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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

NETLIST, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets
(in thousands, except par value)

ASSETS
Current asset:
Cash and cash equivalel
Investments in marketable securit
Accounts receivable, n
Inventories
Prepaid expenses and other current a:
Total current asse
Property and equipment, r
Other asset
Total asset

LIABILITIES AND STOCKHOLDERS ’ EQUITY
Current liabilities:
Accounts payabl
Accrued payroll and related liabilitit
Accrued expenses and other current liabili
Accrued engineering charg
Current portion of dek
Total current liabilities
Other liabilities
Total liabilities
Commitments and contingenci
Stockholder' equity:

Common stock, $0.001 par value - 90,000 shareorréu; 30,412 (2013) and 30,348 (2012) shi

issued and outstandi
Additional paic-in capital
Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity
See accompanying notes.

3

(unaudited) (audited)
March 30, December 29
2013 2012
$ 7,688 $ 7,75
— 41t
3,18¢ 3,43¢
6,22¢ 7,38(
563 723
17,66: 19,70"
2,171 2,56(
12¢ 13C
$ 19,96: $ 22,39,
$ 3,708 % 3,367
91C 784
48:¢ 497
45( 45(
3,32( 3,49:
8,86¢ 8,591
101 94
8,96¢ 8,68¢
3C 3C
100,85« 100,40
(89,89)) (86,72))
10,99! 13,71:
$ 19,96: $ 22,39,
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NETLIST, INC. AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Oions

Net sales
Cost of sales(1
Gross profit
Operating expense
Research and development
Selling, general and administrative
Total operating expens
Operating los!
Other income (expense
Interest expense, n
Other income (expense), r
Total other expense, n
Loss before provision for income tax
Provision for income taxe
Net loss
Net loss per common sha
Basic and dilutes

Weightec-average common shares outstand

Basic and dilutes

(in thousands, except per share amounts)

Three Months Ended

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

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

March 30, March 31,
2013 2012
$ 5,96: 13,96
5,39 8,531
56€ 5,43¢
1,84: 3,84:
1,75¢ 2,60¢
3,59¢ 6,451
(3,032) (1,015
(130) (71)
©) 5
(13€) (66)
(3,16%) (1,08))
2 _
$ (3,170 (1,08])
$ (0.10) (0.09)
30,20¢ 26,72¢
$ 12 35
16C 192
262 29¢€

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

Three Months Ended

March 30, March 31,
2013 2012
Net loss $ 3,170 $ (1,08))
Other comprehensive los
Net unrealized gain on investments in marketabterstes, net of ta: — 7
Total comprehensive lo: $ (3,170 $ (1,079

See accompanying notes.

5
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NETLIST, INC. AND SUBSIDIARIES
Unaudited Condensed Consolidated Statements of Caltows

(in thousands)

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash (irsegprovided by operating activitie
Depreciation and amortizatic
Gain on disposal of property and equipm
Stocl-based compensatic
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other current a:
Other asset
Accounts payabl
Accrued payroll and related liabiliti¢
Accrued expenses and other current liabili
Net cash (used in) provided by operating activi
Cash flows from investing activitie
Acquisition of property and equipme
Proceeds from sale of property and equipn
Proceeds from maturities and sales of investmentsarketable securitie
Net cash provided by (used in) investing activi
Cash flows from financing activitie
Payments on del
Proceeds from public offering, n
Proceeds from exercise of equity awards, net asa®mitted for restricted sto
Net cash (used in) provided by financing activi
(Decrease) increase in cash and cash equivz
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

See accompanying notes.

Three Months Ended

March 30, March 31,
2013 2012

$ (3,170 $ (1,087)
41¢ 53t

2 _

434 52:

24t 1,06¢
1,15¢ (1,647
40C (20)

1 33

33¢ 1,07(
12¢€ (18¢€)

) (83

(58 20¢

(29 (317)

2 _

41F —

38¢ (317)

(417) (607)

— 3,57:

17 482

(400 3,44¢

(70) 3,33¢

7,75¢ 10,53¢

$ 7,68 $ 13,87¢
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NETLIST, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 30, 2013

