penalty provisions. The short-
term nature of commitments by many of our customeesfact that our customers may cancel or defesh@ase orders for any reason, and the
possibility of unexpected changes in demand forooigtomers’ products each reduce our ability taeately estimate future customer
requirements for our products. This fact, combinti the quick turn-around times that apply to eaotter, makes it difficult to forecast our
production needs and allocate production capaféfigiently. We attempt to forecast the demand foe DRAM ICs, NAND, and other
components needed to manufacture our products. tiread for components vary significantly and dependrarious factors, such as the
specific supplier and the demand and supply famaponent at a given time.
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Our production expense and component purchaseslavelbased in part on our forecasts of our cusgrmeure product
requirements and to a large extent are fixed irstiwat term. As a result, we likely will be unalbdeadjust spending on a timely basis to
compensate for any unexpected shortfall in thodersr If we overestimate customer demand, we megy bacess raw material inventory of
DRAM ICs and NAND. If there is a subsequent declméhe prices of DRAM ICs or NAND, the value ofranventory will fall. As a result,
we may need to writdown the value of our DRAM IC or NAND inventory, wh may result in a significant decrease in oulsgnmargin an
financial condition. Also, to the extent that wenagacture products in anticipation of future dem#rat does not materialize, or in the eve
customer cancels or reduces outstanding orderspuld experience an unanticipated increase iniaighied goods inventory. In the past, we
have had to writelown inventory due to obsolescence, excess quemétid declines in market value below our costy. Slgnificant shortfa
of customer orders in relation to our expectatiomsld hurt our operating results, cash flows andritcial condition.

Also, any rapid increases in production requiredbycustomers could strain our resources and eeducmargins. If we
underestimate customer demand, we may not havieisuffinventory of DRAM ICs and NAND on hand to mdacture enough product to
meet that demand. We also may not have sufficiemufacturing capacity at any given time to meetaustomers’ demands for rapid
increases in production. These shortages of invgmtod capacity will lead to delays in the delivefyour products, and we could forego si
opportunities, lose market share and damage otwroes relationships.

Declines in our average sales prices, driven by tile prices for DRAM ICs and NAND, among other fa¢ors, may result in declines in
our revenues and gross profit.

Our industry is competitive and historically hagbe&haracterized by declines in average sales, fiiésed in part on the market pi
of DRAM ICs and NAND, which have historically coitated a substantial portion of the total cost of memory subsystems. Our average
sales prices may decline due to several factockjding overcapacity in the worldwide supply of DRRAand NAND memory components as
a result of worldwide economic conditions, increasenufacturing efficiencies, implementation of n@anufacturing processes and
expansion of manufacturing capacity by componeppkers.

Once our prices with a customer are negotiatecan@gyenerally unable to revise pricing with thattomer until our next regularly
scheduled price adjustment. Consequently, we gresex to the risks associated with the volatilftthe price of DRAM ICs and NAND
during that period. If the market prices for DRARIS and NAND increase, we generally cannot paspribe increases on to our customers
for products purchased under an existing purchedgr 0As a result, our cost of sales could increaskour gross margins could decrease.
Alternatively, if there are declines in the pridddlRAM ICs and NAND, we may need to reduce ourisglprices for subsequent purchase
orders, which may result in a decline in our expdactet sales.

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

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

Our ability to fulfill customer orders or producadiification samples is dependent on a sufficiemppsy of DRAM ICs and NAND,
which are essential components of our memory stibsys We are also dependent on a sufficient sugfptyustom ASIC devices to produce
our HyperCloud™ memory modules. There are a rafgtismall number of suppliers of DRAM ICs and NANdhd we purchase from only a
subset of these suppliers. We have no long-term MRANAND supply contracts. Additionally, we coulaice obstacles in moving
production of our ASIC components away from ourent design and production partners. Our dependemeesmall number of suppliers
and the lack of any guaranteed sources of ASIC copis, DRAM and NAND supply expose us to sevésibr including the inability to
obtain an adequate supply of these important coemtsnprice increases, delivery delays and poditgua
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Historical declines in customer demand and ournmegs caused us to reduce our purchases of DRAMAGNAND. Such
fluctuations could occur in the future. Should va¢ maintain sufficient purchase levels with somepdiers, our ability to obtain supplies of
raw materials may be impaired due to the practicGmme suppliers to allocate their products toamustrs with the highest regular demand.

From time to time, shortages in DRAM ICs and NAN&vh required some suppliers to limit the suppltheir DRAM ICs and
NAND. As a result, we may be unable to obtain thAM ICs or NAND necessary to fill custom’ orders for our products in a timely
manner. If we are unable to obtain a sufficientpdypf DRAM ICs or NAND to meet our customers’ réguments, these customers may
reduce future orders for our products or not pusehaur products at all, which would cause our akgssto decline and harm our operating
results. In addition, our reputation could be hainvee may not be able to replace any lost busiwéibsnew customers, and we may lose
market share to our competitors.

Our customers qualify the ASIC components, DRAM #Bsl NAND of our suppliers for use in their systethene of our suppliers
should experience quality control problems, it rbaydisqualified by one or more of our customerss Would disrupt our supplies of ASIC
components, DRAM ICs and NAND and reduce the nunebsuppliers available to us, and may require Weagualify a new supplier. If our
suppliers are unable to produce qualification sasph a timely basis or at all, we could experiatedays in the qualification process, which
could have a significant impact on our ability &l $hat product.

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

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

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

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

We maintain a manufacturing facility in the PRC jwoducing most of our products, which allows ustitze our materials and
processes, protect our intellectual property anetldg the technology for manufacturing. A prolongistuption or material malfunction of,
interruption in or the loss of operations at ounmfacturing facility, or the failure to maintairsafficient labor force at such facility, would
limit our capacity to meet customer demand andydeéav product development until a replacementitgcind equipment, if necessary, were
found. The replacement of the manufacturing faciéibuld take an extended amount of time before fi@twring operations could restart.
The potential delays and costs resulting from tls¢sps could have a material adverse effect oasiness, financial condition and results of
operations.

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

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

S-15




Table of Contents

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

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

Significant customized components, such as ASI@g,dre used in some of our products such as HypelC" are designed and
manufactured by third parties. The ability and wdhess of such third parties to perform in accocgawith their agreements with us is
largely outside of our control. If one or more aff @esign or manufacturing partners fails to penfds obligations in a timely manner or at
satisfactory quality levels, our ability to bringogucts to market or deliver products to our cugtenas well as our reputation, could suffer.
In the event of any such failures, we may haveeaality available alternative source of supply fects products, since, in our experience, the
lead time needed to establish a relationship witkwa design and/or manufacturing partner is at [k2snonths, and the estimated time for
our OEM customers to rgualify our product with components from a new va@ncnges from four to nine months. We cannot &gou tha
we can redesign, or cause to have redesignedustomized components to be manufactured by a nawifaeturer in a timely manner, nor
can we assure you that we will not infringe onititellectual property of our current design or mi@cture partner when we redesign the
custom components, or cause such components tbsigned by a new manufacturer. A manufacturiagugtion experienced by our
manufacturing partners, the failure of our manufang partners to dedicate adequate resource® tortduction of our products, the finant
instability of our manufacturing or design partnensany other failure of our design or manufactgmpartners to perform according to their
agreements with us, would have a material advdfeet@n our business, financial condition and hssof operations.

We have many other risks due to our dependenckimhparty manufacturers, including: reduced cantreer delivery schedules,
quality, manufacturing yields and cost; the potritick of adequate capacity during periods of sgaemand; limited warranties on products
supplied to us; and potential misappropriation ufiatellectual property. We are dependent on ocanufacturing partners to manufacture
products with acceptable quality and manufactuyiletds, to deliver those products to us on a tintelgis and to allocate a portion of their
manufacturing capacity sufficient to meet our neddihough our products are designed using thege®design rules of the particular
manufacturers, we cannot assure you that our metuufiag partners will be able to achieve or maim@iceptable yields or deliver sufficient
guantities of components on a timely basis or ai@®eptable cost. Additionally, we cannot assurethat our manufacturing partners will
continue to devote adequate resources to produgeroducts or continue to advance the process wésahnologies on which the
qualification and manufacturing of our products laased.

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

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

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

If our products are defectively manufactured, ciontefective components or are used in defectivaalfunctioning systems, we
could be subject to warranty and product liabititgims and product recalls, safety alerts or adyisotices. While we have product liability
insurance coverage, it may not be adequate tdysatisms made against us. We also may be unaldétain insurance in the future at
satisfactory rates or in adequate amounts. Wari@mtyproduct liability claims or product recallsgardless of their ultimate outcome, could
have an adverse effect on our business, finaneiaiton and reputation, and on our ability toattrand retain customers. In addition, we
may determine that it is in our best interest toe@t product returns in circumstances where waareontractually obligated to do so in or
to maintain good relations with our customers. Autitey product returns may negatively impact ourrafirg results.
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If we fail to protect our proprietary rights, our ¢ ustomers or our competitors might gain access to oyroprietary designs, processes
and technologies, which could adversely affect owperating results.

We rely on a combination of patent protection, éradcret laws and restrictions on disclosure ttept@ur intellectual property
rights. We have submitted a number of patent agadins regarding our proprietary processes andtdoby. It is not certain when or if any
of the claims in the remaining applications will&eowed. To date, we have had only eighteen psiisaued. We intend to continue filing
patent applications with respect to most of the pevzcesses and technologies that we develop. Hoyweaeent protection may not be
available for some of these processes or techredogi

It is possible that our efforts to protect our itgetual property rights may not:
» prevent challenges to, or the invalidation or aineention of, our existing intellectual propertyhtg;

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

»  prevent disputes with third parties regarding owhgr of our intellectual property rights;
»  prevent disclosure of our trade secrets and knowoahird parties or into the public domain;
» resultin valid patents, including internationatey#s, from any of our pending or future applicasipor

» otherwise adequately protect our intellectual prgpeghts.

Others may attempt to reverse engineer, copy @raibe obtain and use our proprietary technologi#fsout our consent.
Monitoring the unauthorized use of our technologgedifficult. We cannot be certain that the stegshave taken will prevent the
unauthorized use of our technologies. This is paldrly true in foreign countries, such as the PRfiere we have established a
manufacturing facility and where the laws may natt@ct our proprietary rights to the same exterdgdicable U.S. laws.

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

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

As is common to the semiconductor industry, we haymerienced substantial litigation regarding paserd other intellectual
property rights. Lawsuits claiming that we areiimging others’ intellectual property rights haveeheand may in the future be brought against
us, and we are currently defending against claihisvalidity in the USPTO. See Note 9 of Notes tondensed Consolidated Financial
Statements, included in Part |, Item | of our QedytReport on Form 10-Q for the period ended Saptr 29, 2012, for a more detailed
description of our legal contingencies as of Sepem29, 2012.

The process of obtaining and protecting paternitghisrently uncertain. In addition to the patenué&sce process established by law
and the procedures of the USPTO, we must comply 8DEC administrative procedures in protectingintallectual property within its
industry standard setting process. These proceéuwdge over time, are subject to variability irithapplication, and may be inconsistent
with each other. Failure to comply with JEDEC's adistrative procedures could jeopardize our abilitglaim that our patents have been
infringed.

By making use of new technologies and entering mankets there is an increased likelihood that sth@ight allege that our
products infringe on their intellectual propertghis. Litigation is inherently uncertain, and anerde outcome in existing or any future
litigation could subject us to significant liabylifor damages or invalidate our proprietary righits.adverse outcome also could force us to
take specific actions, including causing us to:
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»  cease manufacturing and/or selling products, argusértain processes, that are claimed to be gifrgna third party’s
intellectual property;

e pay damages (which in some instances may be times aictual damages), including royalties on pagitare sales;

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

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

If any adverse ruling in any such matter occurg,r@sulting limitations in our ability to market oproducts, or delays and costs
associated with redesigning our products or paysehlicense fees to third parties, or any failbyeus to develop or license a substitute
technology on commercially reasonable terms coalceha material adverse effect on our businessydinbcondition and results of
operations.

There is a limited pool of experienced technicabpanel that we can draw upon to meet our hiriregdeeAs a result, a number of
our existing employees have worked for our existingotential competitors at some point duringrticareers, and we anticipate that a
number of our future employees will have similarkvbistories. In the past, some of these compstitave claimed that our employees
misappropriated their trade secrets or violated-ecammpetition or non-solicitation agreements. Sorfheus competitors may threaten or bring
legal action involving similar claims against usoair existing employees or make such claims irfihée to prevent us from hiring qualified
candidates. Lawsuits of this type may be broughdnéf there is no merit to the claim, simply asti@ategy to drain our financial resources
divert management’s attention away from our busines

We also may find it necessary to litigate agairisers, including our competitors, customers anth&remployees, to enforce our
intellectual property, contractual and commerdigits including, in particular, our trade secretswell as to challenge the validity and scope
of the proprietary rights of others. We could beemubject to counterclaims or countersuits agaisists a result of this litigation. Moreover,
any legal disputes with customers could cause tioerease buying or using our products or delay fh@ichase of our products and could
substantially damage our relationship with them.

Any litigation, regardless of its outcome, wouldtbee consuming and costly to resolve, divert oanagement’s time and attention
and negatively impact our results of operations.daAfenot assure you that current or future infringehtlaims by third parties or claims for
indemnification by customers or end users of oodpcts resulting from infringement claims will g asserted in the future or that such
assertions, if proven to be true, will not matdyialdversely affect our business, financial comditor results of operations.

We may become involved in non-patent related litiggon and administrative proceedings that may materally adversely affect us.

From time to time, we may become involved in vasitegal proceedings relating to matters incidetatéhe ordinary course of our
business, including commercial, product liabiligynployment, class action, whistleblower and othiggation and claims, and governmental
and other regulatory investigations and proceediB8gsh matters can be time-consuming, divert managés attention and resources and
cause us to incur significant expenses. Furtherpb@eause litigation is inherently unpredictabiereé can be no assurance that the results of
any of these actions will not have a material ase@ffect on our business, results of operatiotiancial condition.

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

Although some of the components used in our finatipcts contain the intellectual property of thpatties, we believe that our
suppliers bear the sole responsibility to obtaip @ghts and licenses to such third party intellatroperty. While we have no knowledge
that any third party licensor disputes our bekef, cannot assure you that disputes will not ang@eé future. The operation of our business
and our ability to compete successfully dependsifsigintly on our continued operation without claimf infringement or demands resulting
from such claims, including demands for paymentsiohey in the form of, for example, ongoing licersiees.
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We are also developing products to enter new mswitnilar to our current products, we may use aamepts in these new produ
that contain the intellectual property of third foes. While we plan to exercise precautions to éwafringing on the intellectual property
rights of third parties, we cannot assure you tlispiutes will not arise.

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

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

The flash-based storage market is constantly uniteggapid technological change and evolving industandards. Many consumer
devices, such as digital cameras, PDAs and smargsare transitioning to emerging flash memorynfats, such as the Memory Stick, and
xD Picture Card formats, which we do not currentignufacture and do not have rights to manufaclteough we do not currently serve
the consumer flash market, it is possible thatagei®EMs may choose to adopt these higher-voluovesi-cost formats. This could result i
decline in demand, on a relative basis, for otledpcts that we manufacture such as CompactFl&slanl embedded USB drives. If we
decide to manufacture flash memory products utigizmerging formats such as those mentioned, wédevilequired to secure licenses to
give us the right to manufacture such productsriet not be available at reasonable rates or.df ale are not able to supply flash card
formats at competitive prices or if we were to haveduct shortages, our net sales could be adyersphcted and our customers would
likely cancel orders or seek other suppliers tdaapus.

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

As is common in the industry, we currently haveffect a number of agreements in which we haveezbre defend, indemnify and
hold harmless our customers and suppliers from damand costs which may arise from the infringerbgrdur products of third-party
patents, trademarks or other proprietary right® 3¢ope of such indemnity varies, but may, in sors&nces, include indemnification for
damages and expenses, including attorneys’ feasin@urance does not cover intellectual propersirigement. The term of these
indemnification agreements is generally perpetogltane after execution of the agreement. The marinpotential amount of future
payments we could be required to make under tmelarinification agreements is unlimited. We mayqguically have to respond to claims
and litigate these types of indemnification obligas. Although our suppliers may bear responsibibir the intellectual property inherent in
the components they sell to us, they may lackitrential ability to stand behind such indemnitiédditionally, it may be costly to enforce
any indemnifications that they have granted toAesordingly, any indemnification claims by customeould require us to incur significant
legal fees and could potentially result in the paptrof substantial damages, both of which couldltés a material adverse effect on our
business and results of operations.

We depend on a few key employees, and if we lose thervices of any of those employees or are unabidehire additional personnel, our
business could be harmed.

To date, we have been highly dependent on the iexyer, relationships and technical knowledge ofagekey employees. We
believe that our future success will be dependardwr ability to retain the services of these kepoyees, develop their successors, reduce
our reliance on them, and properly manage theitiranof their roles should departures occur. Toeslof these key employees could delay
the development and introduction of, and negatiualyact our ability to sell, our products and othise harm our business. We do not have
employment agreements with any of these key emplgther than Chun K. Hong, our President, Chieichtive Officer and Chairman of
the Board. We maintain “Key Man” life insurance ©hun K. Hong; however, we do not carry “Key Marfélinsurance on any of our other
key employees.
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Our future success also depends on our abilityttad, retain and motivate highly skilled enginegr manufacturing, and other
technical and sales personnel. Competition for e&peed personnel is intense. We may not be sutd@ssattracting new engineers or other
technical personnel, or in retaining or motivatmg existing personnel. If we are unable to hiré getain engineers with the skills necessary
to keep pace with the evolving technologies inmarkets, our ability to continue to provide ourremt products and to develop new or
enhanced products will be negatively impacted, Whwould harm our business. In addition, the shertafgexperienced engineers, and other
factors, may lead to increased recruiting, rel@ratind compensation costs for such engineers, whighexceed our expectations and
resources. These increased costs may make hinmgngineers difficult, or may increase our ope@gnpenses.

Historically, a significant portion of our workfagchas consisted of contract personnel. We investiderable time and expense in
training these contract employees. We may expegiigh turnover rates in our contract employee ¥aode, which may require us to expe
additional resources in the future. If we convert af these contract employees into permanent eyepky we may have to pay finder’s fees
to the contract agency.

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

We sell some of our products to customers throughufacturers’ representatives. We are unable wigirthe extent to which our
manufacturers’ representatives will be successfubarketing and selling our products. Moreover, ynainour manufacturers’ representatives
also market and sell other, potentially competingdpcts. Our representatives may terminate th&tiomships with us at any time. Our fut
performance will also depend, in part, on our abtlb attract additional manufacturers’ represewtatthat will be able to market and support
our products effectively, especially in marketsvinich we have not previously distributed our pradutf we cannot retain our current
manufacturers’ representatives or recruit addifionaeplacement manufacturers’ representativesssales and operating results will be
harmed.