Note 1—Description of Business

Netlist, Inc. (the “Company” or “Netlist”) desigrsd manufactures a wide variety of high performatugic-based memory
subsystems for the global datacenter and high-pegioce computing and communications markets. Thepaoy’s memory subsystems
consist of combinations of dynamic random acceswong integrated circuits (“DRAM ICs” or “DRAM”), NAID flash memory (“NAND”),
application-specific integrated circuits (“ASICsiihd other components assembled on printed ciroaitds (“PCBs”)Netlist primarily market:
and sells its products to leading original equiptmeanufacturer (“OEM”) customers. The Company’siiohs are targeted at applications
where memory plays a key role in meeting systerfopmance requirements. The Company leverages foporof proprietary technologies
and design techniques, including efficient plaresign, alternative packaging techniques and cusemiconductor logic, to deliver memory
subsystems with high memory density, small fornidgdigh signal integrity, attractive thermal cheteristics, reduced power consumption
and low cost per bit. Our NVvault™ product is tirstfto offer both DRAM and NAND in a standard fofector memory subsystem as a
persistent DIMM in mission critical applications.

Netlist was incorporated in June 2000 and is headered in Irvine, California. In 2007, the Compasgablished a manufacturing
facility in the People’s Republic of China (the “€R, which became operational in July 2007 uponghecessful qualification of certain key
customers.

Liquidity

The Company incurred net losses of approximatelg #8llion and $1.1 million for the three monthgded March 30, 2013 and
March 31, 2012, respectively, and had an accunuildedicit of approximately $89.9 million as of Mar80, 2013. In addition, the Company
used cash in operating activities of approxima$&g,000 for the three months ended March 30, 2883 result of continuing losses, the
Company was out of compliance with the tangiblewatth debt covenant contained in our credit age@mith Silicon Valley Bank during
the fourth quarter of 2012 and the first quarte2@f3.

On January 23, 2013, we entered into a forbearageement with Silicon Valley Bank (the “ForbeamAgreement”), pursuant to
which Silicon Valley Bank agreed to forbear frorinfy any legal action or instituting or enforcingyarights and remedies it may have against
us as a result of our violation of the financiaveoants until February 28, 2013. On March 27, 2@ effectiveness of the Forbearance
Agreement was extended until April 30, 2013. TlenPany is in the process of working with the Bamlextend the forbearance period
through June 30, 2013. The Company is also wonkiitlg Silicon Valley Bank to obtain a waiver of omon-compliance or to otherwise amend
the agreement to increase our likelihood of regaimiompliance with the financial covenants. Howewar may be unable to obtain such a
waiver. If we are unable to obtain a waiver, addisil forbearance or a modification to the requliggidity levels, the lender could accelerate
all of our outstanding obligations under the credjteement. In addition, we could lose vendor ¢r&tiuld the letters of credit issued undel
credit agreement become unavailable. If that wectur, we may be unable to quickly obtain eqertbr suitable replacement financing. If
we were not able to secure alternative sourcesrafifg, such acceleration would have a materiagéesgvimpact on our financial condition.

In addition to renegotiating the credit agreemeitih Bilicon Valley Bank, the Company’s managemsragvaluating potential
financing opportunities and alliances or other penghip agreements with potential strategic pastneie Company is also planning to reduce
its expenses and continue its efforts to qualify mad enhanced products with its OEM customers.

The Company raised net proceeds of approximate§ ®dlion in the year ended December 29, 2012 apputroximately $1.9 million
in the year ended December 31, 2011 under a sgilesraent with Ascendiant Capital Markets LLC (“Asd&nt”). In addition, on
December 20, 2012, the Company raised net proadefsproximately $1.3 million in a registered pehiffering (“Offering”) of its securities
(see Note 10). The Company may raise additionalduhrough the Company’s agreement with Ascendiattirough other sources. The
Company may be limited in its ability to benefibfin the agreement with Ascendiant if the volumeaothares traded in the market or the
market price of its shares remains low.
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If adequate working capital is not available wheeaded, the Company may be required to significantidify its business model and
operations to reduce spending to a sustainablé¢ leseifficient working capital could cause the Gmamy to be unable to execute its business
plan, take advantage of future opportunities, espo&d to competitive pressures or customer reqeinésnit may also cause the Company to
delay, scale back or eliminate some or all ofétsearch and development programs, or to reduceagemperations. While there is no
assurance that the Company can meet its reveneeafsts or successfully renegotiate the terms ofrédit agreement with Silicon Valley
Bank, management anticipates that it can succégsfgcute its plans and continue operations féeagt the next twelve months.