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

Since 2009, substantially all of our world-wide mgatturing production has been performed at ourufeanturing facility in the
People’s Republic of China, or PRC. Language aftdrai differences, as well as the geographic distafrom our headquarters in Irvine,
California, further compound the difficulties ofming a manufacturing operation in the PRC. Ouragament has limited experience in
creating or overseeing foreign operations, andrtbig facility may divert substantial amounts ofitliene. We may not be able to maintain
control over product quality, delivery schedulesimufacturing yields and costs. Furthermore, thésaedated to having excess capacity have
in the past and may in the future continue to reavadverse impact on our gross margins and opgnasults.

We manage a local workforce that may subject usgalatory uncertainties. Changes in the labor lafithe PRC could increase the
cost of employing the local workforce. The increhs®lustrialization of the PRC, as well as genecainomic and political conditions in the
PRC, could also increase the price of local laB@her of these factors could negatively impactdbst savings we currently enjoy from
having our manufacturing facility in the PRC.

The PRC currently provides for favorable tax rdtesertain foreign-owned enterprises operatinggacified locations in the PRC
through 2012. We have established our PRC fadilisuch a tax-favored location. Should we fail thiave profitability while favorable tax
rates are in effect, or before our loss carryfodgan the PRC expire, it is possible that we wadtirealize the tax benefits to the extent
originally anticipated and this could adversely aopour operating results.
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Economic, political and other risks associated witlinternational sales and operations could adverselgffect our net sales.

Part of our growth strategy involves making satefoteign corporations and delivering our produotfacilities located in foreign
countries. To facilitate this process and to mieetiongterm projected demand for our products, we haveet manufacturing facility in t
PRC. Selling and manufacturing in foreign countsabjects us to additional risks not present withdomestic operations. We are operating
in business and regulatory environments in whicthase limited previous experience. We will needdaatinue to overcome language and
cultural barriers to effectively conduct our opéras in these environments. In addition, the ecdeeraf the PRC and other countries have
been highly volatile in the past, resulting in sfgant fluctuations in local currencies and otirestabilities. These instabilities affect a numr
of our customers and suppliers in addition to @aueijn operations and continue to exist or may pagain in the future.

In the future, some of our net sales may be denateihin Chinese Renminbi (“RMB”). The Chinese goveent controls the
procedures by which RMB is converted into otherencies, and conversion of RMB generally requi@segnment consent. As a result,
RMB may not be freely convertible into other curies at all times. If the Chinese government insti changes in currency conversion
procedures, or imposes restrictions on currency@aion, those actions may negatively impact o@rajons and could reduce our operating
results. In addition, fluctuations in the exchangie between RMB and U.S. dollars may adverseBcafiur expenses and results of
operations as well as the value of our assetsiabiiities. These fluctuations may also adversélgci the comparability of our period-to-
period results. If we decide to declare dividenals @epatriate funds from our Chinese operationsyilldoe required to comply with the
procedures and regulations of applicable ChinegseAay changes to these procedures and regulatioreyr failure to comply with those
procedures and regulations, could prevent us frakimg dividends and repatriating funds from ourr@sie operations, which could
adversely affect our financial condition. If we atgle to make dividends and repatriate funds framG@hinese operations, these dividends
would be subject to U.S. corporate income tax.

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

Our international sales are subject to other riglduding regulatory risks, tariffs and other tedsarriers, timing and availability of
export licenses, political and economic instabjldifficulties in accounts receivable collectiodgficulties in managing distributors, lack of a
significant local sales presence, difficulties btaining governmental approvals, compliance withide variety of complex foreign laws and
treaties and potentially adverse tax consequeirtesldition, the U.S. or foreign countries may igmpent quotas, duties, taxes or other
charges or restrictions upon the importation orogtgiion of our products, leading to a reductiosates and profitability in that country.

Our operations could be disrupted by power outagesiatural disasters or other factors.

Due to the geographic concentration of our manufau operations and the operations of certainuofsuppliers, a disruption
resulting from equipment failure, power failuresatity control issues, human error, governmentu@stion or natural disasters, including
earthquakes and floods like those that have st¥apkn and Thailand, respectively, could interruphterfere with our manufacturing
operations and consequently harm our businessidialacondition and results of operations. SuchugiSons would cause significant delays
in shipments of our products and adversely affactoperating results.

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

We are subject to various and frequently changir® fiéderal, state and local and foreign governaidaivs and regulations relatil
to the protection of the environment, includingg@@overning the discharge of pollutants into ihard water, the management and disposal
of hazardous substances and wastes, the cleamgptaiminated sites and the maintenance of a sak@lace. In particular, some of our
manufacturing processes may require us to handlelispose of hazardous materials from time to tiroe.example, in the past our
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manufacturing operations have used lead-basedrsoltiee assembly of our products. Today, we uad-feee soldering technologies in our
manufacturing processes, as this is required fodymts entering the European Union. We could isalnstantial costs, including clean-up
costs, civil or criminal fines or sanctions anddhparty claims for property damage or personairinjas a result of violations of, or
noncompliance with, environmental laws and regafeti These laws and regulations also could regusite incur significant costs to remain
in compliance.

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

Section 404 of the Sarbanes-Oxley Act of 2002 aedtiles and regulations of the SEC, which we ctilely refer to as
Section 404, require us to evaluate our internatrods over financial reporting to allow managemnteport on those internal controls as of
the end of each year. Effective internal controésraecessary for us to produce reliable finaneipbrts and are important in our effort to
prevent financial fraud. In the course of our Sat#04 evaluations, we may identify conditions tinaty result in significant deficiencies or
material weaknesses and we may conclude that eaimamts, modifications or changes to our internatrots are necessary or desirable.
Implementing any such matters would divert therditbe of our management, could involve significaasts, and may negatively impact our
results of operations.

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

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

We have in the past expanded our operations, lmtledtically and internationally. Any future growttay strain our resources,
management information and telecommunication systamd operational and financial controls. To marfature growth effectively,
including the expansion of volume in our manufacifacility in the PRC, we must be able to imprarael expand our systems and controls.
We may not be able to do this in a timely or cd&eative manner, and our current systems and clentnay not be adequate to support our
future operations. In addition, our officers hagkatively limited experience in managing a rapigipwing business or a public company.
result, they may not be able to provide the guidamecessary to manage future growth or maintaimdunarket position. Any failure to
manage our growth or improve or expand our existysgjems and controls, or unexpected difficultiedaing so, could harm our business.

If we acquire other businesses or technologies ihé future, these acquisitions could disrupt our busess and harm our operating
results and financial condition.

We will evaluate opportunities to acquire businessetechnologies that might complement our curpeotiuct offerings or enhance
our technical capabilities. We have no experiencacuiring other businesses or technologies. Aifippris entail a number of risks that cc
adversely affect our business and operating resottiding, but not limited to:

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

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

* insufficient increases in net sales to offset insezl expenses associated with acquisitions orrachgeompanies;
« difficulties in retaining business relationshipgwsuppliers and customers of the acquired companie

» the overestimation of potential synergies or ayalaealizing those synergies;
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» entering markets in which we have no or limitedezignce and in which competitors have stronger gtgsksitions; and
« the potential loss of key employees of the acqui@dpanies.

Future acquisitions also could cause us to incht debe subject to contingent liabilities. In agh, acquisitions could cause us to
issue equity securities that could dilute the owhgr percentages of our existing stockholders.Heunbore, acquisitions may result in mate
charges or adverse tax consequences, substargiakigion, deferred compensation charges, in-gooesearch and development charges,
the amortization of amounts related to deferredksttased compensation expense and identifiablénpaed intangible assets or impairment
of goodwill, any or all of which could negativel§fect our results of operations.

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

We have incurred debt under our credit facility &n loans with Silicon Valley Bank. Incurring detould have material
conseqguences, such as:

*  requiring us to dedicate a portion of our cash ffomn operations and other capital resources to sketvice, thereby reducing
our ability to fund working capital, capital expétudes, and other cash requirements;

* increasing our vulnerability to adverse economid maustry conditions;

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

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

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

Additionally, to the extent we have made intercomplans to our subsidiaries and have pledged kmacts to the lenders under the
credit agreement, our subsidiaries would be redumepay the amount of the intercompany loans édeéhders in the event we are in default
under the credit agreement. Any actions taken bydhders against us in the event we are in dedadlér the credit agreement could harm
our financial condition. Finally, the credit fatylicontains certain restrictive covenants, inclgdimovisions restricting our ability to incur
additional indebtedness, guarantee certain obligaticreate or assume liens and pay dividends.

Our investment in an auction rate security is subjet to risks which may cause losses and affect theuidity of this investment.

We hold an investment in an auction rate secuniéy has failed, or may in the future fail, its aoet An auction failure means that
the parties wishing to sell their securities caudd do so. As a result of failed auctions, ourigbtb liquidate and fully recover the carrying
value of our investment in the near term may bédichor not exist. If the issuer of this investmentinable to close future auctions and its
credit rating deteriorates, we may in the futuredzgiired to record an impairment charge on thissiment. We also may be required to wait
until market stability is restored for this invesnt or until the final maturity of the underlyingte (up to 30 years) to realize our investment’
cost value.

S-23




Table of Contents
USE OF PROCEEDS

We estimate the net proceeds to us from the saleedecurities offered under this prospectusr ditducting the estimated
placement agent’s fees and our estimated offeripgreses, will be approximately $1,325,000 if wé ed maximum amount of common
stock and warrants offered hereby. However, théshest efforts offering with no minimum, and weynmat sell all or any of the securities;
a result, the actual number of securities sold;etzent agent fees and proceeds to us are not fiyedeterminable and may be substantially
less than the maximum amount set forth above.