Note 2—Summary of Significant Accounting Policies
Basis of Presentation

The interim unaudited condensed consolidated filsastatements have been prepared in accordanbeaagbunting principles generally
accepted in the United States of America (the “Uf8r interim financial information and with thastructions to Securities and Exchange
Commission (“*SEC”) Form 10-Q and Article 8 of SEEdrlation S-X. These condensed consolidated fiahstatements do not include all of
the information and footnotes required by accounfirinciples generally accepted in the U.S. for ptate financial statements. Therefore,
these unaudited condensed consolidated finaneit@ments should be read in conjunction with the @amy’s audited consolidated financial
statements and notes thereto for the year endeeniir 29, 2012, included in the Company’s AnnuagddReon Form 1K filed with the SEC
on March 29, 2013.

The condensed consolidated financial statemenliisdad herein as of March 30, 2013 are unauditediger, they contain all normal
recurring accruals and adjustments that, in thaeiopiof the Compang’ management, are necessary to present fairlyotigensed consolidat
financial position of the Company and its wholly+toed subsidiaries as of March 30, 2013, and theawsell consolidated results of its
operations, comprehensive loss, and cash flowthéothree months ended March 30, 2013 and MarcB@IZ. The results of operations for
the three months ended March 30, 2013 are not sa&dlysindicative of the results to be expectedtfar full year or any future interim periods.

Principles of Consolidation

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

Fiscal Year

The Company operates under a 52/53-week fiscalgmding on the Saturday closest to December 3t fiseml 2013, the Company’s
fiscal year is scheduled to end on December 283 20l will consist of 52 weeks. Each of the Compafigst three quarters in a fiscal year is
comprised of 13 weeks.

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia U.S. requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and discsilcontingent assets and liabilities at the
date of the condensed consolidated financial set¢snand the reported amounts of net sales arehs&p during the reporting period. By tt
nature, these estimates and assumptions are stbpttinherent degree of uncertainty. Signifieesttmates made by management include,
among others, provisions for uncollectible recelgaland sales returns, warranty liabilities, vadrabf inventories, fair value of financial
instruments, recoverability of long-lived assetsck-based compensation expense and realizatidafefred tax assets. The Company bases |
estimates on historical experience, knowledge afeit conditions and our beliefs of what could adouhe future considering available
information. The Company reviews its estimategomngoing basis. The actual results experienced by tmapany may differ materially a
adversely from its estimates. To the extent thezenaaterial differences between the estimateslamddtual results, future results of operation
will be affected.
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Revenue Recognition

The Company’s revenues primarily consist of prodiades of high-performance memory subsystems to © BRdvenues also include
sales of excess component inventories to distributnd other users of memory integrated circultsg"). Such sales amounted to less than
$0.02 million for each of the three month perioddexd March 30, 2013 and March 31, 2012.

The Company recognizes revenues in accordancehdtRinancial Accounting Standards Board (“FASB@cAunting Standards
Cadification (*ASC") Topic 605. Accordingly, the Company recognizesraies when there is persuasive evidence of angemaant, produc
delivery and acceptance have occurred, the salesiprfixed or determinable, and collectibility thie resulting receivable is reasonably
assured.

The Company generally uses customer purchase aaddrsr contracts as evidence of an arrangemetitedeoccurs when goods are
shipped for customers with FOB Shipping Point teamd upon receipt for customers with FOB Destimatesms, at which time title and risk
of loss transfer to the customer. Shipping docusiarg used to verify delivery and customer accepgtahhe Company assesses whether the
sales price is fixed or determinable based on #yengnt terms associated with the transaction aredheh the sales price is subject to refund.
Customers are generally allowed limited rightsettirn for up to 30 days, except for sales of excesgponent inventories, which contain no
right-of-return privileges. Estimated returns arevided for at the time of sale based on historécgderience or specific identification of an
event necessitating a reserve. The Company offstamalard product warranty to its customers andbasther post-shipment obligations. The
Company assesses collectibility based on the eveditiness of the customer as determined by codditks and evaluations, as well as the
customer’s payment history.

All amounts billed to customers related to shippamgl handling are classified as revenues, whileaaiis incurred by the Company for
shipping and handling are classified as cost @&ssal

Cash and Cash Equivalents

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

Investments in Marketable Securities

The Company accounts for its investments in mabfetsecurities in accordance with ASC Topic 320e Tompany determines the
appropriate classification of its investments attiilme of purchase and reevaluates such desigrattiesch balance sheet date. The Company’
investments in marketable securities have beesifies and accounted for as available-for-sale t@asemanagement’s investment intentions
relating to these securities. Available-&ale securities are stated at fair value, genebalded on market quotes, to the extent they aiilabie
Unrealized gains and losses, net of applicablerdafdaxes, are recorded as a component of otimepredhensive income (loss). Realized gain:
and losses and declines in value judged to be thhartemporary are determined based on the spéb#intification method and are reporte:
other income, net in the consolidated statementpefations.

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

Fair Value of Financial Instruments

The Company’s financial instruments consist priaftipof cash and cash equivalents, investmentsarketable securities, accounts
receivable, accounts payable, accrued expensesedmdhstruments. Other than for certain investsi@nauction rate securities (see Note 4),
the fair value of the Comparg/tash equivalents and investments in marketableities is determined based on quoted pricestimeamarket:
for identical assets or Level 1 inputs. The Conypatognizes transfers between Levels 1 throughtBeofair value hierarchy at the beginning
of the reporting period. The Company believes thatcarrying values of all other financial instremts approximate their current fair values
due to their nature and respective durations.
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Allowance for Doubtful Accounts

The Company evaluates the collectibility of acceueteivable based on a combination of factorsab®es where the Company is awar
circumstances that may impair a specific custorrednibty to meet its financial obligations subsequi the original sale, the Company will
record an allowance against amounts due, and theeelice the net recognized receivable to the attberCompany reasonably believes will
be collected. For all other customers, the Companygrds allowances for doubtful accounts basedasifynon the length of time the
receivables are past due based on the terms ofitfirating transaction, the current business emvirent and its historical experience.
Uncollectible accounts are charged against thevathee for doubtful accounts when all cost effectisenmercial means of collection have
been exhausted.

Concentration of Credit Risk

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

The Company invests its cash equivalents primaritponey market mutual funds. Cash equivalentsrermtained with high quality
institutions, the composition and maturities of @rhare regularly monitored by management. The Compad $0.8 million of Federal Depc
Insurance Corporation and Securities Investor etiote Corporation insured cash and cash equivabdritdarch 30, 2013. Investments in
marketable securities are generally in hagielit quality debt instruments. Such investmengsiaade only in instruments issued or enhance
high-quality institutions. The Company has nouimed any credit losses related to these invessnent

The Company’s trade accounts receivable are priynderived from sales to OEMs in the computer indusThe Company performs
credit evaluations of its customers’ financial cibioth and limits the amount of credit extended wieemed necessary, but generally requires
no collateral. The Company believes that the comagon of credit risk in its trade receivablesrisderated by its credit evaluation process,
relatively short collection terms, the high levékeedit worthiness of its customers (see Notd@gign credit insurance and letters of credit
issued on the Company’s behalf. Reserves are aiadut for potential credit losses, and such lobggerically have not been significant and
have been within management’s expectations.

Inventories

Inventories are valued at the lower of actual togturchase or manufacture the inventory or theeddizable value of the inventory. Ci
is determined on an average cost basis which appabes actual cost on a first-in, first-out basid &ncludes raw materials, labor and
manufacturing overhead. At each balance sheet @& ompany evaluates its ending inventory quastidn hand and on order and records a
provision for excess quantities and obsolescenoemy other factors, the Company considers histodieanand and forecasted demand in
relation to the inventory on hand, competitivenafsgroduct offerings, market conditions and prodifetcycles when determining
obsolescence and net realizable value. In additienCompany considers changes in the market wdloemponents in determining the net
realizable value of its inventory. Once establisheder of cost or market write-downs are considgrermanent adjustments to the cost basis
of the excess or obsolete inventories. Provisesaanade to reduce excess or obsolete inventortbeir estimated net realizable values.

Property and Equipment

Property and equipment are recorded at cost aneciafed on a straighifie basis over their estimated useful lives, whieherally rang
from three to seven years. Leasehold improvemeateegorded at cost and amortized on a straightHasis over the shorter of their estimatec
useful lives or the remaining lease term.