We expect to use the net proceeds from this offdiimcluding any resulting from the exercise of raats, if any) for general corporate
purposes. Our management will have significantilfiéigy in applying the net proceeds of this offegi Until the funds are used as described
above, we intend to invest the net proceeds frasndtfiering in interest-bearing, investment gradeusities.

DILUTION

If you invest in our common stock, you will experée dilution to the extent of the difference betwé®e price per share you pay in
this offering and the net tangible book value gers of our common stock immediately after thi®offg. Our net tangible book value as of
September 29, 2012 was approximately $15,809,008pmroximately $0.56 per share. Net tangible beaidke per share is determined by
dividing our total tangible assets, less totaliliibs, by the number of shares of our common lstmatstanding as of September 29, 2012.

After giving effect to the sale of 1,685,394 shasEsommon stock by us at a price of $0.89 pereshad after deducting our
estimated placement agent fees and offering expgressble by us , our as-adjusted net tangible ahle as of September 29, 2012 would
have been approximately $17,134,001, or approximn&®57 per share. This represents an immedisi&ati in pro forma net tangible book
value of approximately $0.32 share to new investbing following table illustrates this calculation a per share basis:

Offering price for one share of common st $ 0.8¢
Net tangible book value per share as of Septemhe2®@12 $ 0.5€
Increase per share attributable to new inves 0.01
As adjusted net tangible book value per share #ftemoffering 0.57
Dilution per share to new investc $ 0.32

The above discussion and table are based on 2800ishares of common stock issued and outstanding &spiEmber 29, 2012 a
exclude:

5,034,834 shares of common stock issuable upertise of options outstanding as of September @B2 2of which
approximately 2,973,658 shares are exercisable; and

e 543,917 shares of common stock available for fuguamts under our stock option plans as of Septe2he2012.

Because there is no minimum offering amount regua® a condition to the closing of this offerirtgg tilution per share to new
investors may be more than that indicated aboviedrevent that the actual number of shares so#hyif is less than the maximum number of
shares of our common stock we are offering. Thwvalillustration of dilution per share to investpesticipating in this offering assumes no
exercise of outstanding options to purchase oumeomstock. The exercise of outstanding optionsritaain exercise price less than the
offering price will increase dilution to new invess. In addition, we may choose to raise additi@agital due to market conditions or
strategic considerations even if we believe we tsafeicient funds for our current or future opengtiplans. To the extent that additional
capital is raised through the sale of equity orvertible debt securities, the issuance of thesariexs could result in further dilution to our
stockholders.
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DESCRIPTION OF SECURITIES WE ARE OFFERING
Common Stock

The material terms and provisions of our commounlkstmd each other class of our securities thatfggsabr limits our common
stock are described under the caption “Descriptio@apital Stock” starting on page 2 of the acconyjrag prospectus. As of December 19,
2012, we had 28,672,795 shares of common stockamling.

Warrants

The following is a brief summary of certain ternmelaonditions of the warrants and is subject imedpects to the provisions
contained in the warrants.

Form. The warrants will be issued as individual warragteements to the investors. You should revieapy of the form of warrant,
which will be filed with the Securities and Exchan@ommission by us as an exhibit to a Current RepoForm 8-K in connection with this
offering within the time period required by suchrfg for a complete description of the terms anddatioms applicable to the warrants.

Exercisability. The warrants are exercisable at any time onter #ie date immediately after the six month amsiagy of their original
issuance, and at any time up to the date thatésyiars after such initial exercise date. The avasrwill be exercisable, at the option of each
holder, in whole or in part by delivering to uswdydexecuted exercise notice and, at any time stragion statement registering the issuance
of the shares of common stock underlying the wasrander the Securities Act of 1933, as amendettheoBecurities Act, is effective and
available for the issuance of such shares, or amp#on from registration under the Securities i8available for the issuance of such she
by payment in full in immediately available funas the number of shares of common stock purchaged such exercise. If a registration
statement registering the issuance of the sharesmfnon stock underlying the warrants under theitées Act is not then effective or
available, the holder may only exercise the wartiartugh a cashless exercise, in which case thiehalould receive upon such exercise the
net number of shares of common stock determinedrdicy to the formula set forth in the warrant. fkactional shares of common stock will
be issued in connection with the exercise of aavdrin lieu of fractional shares, we will pay th@der an amount in cash equal to the
fractional amount multiplied by the exercise price.

Exercise Limitation A holder will not have the right to exercise gurtion of the warrant if the holder (together witth affiliates)
would beneficially own in excess of 4.99% of thenter of shares of our stock outstanding immediadéhyr giving effect to the exercise, as
such percentage ownership is determined in accoedaith the terms of the warrants. However, angl@éomay increase or decrease such
percentage to any other percentage not in excex9@¥ upon at least 61 days’ prior notice fromhbéler to us.

Exercise Price; AdjustmeniThe initial exercise price per share of commamlsippurchasable upon exercise of the warrants.BO$er
share of common stock. The exercise price is stibjesppropriate adjustment in the event of cersairck dividends and distributions, stock
splits, stock combinations, reclassifications amikir events affecting our common stock and alsenugny distributions of assets, including
cash, stock or other property to our stockholders.

Transferability. Subject to applicable laws, the warrants mayftered for sale, sold, transferred or assigned avittour consent. The
is currently no trading market for the warrants artdading market is not expected to develop.

Exchange Listing We do not plan on applying to list the warrantsioee NASDAQ Global Market, any other national sé@s
exchange or any other nationally recognized tradirggem.

Fundamental Transactiondn the event of a fundamental transaction, asride=d in the warrants and generally including any
reorganization, recapitalization or reclassificatad our common stock, the sale, transfer or otliggosition of all or substantially all of our
properties or assets, our consolidation or merggr ov into another person, the holders of the aats will be entitled to receive upon
exercise of the warrants the kind and amount afrétées, cash or other property that the holderslddave received had they exercised the
warrants immediately prior to such fundamentalgeantion. In the event of a fundamental transadtiahis an all cash transaction, a “going
private” transaction as defined in Rule 13e-3 unlerSecurities Exchange Act of 1934, or a fundaaléransaction involving a person or
entity not traded on a national securities exchatigeCompany or
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any successor entity will, at the Warrant holdeption, purchase the Warrants by paying to ther&iaholder an amount of cash equal to
value of the remaining unexercised portion of therk&ints on the date of the consummation of suctidnental transaction, as calculated
based on the Black-Scholes Option Pricing Modedhioleid from the “OV” function on Bloomberg, L.P. tdemined as of the day of
consummation of the applicable fundamental tramsador pricing purposes as set forth in the Watsan

Rights as a StockholdeExcept as otherwise provided in the warrantsyoritiue of such holder’'s ownership of shares af cmmon
stock, the holder of a warrant does not have tjf@sior privileges of a holder of our common staokluding any voting rights, until the
holder exercises the warrant.

PLAN OF DISTRIBUTION

Pursuant to a placement agent agreement betwesmmdusscendiant Capital Markets, LLC (“Ascendiantig have engaged Ascendi
as our exclusive placement agent to solicit offergurchase the securities offered by this prosjestipplement. The placement agent is not
purchasing or selling any of the securities weddiering, and it is not required to arrange thechaise or sale of any specific number of
securities or dollar amount, but the placement tlgas agreed to use its reasonable best effoaisdage for the sale of the securities offered
by this prospectus supplement.

The placement agent proposes to arrange for theogdhe securities we are offering pursuant te ghiospectus supplement to one or
more investors through a securities purchase agmeedirectly between the purchasers and us. Athefsecurities will be sold at the same
price and, we expect, at a single closing. We éstadn the price following negotiations with prospiee investors and with reference to the
prevailing market price of our common stock, redegrnds in such price and other factors. It is fpsghat not all of the securities we are
offering pursuant to this prospectus supplemerithvilsold at the closing, in which case our netpeals would be reduced. We expect that
the sale of the securities will be completed ondhte indicated on the cover page of this prosgestpplement.

In connection with this offering, the placementatgmay distribute this prospectus supplement aadtitompanying prospectus
electronically.

We will pay the placement agent an aggregate planeagent fee equal to 6% of the portion of thesgroceeds received by us from
the sale of the securities at the closing of tffisring . Subject to compliance with FINRA Rule 81f)(2)(D), we will also reimburse the
placement agent for legal and other expenses ity it in connection with this offering in an aggate amount equal to the lesser of 1% of
the aggregate gross offering proceeds we receitreeaiosing and $35,000. The following table shdwesper share and total placement agent
fees we will pay to the placement agent in conoectvith the sale of the securities, assuming thetmse of all of the securities we are
offering.

Per shart $ 0.053¢
Total $  90,000.0

We estimate the total expenses of this offeringcviwill be payable by us, excluding the placemeeird fees, will be approximately
$85,000. After deducting certain fees due to tlaeginent agent and our estimated offering expengesxpect the net proceeds from this
offering will be approximately $1,325,000.

We have agreed to indemnify the placement agennstgeertain liabilities, including liabilities raling to or arising out of (i) any
actions taken or omitted to be taken by the Comp@inany actions taken or omitted to be takerthmy placement agent (or its affiliates) in
connection with the Company’s engagement with thegment agent and (iii) the placement agent'svitiets on the Company’s behalf under
the placement agent’'s engagement. We have alsedireeimburse the placement agent for certaiersgs (including the reasonable fees
and expenses of counsel) incurred by the placeagenit in connection with defending any claim, actiguit or proceeding in respect of such
liabilities.

The placement agency agreement will be includeghasxhibit to our Current Report on Form 8-K thatwiill file with the SEC in
connection with this offering.
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As indicated elsewhere in this prospectus supplé¢@uech the information incorporated by referencesimerin November 2011, we
entered into a Sales Agreement with Ascendianthferoffer and sale of up to $10 million in aggregamount of our shares from time to time
through Ascendiant, as our sales agent, pursuant &ffective Registration Statement on Form Sstefdiant is not required to sell any
specific number or dollar amount of shares of mmmon stock but will use its reasonable effortgy@sagent and subject to the terms of the
Sales Agreement, to sell that number of shares $1® million upon our request. Sales of the shafesy, may be made by any means
permitted by law and deemed to be an “at the mad€dring as defined in Rule 415 of the Securithes of 1933, as amended, and will
generally be made by means of brokers’ transactorthe NASDAQ Global Market or otherwise at manpetes prevailing at the time of
sale, or as otherwise agreed with Ascendiant.

As of September 29, 2012, we have sold 1,755,8@6stpursuant to the Sales Agreement at a weighdge sales price of $3.26,
net of commissions, including 1,058,336 share&énriine months ended September 29, 2012 at a wedigherage sales price of $3.45 per
share. We may terminate the Sales Agreement at any tinitendoll terminate once proceeds of $10 million leawveen raised.

The placement agent and its affiliates may in thare provide other certain commercial bankingaficial advisory or investment
banking services for us for which it has receivad may in the future receive fees and may also fiora to time in the future engage in
transactions with us and perform services for ukénordinary course of its business. As of thie @this prospectus supplement, there are
no current arrangements between us and the plategent other than the Sales Agreement.

The transfer agent for our common stock is Comphsme Trust Company, N.A. Its address is 250 RStedet, Canton, MA, 02021,
and its telephone number is (781) 575-2000.

Our common stock is listed on the NASDAQ Global k#runder the symbol “NLST.”
LEGAL MATTERS

The validity of the securities offered by this grestus supplement will be passed upon for us byristor & Foerster LLP, San
Diego, California. Ellenoff Grossman & Schole, N¥ark, New York is acting as counsel for the placetragent in connection with certain
matters related to the securities offered hereby.

EXPERTS

The financial statements incorporated by referémdkis prospectus supplement have been so incatgubby reference in reliance
upon the reports of KMJ Corbin & Co., LLP, indepentregistered public accounting firm, given onitl@thority as experts in accounting
and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports arakyp statements and other information with the SEQu may read and copy any
document that we file at the SEC’s Public ReferdRoem at 100 F Street, N.E., Washington, D.C. 20®4&ase call the SEC at 1-800-SEC-
0330 for further information on the Public ReferefRoom. Our SEC filings are also available on tBE'S web site at http://www.sec.gov.
Copies of certain information filed by us with t8&C are also available on our web site at http:iwnetlist.com. We have not incorporated
by reference into this prospectus the informatioroor website, and you should not consider it ta Ipart of this document.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The SEC allows us to “incorporate by reference”ittiermation we file with them. This means that @an disclose important
information to you in this prospectus supplementdfgrring you to those documents. These incotpdrdocuments contain important
business and financial information about us thabisincluded in or delivered with this prospecsupplement or the prospectus. The
information incorporated by reference is consideocble part of this prospectus supplement and praisp, and later information filed with
the SEC will update and supersede this information.
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We incorporate by reference the documents listéolbas well as any future filings made with the Skt@ler Sections 13(a), 13(c),
14 or 15(d) of the Securities and Exchange Act3®4] as amended, from the date of this prospeajydeament to the completion of all
offerings of the particular securities offered histprospectus supplement, except that we do rotfporate any document or portion of a
document that is “furnished” to the SEC, but nagrded “filed.” The following documents filed with the SEC are immrated by reference
this prospectus supplement:

* our Annual Report on Form 10-K for the year ended@nber 31, 2011;

* our Quarterly Reports on Form 10-Q for the quaréerded March 31, June 30 and September 29, 2012;
e our Current Reports on Form 8-K filed on March @12 and July 12, 2012;

e our definitive Proxy Statement for our Annual Meetiof Stockholders held on July 11, 2012; and

» the description of our common stock contained inRegistration Statement on Form 8-A filed with 8 C on November 27,
2006, including any amendments or reports filedlierpurpose of updating such description.

We will provide without charge to each person, iidithg any beneficial owner, to whom a prospectwelivered, on written or oral
request of that person, a copy of any or all ofdbeuments we are incorporating by reference imiggrospectus supplement, other than
exhibits to those documents unless such exhibitspecifically incorporated by reference into thdseuments. Such written requests should
be addressed to:

Netlist, Inc.
51 Discovery, Suite 150
Irvine, California 92618
Attention: Gail Sasaki
You may direct telephone requests to Gail SasakiCGhief Financial Officer, at (949) 474-4300.
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PROSPECTUS

NETLIST, INC.

$30,000,000
COMMON STOCK
PREFERRED STOCK
WARRANTS
DEPOSITARY SHARES
UNITS

We may offer and sell from time to time our sedesitin one or more classes, separately or togathary combination and as separate series,
and in amounts, at prices and on terms that wedetitrmine at the times of the offerings.

We will provide specific terms of any offering ingplements to this prospectus. The supplementsatidyupdate or change information
contained in this prospectus. You should readgtospectus and any prospectus supplement caréefibre you invest.

We may offer the securities independently or togeth any combination for sale directly to purchas® through underwriters, dealers or
agents to be designated at a future date. Theeauppls to this prospectus will provide the namesngfunderwriters, the specific terms of
the plan of distribution, the underwriting discasiahd commissions, and the terms of any overallotmgtions. The proceeds we expect to
receive from any such sale will also be includedupplements to this prospectus.

This prospectus may not be used to offer and selirities unless accompanied by a prospectus supple

Our common stock is listed on the NASDAQ Global kdrunder the symbol “NLST.”

Investing in our securities involves risk. See “Ris Factors” beginning on page 1 of this prospectustread about certain factors you
should consider before deciding whether to inveshiour securities .

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES COMMISSION HAS
APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS PROSPECTUS IS TRUTHFUL OR
COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

The date of this prospectus is January 20, 2010




Table of Contents
TABLE OF CONTENTS

Page
ABOUT NETLIST, INC.

RISK FACTORS

SPECIAL NOTE REGARDING FORWAR-LOOKING STATEMENTS
USE OF PROCEED

DESCRIPTION OF CAPITAL STOCt

DESCRIPTION OF WARRANT?¢

DESCRIPTION OF DEPOSITARY SHARE

DESCRIPTION OF UNIT<S

PLAN OF DISTRIBUTION

LEGAL MATTERS

EXPERTS

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENC
WHERE YOU CAN FIND MORE INFORMATION

OCOOO~NNDMDIMNNR R PR

=

ABOUT THIS PROSPECTUS

This prospectus is part of a registration staterttaattwe filed with the U.S. Securities and Excha@@mmission, or SEC, using a “shelf”
registration process. Under this shelf registrafioocess, we may, from time to time, sell the séesror combinations of the securities
described in this prospectus in one or more offgxifror further information about our business thedsecurities, you should refer to the
registration statement and its exhibits. The exbitn our registration statement contain the &t of certain contracts and other important
documents we have summarized in this prospectnse3$hese summaries may not contain all the infaomahat you may find important in
deciding whether to purchase the securities we offau should review the full text of these docuiseihe registration statement and the
exhibits can be obtained from the SEC as indicatetér the heading “Where You Can Find More Infoiorat

This prospectus provides you with a general desonpf the securities that we may offer. Each tineoffer securities pursuant to this
prospectus, we will provide a prospectus supplerarndtor other offering material that will contajmesific information about the terms of t
offering. When we refer to a “prospectus suppleryiemé are also referring to any free writing prospsauother offering material authoriz
by us. The prospectus supplement may also addteipdahange information contained in this prosyecif there is any inconsistency
between the information in this prospectus andagh@icable prospectus supplement, you should nelthe information in the prospectus
supplement. You should read this prospectus anghespectus supplement together with additionalrinktion described under the heading
“Where You Can Find More Information.”

You should rely only on the information providedtins prospectus, in any prospectus supplememtnpiother offering material that we
authorize, including the information incorporatadrbference. We have not authorized anyone to geoyou with different information. You
should not assume that the information in this pecsus, any supplement to this prospectus, or Hrer offering material that we authorize
accurate at any date other than the date indicatele cover page of these documents or the ddke attatement contained in any
incorporated documents, respectively. This prospeistnot an offer to sell or a solicitation ofaffer to buy any securities other than the
securities referred to in the prospectus supplendris prospectus is not an offer to sell or ac#aition of an offer to buy such securities in
any circumstances in which such offer or solicitatis unlawful. You should not interpret the detivef this prospectus, or any sale of
securities, as an indication that there has beashange in our affairs since the date of this peoss. You should also be aware that
information in this prospectus may change aftes tlate. The information contained in this prospeotua prospectus supplement or
amendment, or incorporated herein or therein bgregfce, is accurate only as of the date of thisgactus or prospectus supplement or
amendment, as applicable, regardless of the tindelofery of this prospectus or prospectus suppigraeamendment, as applicable, or of
any sale of the shares. Unless the context otBerwgiquires, in this prospectus “Netlist,” “we,’siuand “our” refer to Netlist, Inc. and its
consolidated subsidiaries.
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ABOUT NETLIST, INC.

We design, manufacture and sell high performanaaang subsystems for the server, high performanagpeting and communicatiol
markets. Our memory subsystems consist of dynaamidam access memory integrated circuits (DRAM IGZND flash memory (NAND)
and other components assembled on a printed cboaitd. We also design custom semiconductor logiices which are integrated into our
memory subsystems in order to increase their pmdoce. We engage with our original equipment mantufar customers from the earliest
stages of new product definition, which providesiogjue insight into their full range of systemlatecture and performance requirements.
This close collaboration has also allowed us teetigyva significant level of systems expertise. \&lestage a portfolio of proprietary
technologies and design techniques, includingiefitcplanar design, alternative packaging techrsgurel custom semiconductor logic, to
deliver memory subsystems with high memory densityall form factor, high signal integrity, attraeithermal characteristics and low cost
per bit.