Impairment of Long-Lived Assets

The Company evaluates the recoverability of theyaag value of long-lived assets held and usedigy@ompany for impairment on at
least an annual basis or whenever events or chamg@sumstances indicate that their carrying eatuay not be recoverable. When such
factors and circumstances exist, the Company caesphe projected undiscounted future net cash fimgsciated with the related asset or
group of assets over their estimated useful liggsrest their respective carrying amount. If theryiag value is determined not to be
recoverable from future operating cash flows, the&etis deemed impaired and an impairment log@gnized to the extent the carrying value
exceeds the estimated fair value of the assetfdihealue of the asset or asset group is basadarket value when available, or when
unavailable, on discounted expected cash flows.ddrapany’s management believes there is no impairfdong-lived assets as of
March 30, 2013. There can be no assurance, howéaemarket conditions will not change or demamdtlie Company’s products will
continue, which could result in future impairmehtang-lived assets.
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Warranties

The Company offers warranties generally rangingifane to three years, depending on the produchagdtiated terms of the purchase
agreements with customers. Such warranties rether€ompany to repair or replace defective prodetcirned to the Company during the
warranty period at no cost to the customer. Waigarare not offered on sales of excess componeaniary. The Company records an
estimate for warranty-related costs at the timsadé based on its historical and estimated praogtigin rates and expected repair or
replacement costs (see Note 3). Such costs hategitddly been consistent between periods and withanagement's expectations and the
provisions established.

Stock-Based Compensation

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

In accordance with ASC Topic 718, employee andctlirestockbased compensation expense recognized during theel pe based on tt
value of the portion of stock-based payment awtrdsis ultimately expected to vest during the @ebri Given that stock-based compensation
expense recognized in the condensed consolidattirsnts of operations is based on awards ultignatglected to vest, it has been reduced
for estimated forfeitures. ASC Topic 718 requiredditures to be estimated at the time of grantrawésed, if necessary, in subsequent period
if actual forfeitures differ from those estimat&be Company’s estimated average forfeiture ratedased on historical forfeiture experience
and estimated future forfeitures.

The fair value of common stock option awards to leyges and directors is calculated using the Biackeles option pricing model. The
Black-Scholes model requires subjective assumptiegarding future stock price volatility and expattime to exercise, along with
assumptions about the risk-free interest rate apdaed dividends, all of which affect the estinddf@ir values of the Company’s common
stock option awards. The expected term of optgprasted is calculated as the average of the weaighdsting period and the contractual
expiration date of the option. This calculatiot&sed on the safe harbor method permitted by H@@i6 instances where the vesting and
exercise terms of options granted meet certainitond and where limited historical exercise datavailable. The expected volatility is basec
on the historical volatility of the Company’s commstock. The risk-free rate selected to valuegamyicular grant is based on the U.S.
Treasury rate that corresponds to the expecteddaéthe grant effective as of the date of the graht expected dividend assumption is basec
on the Company’s history and management’s expectatigarding dividend payouts. Compensation expmsgommon stock option awards
with graded vesting schedules is recognized onaggbt-line basis over the requisite service pefadhe last separately vesting portion of the
award, provided that the accumulated cost recograzeof any date at least equals the value ofdbted portion of the award.

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

Income Taxes

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

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

Research and Development Expenses
Research and development expenditures are expengedperiod incurred.
Collaboration Agreements

In 2011, the Company entered into two memory teldgyCollaboration Agreements. The first agreenigmat HyperCloud®
Technology Collaboration Agreement (the “IBM Agmeent”) with International Business Machines (“IBMUnder the IBM Agreement, IBI
and the Company have agreed to cooperate withaegpthe qualification of HyperCloud technology for use with IBM servers and to eng
in certain joint marketing efforts if qualificatida achieved. IBM and the Company have agreed itnuibresources and funds in support of
these activities. The IBM Agreement is non-exclasiv

The second agreement is a Collaboration Agreentieat'iP Agreement”) with Hewlett-Packard Compani®"). Under the HP
Agreement, HP and the Company agreed to coopandteanmit resources in furtherance of qualifyindHgperCloud® technology for use
with HP servers and to engage in certain joint retink efforts if qualification is achieved. HP ath@ Company agreed to commit resources
and funds in support of these activities. The HPekgent is exclusive for a period of time. HP drelCompany agreed to collaborate on the
future use of HyperClou8l load reduction and ranittiplication technologies for next generation sgrinemory for HP.

In total, the Company reimbursed IBM and HP $0.Riomi and $1 million, respectively, for the costa#rtain qualification activities.
In addition, the Company made $0.8 million of pawpiseo IBM for joint HyperClou® marketing acti\es, all of which have been amortized
based on actual unit shipments compared with estiirtatal shipments over the term of the Collaboregreement. The Company’s net
sales were determined after deduction of such mestallowances, in accordance with ASC 605-50. &lean be no assurance that the efforts
undertaken under either of the IBM or HP collabioraagreements will result in revenues for the Canypthat are sufficient to cover the cost
of qualification activities, including payments neaid HP and IBM under the collaboration agreements.