Our principal executive offices are located at 54cbvery, Suite 150, Irvine, California 92618 and telephone number at that address
is (949) 435-0025.

RISK FACTORS

Investing in our securities involves risk. Beforaking an investment decision, you should carefedigsider the risks described under
“Risk Factors” in Item 1A of Part | of our most et Annual Report on Form 10-K, or any updatesemlI1A of Part Il of our Quarterly
Reports on Form 10-Q, together with all of the othéormation appearing in, or incorporated by refee into, this prospectus and any
applicable prospectus supplement, in light of yoanticular investment objectives and financial einstances. These risks could materially
and adversely affect our business, results of tipasaand financial condition and could result ipaatial or complete loss of your
investment. See “Where You Can Find More Inforovati

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus and the applicable prospectus soppit includes and incorporates by reference “fatv@oking statements.” We
intend these forward-looking statements to be axd/éry the safe harbor provisions for forward-logkstatements contained in the Private
Securities Litigation Reform Act of 1995. Words Buas “anticipate,” “estimate,” “expect,” “projectiihtend,” “may,” “plan,” “predict,”
“believe,” “should” and similar words or expresssogre intended to identify forward-looking statetserinvestors should not place undue
reliance on forward-looking statements. All forwdodking statements reflect the present expectaifdnture events of our management and
are subject to a number of important factors, riskgertainties and assumptions that could causalaesults to differ materially from those
described in any forward-looking statements. THastors and risks include, but are not limitedtke rapidly-changing nature of technology;
risks associated with intellectual property; vdigtin the pricing of DRAM ICs and NAND; changes and uncertainty of customer
acceptance of, and demand for, our existing predaetl products under development, including uniceytaf and/or delays in product orders
and product qualifications; delays in our and awstomers’ product releases and development; inttomhs of new products by competitors;
changes in end-user demand for technology solytmnsability to attract and retain skilled persehrour reliance on suppliers of critical
components; fluctuations in the market price ofleng industry standards; the political and regoitgitenvironment in the People’s Republic
of China; and other financial, operational and legks and uncertainties detailed from time todtim our filings with the SEC.

As a result of these risks, certain other riskdetailed in this prospectus and the applicablepgmoiis supplement, in the documents
that we incorporate by reference into this progpeend the applicable prospectus supplement aoithé@r documents that we file with the
SEC and other factors, no assurance can be giviencas future results and achievements. Accorginglforwardlooking statement is neitr
a prediction nor a guarantee of future eventsrouaistances and those future events or circumstanag not occur. You should not place
undue reliance on the forward-looking statementElwbpeak only as of the date made and were bas#tea current expectations. We
undertake no duty to update these forward-looktatements after the date of this prospectus, exaemquired by law, even though our
situation may change in the future. We qualifyadilbur forward-looking statements by these cautipiséatements.
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USE OF PROCEEDS

Unless we inform you otherwise in the prospectympment, we expect to use the net proceeds fremsale of the securities for
capital expenditures, working capital and otheregahcorporate purposes. Pending any specifidaaijun, we may initially invest the net
proceeds in short-term marketable securities.

We have not determined the amounts we plan to speitide areas listed above or the timing of theperditures. As a result, our
management will have broad discretion to allocagertet proceeds of any offering.

DESCRIPTION OF CAPITAL STOCK

Our Restated Certificate of Incorporation provitiest we are authorized to issue 100,000,000 stduespital stock. Our authorized
capital stock is comprised of 90,000,000 shareofmon stock, $0.001 par value per share, and Q@O0 shares of preferred stock, par
value $0.001 per share.

The following description is a summary of the mitielerms of our capital stock and certain provisiof our Restated Certificate of
Incorporation and Amended and Restated Bylawss diéscription does not purport to be complete ifformation on how you can obtain
our Restated Certificate of Incorporation and Armezhdnd Restated Bylaws, see “Where You Can FinceNMdormation.”

Common Stock
We are authorized to issue up to 90,000,000 sludresr common stock, par value $0.001 per share.

The holders of our common stock are entitled tomte for each share held of record on all magatsnitted to a vote of the
stockholders. Our stockholders do not have cunudatoting rights in the election of directors. Aadimgly, holders of a majority of the
shares voting are able to elect all of our directdubject to preferences that may apply to aey tutstanding shares of preferred stock, the
holders of outstanding shares of our common stoeleatitled to receive dividends out of assetsllgg&ailable for distribution at the times
and in the amounts, if any, that our board of doecmay determine from time to time. In the enafrour liquidation, dissolution or winding
up, subject to the rights of each series of oufepred stock, which may, from time to time comeiakistence, holders of our common stock
are entitled to share ratably in all of our assetsaining after we pay our liabilities. Holdersaefr common stock have no preemptive or o
subscription or conversion rights. Our common stgakot redeemable and there are no sinking fuodigipns applicable to our common
stock.

Preferred Stock

Our board of directors is authorized, subjectnatktions imposed by Delaware law, to issue upa®Q00,000 shares of preferred stock,
par value $0.001 per share, in one or more sevidfsput stockholder approval. Our Board of Diresta authorized to fix the number of
shares of preferred stock and to determine ordisg &s no shares of such series are then outstgratiar for each such series, such voting
powers, full or limited, or no voting powers, anetB designations, preferences, and relative, fygatiog, optional, or other rights and such
qualifications, limitations, or restrictions thefeas shall be stated and expressed in the resplatiresolutions adopted by the Board of
Directors providing for the issuance of such sharesas may be permitted by Delaware General CatiporLaw. The rights, privileges,
preferences and restrictions of any such additiseaés may be subordinated payi passuwith, or senior to any of those of any present or
future class or series of our capital stock. Ouaf8af Directors is also authorized to decreasatimber of shares of any series, prior or
subsequent to the issue of that series, but notwbitle number of shares of such series then oulisiginin case the number of shares of any
series shall be so decreased, the shares comsfituty decrease shall resume the status whichhiprior to the adoption of the resolution
originally fixing the number of shares of such esri

This section describes the general terms and poog®f our preferred stock. The applicable progmesupplement will describe the
specific terms of any shares of preferred stockrefl through that prospectus supplement, as walhpageneral terms described in this
section that will not apply to those shares of @nefd stock. We will file a copy of the certificai€designation that contains the terms of each
new series of preferred stock with the SEC each tima issue a new series of preferred stock. Eatificate of designation will establish the
number of shares included in a designated serig$dathe designation, powers, privileges, prefeesand rights of the shares of each series
as well as any applicable qualifications, limitagoor restrictions. You should refer to the apjtlieacertificate of designation as well as our
Restated Certificate of Incorporation before dewdio buy shares of our preferred stock as destiibthe applicable prospectus supplement.
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Anti-Takeover Provisions of Delaware Law and Charte Provisions
Interested Stockholder Transactions

We are subject to Section 203 of the General Catjmr Law of the State of Delaware, which prohikit®elaware corporation from
engaging in any “business combination” with anytémested stockholder” for a period of three yeéter ahe date that such stockholder
became an interested stockholder, with the follgwérceptions:

»  before such date, the board of directors of thpa@tion approved either the business combinatidgheotransaction that
resulted in the stockholder becoming an interestdder;

e upon consummation of the transaction that resuftelde stockholder becoming an interested stocldroltie interested
stockholder owned at least 85% of the voting stafdke corporation outstanding at the time thegaation began, excluding,
for purposes of determining the number of shar¢standing, those shares owned by persons who i@etatis and also office
and by employee stock plans in which employee gipgints do not have the right to determine contidéiy whether shares
held subject to the plan will be tendered in a &zrat exchange offer; or

» onor after such date, the business combinatiapfsoved by the board of directors and authorizethannual or special
meeting of the stockholders, and not by writtensemn, by the affirmative vote of at least 66 2/32the outstanding voting
stock that is not owned by the interested stockdrold

Section 203 defines “business combination” to idelthe following:
e any merger or consolidation involving the corparatand the interested stockholder;

* any sale, lease, exchange, mortgage, pledge, ¢ramsbther disposition of 10% or more of the asséthe corporation
involving the interested stockholder;

* subject to certain exceptions, any transactionregmilts in the issuance or transfer by the cotjmoraf any stock of the
corporation to the interested stockholder;

e any transaction involving the corporation that tieseffect of increasing the proportionate sharthefstock or any class or
series of the corporation beneficially owned byititerested stockholder; or

« the receipt by the interested stockholder of theefieof any loans, advances, guarantees, pledgether financial benefits by
or through the corporation.

In general, Section 203 defines “interested stolddrd as an entity or person beneficially owning 15% arenof the outstanding votil
stock of the corporation or any entity or persdiliafed with or controlling or controlled by su@hmtity or person.

Certificate of Incorporation and Bylaws

Provisions in our Restated Certificate of Incorporaand Amended and Restated Bylaws may haveftbet ®f discouraging certain
transactions that may result in a change in cowfrour company. Some of these provisions provige stockholders cannot act by written
consent and impose advance notice requirementpraeddures with respect to stockholder proposalgta® nomination of candidates for
election as directors. Our Restated Certificatenobrporation allows us to issue shares of pretesteck (see “Blank Check Preferred Stgck”
or common stock without any action by stockholdéngr directors and our officers are indemnifiedusyto the fullest extent permitted by
applicable law pursuant to our Restated Certifichtecorporation. Our Board of Directors is exgsly authorized to make, alter or repeal
Amended and Restated Bylaws. These provisionsmake it more difficult for stockholders to take sjfie corporate actions and may make
it more difficult or discourage an attempt to ohtaontrol of the Company by means of a proxy cdnteader offer, merger or otherwise.
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Blank Check Preferred Stock

Our Restated Certificate of Incorporation authari@ar Board of Directors to approve the issuanagpab 10,000,000 shares of
preferred stock, without further approval of theckholders, and to determine the rights and pretes of any series of preferred stock. The
Board could issue one or more series of prefert@zksvith voting, conversion, dividend, liquidation other rights that would adversely
affect the voting power and ownership interestaltibrs of our common stock. This authority may héneeeffect of deterring hostile
takeovers, delaying or preventing a change in obatrd discouraging bids for our common stock pteanium over the market price.

DESCRIPTION OF WARRANTS

We may issue warrants to purchase common stocferped stock or other securities described in phéspectus. We may issue
warrants independently or as part of a unit witheotsecurities. Warrants sold with other securdiea unit may be attached to or separate
from the other securities. The prospectus supplénedating to any warrants we are offering will delse specific terms relating to the
offering, including a description of any other sgitess sold together with the warrants. These tenitisnclude some or all of the following:

» the title of the warrants;

» the aggregate number of warrants offered,;

» the price or prices at which the warrants will bguied;

» the designation, number and terms of any commark spyeferred stock or other securities purchasapén exercise of the
warrants and procedures by which those numbersbhmaygljusted;

» the exercise price of the warrants, including argrisions for changes or adjustments to the exemmice, and terms relating
to the currency in which such price is payable;

« the dates or periods during which the warranteaegcisable;

« the designation and terms of any securities witickwvthe warrants are issued as a unit;

« if the warrants are issued as a unit with anotheusty, the date on or after which the warrants goe other security will be
separately transferable;

e any minimum or maximum amount of warrants that inayexercised at any one time;

e any terms relating to the modification of the watsa

e adiscussion of material federal income tax consittens, if applicable; and

e any other terms of the warrants and any other g@susold together with the warrants, includingt bot limited to, the terms,
procedures and limitations relating to the traredfdity, exchange, exercise or redemption of theraras.

The applicable prospectus supplement will desdtibespecific terms of any warrant units.

The descriptions of the warrants in this prospeatgin any prospectus supplement are summaridge ohaterial provisions of the
applicable warrant agreements. These descriptiomotrestate those agreements in their entiredydamnot contain all of the information t
you may find useful. We urge you to read the ajgplie agreements because they, and not the sumpaafase many of your rights i
holders of the warrants or any warrant units. Forerinformation, please review the form of the val® agreements, which will be filed with
the SEC promptly after the offering of warrantssarrant units and will be available as describedenrthe heading “Where You Can Find
More Information.”

DESCRIPTION OF DEPOSITARY SHARES

The following briefly summarizes the general prinstis of depositary shares representing interesthanes of our preferred stock.
Each issuance of shares will be issued under asitappagreement to be entered into between usdoahk or trust company as depositary.
The shares will be evidenced by depositary receilgtsu should read the more detailed provisionthefdeposit agreement and the form of
depositary receipt for provisions that may be intgairto you. The particular terms of any depositdrgres that we offer will be set forth in
the
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applicable prospectus supplement. The prospechmesuent will also state whether any of the geiszdlprovisions summarized below do
not apply to the depositary shares being offered.uge you to review the applicable agreementsusectney, and not the summaries, define
many of your rights as a holder of the depositres. For more information, please review the fofrieposit agreement and form of
depositary receipts relating to each series opthéerred stock, which will be filed with the SE@mptly after the offering of that series of
preferred stock and will be available as descrineder the heading “Where You Can Find More Infoiorat

General

We may elect to have shares of our preferred seglesented by depositary shares. The shares afesigg of our preferred stock
underlying the depositary shares will be depositedier a separate deposit agreement between ushamk &r trust company that we select.
The prospectus supplement relating to a seriegpdsitary shares will set forth the name and addréthis depositary. Subject to the terms
of the deposit agreement, each owner of a depgpstere will be entitled, proportionately, to &letrights, preferences and privileges of the
preferred stock represented by such depositare simfuding dividend, voting, redemption, conversiexchange and liquidation rights, if
any, and all the limitations of the series of predd stock.

The depositary shares will be evidenced by depysitxeipts issued pursuant to the deposit agregmach of which will represent t
applicable interest in a number of shares of aqdatr series of our preferred stock describedénapplicable prospectus supplement.

A holder of depositary shares will be entitled ¢éoeive the shares of preferred stock, but onlyholesshares of preferred stock,
underlying those depositary shares. If the depgsiteipts delivered by the holder evidence a remolb depositary shares in excess of the
whole number of shares of preferred stock to badwétwn, the depositary will deliver to that hol@ethe same time a new depositary receipt
for the excess number of depositary shares.

Dividends and Other Distributions

The depositary will distribute all cash dividendsother cash distributions it receives in respéc¢he series of preferred stock
represented by the depositary shares to the réxdders of depositary receipts represented by épesitary shares in proportion, to the ex
possible, to the number of depositary shares owgdtiose holders. The depositary, however, willridtiate only the amount that can be
distributed without attributing to any depositahage a fraction of one cent, and any undistribbidnce will be added to and treated as part
of the next sum received by the depositary forrithistion to record holders of depositary receipet outstanding.

If there is a dividend or distribution other thanciash in respect of the series of preferred stegtesented by the depositary shares, the
depositary will distribute property received bydtthe record holders of depositary receipts irpprtion, insofar as possible, to the number of
depositary shares owned by those holders, unlesggpositary determines that it is not feasible&ike such a distribution. In that case, the
depositary may, with our approval, adopt any metthad it deems equitable and practicable to etfeetistribution, including a public or
private sale of the property and distribution & ttet proceeds from the sale to the holders.

The amount distributed in any of the above cas#édwireduced by any amount we or the depositayequired to withhold on
account of taxes.

Conversion and Exchange

If any series of preferred stock underlying theatéfary shares is subject to provisions relatings@onversion or exchange as set f
in an applicable prospectus supplement, each rdwder of depositary receipts will have the righbbligation to convert or exchange the
depositary shares evidenced by the depositaryptsgeiursuant to those provisions.

Redemption of Depositary Shares

If any series of preferred stock underlying theatary shares is subject to redemption and weeradbe preferred stock represented
by the depositary shares, the depositary shar¢beviedeemed from the proceeds received by tHerpee stock depositary resulting from
redemption, in whole or in part, of the preferréack held by the depositary. Whenever we redeehaeesof preferred stock held by the
depositary, the depositary will
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redeem as of the same redemption date a propasionanber of depositary shares representing theslod preferred stock that were
redeemed. The redemption price per depositary shilee equal to the aggregate redemption priogapke with respect to the number of
shares of preferred stock underlying the deposihayes. If fewer than all the depositary sharesambe redeemed with respect to a specific
series of preferred stock, the depositary shares t@deemed will be selected by lot or proportielyaas we may determine.

After the date fixed for redemption, the depositsimares called for redemption will no longer bendeg to be outstanding and all rig
of the holders of the depositary shares will ceazeept the right to receive the redemption prilceorder to redeem their depositary shares,
holders must surrender their depositary receipteegalepositary. Any redemption price that we dé&poith the depositary relating to
depositary shares which are not redeemed by tlderwbf the depositary shares will be returnedstafter a period of two years from the ¢
the funds are deposited by us.

Voting

Upon receipt of notice of any meeting at which hioéders of any shares of preferred stock underlitiegdepositary shares are entitled
to vote, the depositary will mail the informatioontained in the notice to the record holders ofdépositary receipts. Each record holder of
the depositary receipts on the record date, whiltbe the same date as the record date for thiepesl stock, may then instruct the
depositary as to the exercise of the voting rigletdaining to the number of shares of preferredkstmderlying that holder’s depositary
shares. The depositary will try to vote, to thesextpracticable, the number of shares of prefesteck underlying the depositary shares in
accordance with the instructions, and we will agcetake all reasonable action which the depositi@gms necessary to enable the depositary
to do so. The depositary will abstain from votihg preferred stock to the extent that it does @ctive specific written instructions from
holders of depositary receipts representing théemesd stock.

Record Date
Subject to the provisions of the deposit agreemenénever:

e any cash dividend or other cash distribution becpsyable;

e any distribution other than cash is made;

e any rights, preferences or privileges are offerét vespect to the preferred stock;

» the depositary receives notice of any meeting athvholders of preferred stock are entitled to vatef which holders of
preferred stock are entitled to notice; or

» the depositary receives notice of the mandatoryemion of or any election by us to call for thdemption of any preferred
stock,

the depositary will in each instance fix a recoatied which will be the same as the record dat¢hpreferred stock, for the
determination of the holders of depositary receipts

« who will be entitled to receive dividend, distrimrt, rights, preferences or privileges or the metpeds of any sale, or
« who will be entitled to give instructions for theegcise of voting rights at any such meeting areeive notice of the
meeting or the redemption or conversion.

Withdrawal of Preferred Stock

Upon surrender of depositary receipts at the pradadffice of the depositary, upon payment of angaid amount due the depositary,
and subject to the terms of the deposit agreerttegwner of the depositary shares evidenced bgepesitary receipts is entitled to delivery
of the number of whole shares of preferred stockalhmoney and other property, if any, represebiethe depositary shares. Partial shares
of preferred stock will not be issued. If the dataoy receipts delivered by the holder evidenceimlper of depositary shares in excess of the
number of depositary shares representing the nuoflvenole shares of preferred stock to be withdrativa depositary will deliver to the
holder at the same time a new depositary receigeating the excess number of depositary shardslertoof preferred stock that are
withdrawn will not be entitled to deposit the pmeésl stock that have been withdrawn under the depgseement or to receive depositary
receipts.
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Amendment and Termination of the Deposit Agreement

We and the depositary may at any time agree to drtenform of depositary receipt and any provisibthe deposit agreement.
However, any amendment that materially and adweadédrs the rights of holders of depositary shardisnot be effective unless the
amendment has been approved by the holders ddgitdemajority of the depositary shares then autstg. The deposit agreement may be
terminated by us or by the depositary only if altstanding shares have been redeemed or if adisi@ibution in respect of the underlying
preferred stock has been made to the holders afgpesitary shares in connection with our liquiskatidissolution or winding up.

Charges of Depositary

We will pay all charges of the depositary includattarges in connection with the initial depositted preferred stock, the initial
issuance of the depositary receipts, the distidoudif information to the holders of depositary iptewith respect to matters on which
preference stock is entitled to vote, withdrawdlthe preferred stock by the holders of depositapeipts or redemption or conversion of the
preferred stock, except for taxes (including trensdixes, if any) and other governmental chargdsaag other charges expressly provided in
the deposit agreement to be at the expense ofrisaddielepositary receipts or persons depositinéeped stock.

DESCRIPTION OF UNITS

As specified in the applicable prospectus supplénves may issue units comprised of one or mordefather securities described in
this prospectus in any combination. Each unit éllissued so that the holder of the unit is alschitbider of each security included in the L
Thus, the holder of a unit will have the rights ardigations of a holder of each included secuiitye prospectus supplement will describe:

» the designation and terms of the units and of deaisties comprising the units, including whethed ander what circumstanc
the securities comprising the units may be heldlasrsferred separately;

» adescription of the terms of any unit agreemenegung the units;

» adescription of the provisions for the paymenttlesment, transfer or exchange of the units;

» adiscussion of material federal income tax consiilens, if applicable; and

» whether the units will be issued in fully registdi@ global form.

The descriptions of the units and any applicablgeulying security or pledge or depository arrangetsié this prospectus and in any
prospectus supplement are summaries of the mapeaaisions of the applicable agreements. Theseriggi®ns do not restate those
agreements in their entirety and may not contdithalinformation that you may find useful. We usg®u to read the applicable agreements
because they, and not the summaries, define mayguofrights as holders of the units. For morerimfation, please review the form of the
relevant agreements, which will be filed with tHeCSpromptly after the offering of units and will beailable as described under the heading
“Where You Can Find More Information.”

PLAN OF DISTRIBUTION

We may sell the securities in and outside the dr8tates (a) to or through underwriters or dealdjsdirectly to one or more
purchasers, including our affiliates, (c) througjeats or (d) through a combination of any of thest¢hods.

In addition, we may enter into derivative or hedpgiransactions with third parties. These thirdiparinay in turn engage in sales of the
securities pursuant to this prospectus and appéiqadespectus supplement in order to hedge theitipn and use securities to close out any
loan of the securities or short position createdannection with those sales. We may also loarlestge the securities covered by this
prospectus and applicable prospectus supplemeéhirdoparties, who may sell the loaned securitiesroan event of default in the case of a
pledge, sell the pledged securities pursuant soptaspectus and the applicable prospectus suppteme

The prospectus supplement will include the follagvinformation:

» the terms of the offering;
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» whether the offering is being made to or througtamriters, dealers or agents;

» the names of any underwriters, dealers or agents;

» the name or names of any managing underwriter demwriters;

» the purchase price of the securities;

« the net proceeds from the sale of the securities;

e any delayed delivery arrangements;

e any underwriting discounts, commissions and otfeens constituting underwriters’ compensation;
e any discounts or concessions allowed or re-alloorgohid to dealers; and

e any commissions paid to agents.

Sale Through Underwriters Or Dealers

If underwriters are used in an offering, the undéess will acquire the securities for their owrcaant. The underwriters may resell the
securities from time to time in one or more tratisas, including negotiated transactions, at adigeblic offering price or at varying prices
determined at the time of sale. Underwriters mffgrdhe securities to the public either througldemvriting syndicates represented by on
more managing underwriters or directly by one orerfoms acting as underwriters. Unless we infgiom otherwise in the prospectus
supplement, the obligations of the underwriterpuachase our securities will be subject to certainditions, and the underwriters will be
obligated to purchase all the offered securitighéfy purchase any of them. The underwriters nhaypge from time to time any offering pr
and any discounts or concessions allowed or revaliicor paid to dealers.

During and after an offering through underwritéh® underwriters may purchase and sell our seesiiiti the open market. These
transactions may include overallotment and stabgitransactions and purchases to cover syndibate gositions created in connection with
the offering. The underwriters may also imposeaaity bid, which means that selling concessiolmsvald to syndicate members or other
broker-dealers for the securities sold for theacamt may be reclaimed by the syndicate if thereffesecurities are repurchased by the
syndicate in stabilizing or covering transactioi$iese activities may stabilize, maintain or othisenaffect the market price of the securities,
which may be higher than the price that might oflige prevail in the open market. If commenced,uhéerwriters may discontinue these
activities at any time.

If dealers are used in the sale of our securitieswill sell the securities to them as principalhey may then resell those securities to
the public at varying prices determined by the eleaht the time of resale. We will include in irespectus supplement the names of the
dealers and the terms of the transaction.

Direct Sales and Sales Through Agents

We may sell our securities directly. In this casgunderwriters or agents would be involved. Wayralso sell the securities through
agents designated from time to time. In the proggesupplement, we will name any agent involvethéoffer or sale of the securities, and
we will describe any commissions payable to thenag&nless we inform you otherwise in the prospeaupplement, any agent will agree to
use its reasonable best efforts to solicit purchésethe period of its appointment.

We may sell the securities directly to institutibimwvestors or others who may be deemed to be writers within the meaning of the
Securities Act of 1933, as amended, with respeahtosale of those securities. We will descrileetdrms of any such sales in the prospectus
supplement.

Delayed Delivery Contracts

If we so indicate in the prospectus supplementmayg authorize agents, underwriters or dealerslicitsoffers from certain types of
institutions to purchase securities from us atpihielic offering price under delayed delivery contsa These contracts would provide for
payment and delivery on a specified date in theréut The contracts would be subject only to tramswlitions described in the prospectus
supplement. The prospectus supplement will des¢hib commission payable for solicitation of thosatracts.
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General Information

We may have agreements with the agents, dealergradedwriters to indemnify them against certairil diabilities, including liabilities
under the Securities Act, or to contribute withpexst to payments that the agents, dealers or umniiersvmay be required to make. Agents,
dealers and underwriters may be customers of, enigatgansactions with or perform services forruthie ordinary course of their businesses.

LEGAL MATTERS
Bryan Cave LLP, Irvine, California, has passed uftanvalidity of the securities to be offered panstto this prospectus.
EXPERTS

The consolidated financial statements of Netlist, ind its subsidiaries included in the CompaAyiaual Report on Form 1B-for the
year ended January 3, 2009 have been audited by@dvkiin & Company LLP, an independent registeredlipiaccounting firm, as stated
their report which is incorporated by referenceeirgrand has been so incorporated in reliance gpoh report and upon the authority of such
firm as experts in accounting and auditing.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The SEC allows us to “incorporate by reference”ittiermation we file with them. This means that @an disclose important
information to you in this prospectus by referriray to those documents. These incorporated docisneentain important business and
financial information about us that is not includedr delivered with this prospectus. The infotim@a incorporated by reference is consid
to be part of this prospectus, and later infornrafited with the SEC will update and supersede itifisrmation.

We incorporate by reference the following documentsich we have previously filed with the SEC (SE& No. 001-33170):
e our Annual Report on Form 10-K for the year encabiary 3, 2009;
e our Quarterly Reports on Form 10-Q for the quaréeded April 4, July 4 and October 3, 2009;

e our Current Reports on Form 8-K filed on JanuaryRMe 4, September 21, November 2, and DecemR€&09, (date of earliest
event reported November 25, 2009) and portionsiofQurrent Reports filed on May 28 and Decemb&0BD9 (date of earliest
event reported December 1, 2009);

» the description of our common stock contained inRegistration Statement on Form 8-A filed with 8 C on November 27,
2006, including any amendments or reports filedHtierpurpose of updating such description; and

« any future filings made by us with the SEC undeati®e 13(a), 13(c), 14 or 15(d) of the Securitiesltange Act of 1934, as
amended, until we sell all of the shares exceptiferfilings, or portions thereof, that are “futmégl” rather than filed with the SEC.

We will provide without charge to each person, iididthg any beneficial owner, to whom a prospectwelivered, on written or oral
request of that person, a copy of any or all ofdbeuments we are incorporating by reference tiggrospectus, other than exhibits to those
documents unless such exhibits are specificallgrimarated by reference into those documents. @Switten requests should be addressed to:

Netlist, Inc.

51 Discovery, Suite 150
Irvine, California 92618
Attention: Gail Itow

You may direct telephone requests to Gail Iltow, ©bief Financial Officer, at (949) 474-4300.
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WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly, and special reports pireky statements and other information with the SEQu may read and copy any
document that we file at the SEC’s Public ReferdRoem at 100 F Street, N.E., Washington, D.C. 20P4€ase call the SEC at 1-800-SEC-
0330 for further information on the Public ReferefRoom. Our SEC filings are also available on tBE'S web site at http://www.sec.gov.
Copies of certain information filed by us with t8&C are also available on our web site at http:iwnetlist.com. We have not incorporated
by reference into this prospectus the informatioroar website, and you should not consider it ta part of this document.
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