Comprehensive Loss

ASC Topic 220 establishes standards for reportimydisplaying comprehensive income and its compisrarthe condensed consolida
financial statements. Accumulated other comprekerisiss includes unrealized gains or losses orsiments.

Risks and Uncertainties

The Company is subject to certain risks and uniceiga including their ability to obtain profitabtgperations due to the history of
losses and accumulated deficits, the Company’sribgree on a few customers for a significant portibrevenues, risks related to intellectual
property matters, market development of and denfiamithe Company’s products, and the length of rdesscycle. Such risks could have a
material adverse effect on the Company’s finarmdalition, results of operations or cash flows.

The Company has invested and expects to continimmést a significant portion of its research aegdalopment budget into the des
of ASIC devices, including the HyperClo@d memampsystem. This new design and the products itdsrporated into are subject to
increased risks as compared to the Company’s egigtioducts. The Company may be unable to achies®mer or market acceptance of the
HyperCloud® memory subsystem or other new produoctachieve such acceptance in a timely manner Cimpany has experienced a
longer qualification cycle than anticipated with HyperCloud® memory subsystems, and as of MarcB@3, the product has not generated
significant revenue relative to the Company’s iriwent in the product. The Company has enteredcofiaborative agreements with both HP
and IBM pursuant to which these OEMs have coopénaith the Company to qualify HyperClotd for uselhieir respective products. The
qualifying OEMs have engaged and continue to engatiethe Company in joint marketing and furtheoguct development efforts. The
Company and each of the OEMs have committed firduacid other resources toward the collaboratioer&lean be no assurance that the
efforts undertaken pursuant to either of the coltabive agreements will result in any new reverfoeshe Company. Further delays or any
failure in placing or qualifying this product withP, IBM or other potential customers would adverselpact the Company’s results of
operations.
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The Company’s operations in the PRC are subjecatious political, geographical and economic rigkg uncertainties inherent to
conducting business in the PRC. These includeataunot limited to, (i) potential changes in ecommoonditions in the region, (ii) managing a
local workforce that may subject the Company toeutainties or certain regulatory policies, (iii)actges in other policies of the Chinese
governmental and regulatory agencies, and (iv) gbsun the laws and policies of the U.S. governmegarding the conduct of business in
foreign countries, generally, or in the PRC, intigafar. Additionally, the Chinese government coigrthe procedures by which its local
currency, the Chinese Renminbi (“RMB”), is convdrteto other currencies and by which dividends rnayleclared or capital distributed for
the purpose of repatriation of earnings and investsh If restrictions in the conversion of RMB prthe repatriation of earnings and
investments through dividend and capital distributiestrictions are instituted, the Company’s ofi@na and operating results may be
negatively impacted. The liabilities of the Compargubsidiaries in the PRC exceeded its assetsMarch 30, 2013 and December 29, 2012.

Foreign Currency Remeasurement

The functional currency of the Company'’s foreighgdiary is the U.S. dollar. Local currency finaal@tatements are remeasured into
U.S. dollars at the exchange rate in effect ab®blalance sheet date for monetary assets anlitigstand the historical exchange rate for
nonmonetary assets and liabilities. Expenses aneasured using the average exchange rate for thoel pexcept items related to nonmonetary
assets and liabilities, which are remeasured usstgrical exchange rates. All remeasurement gaigslosses are included in determining net
loss. Transaction gains and losses were not g&ignifin the three months ended March 30, 2013 arcik 31, 2012.

Net Loss Per Share

Basic net loss per share is calculated by dividiegloss by the weighted-average common sharetaaditag during the period, excluding
unvested shares issued pursuant to restricted atarels under the Company’s share-based compemgdaios. Diluted net loss per share is
calculated by dividing the net loss by the weighd®drage shares and dilutive potential common shauestanding during the period. Dilutive
potential shares consist of dilutive shares issuiapbn the exercise or vesting of outstanding sbptions and restricted stock awards,
respectively, computed using the treasury stockatkt In periods of losses, basic and diluted pegsshare are the same, as the effect of stoc
options and unvested restricted share awards srpkasshare is anti-dilutive.

New Accounting Pronouncements

In June 2011, the Financial Accounting Standardsr&a“FASB”) issued new guidance on the presentation of compséreeincome
The new guidance eliminates the option to presemiponents of other comprehensive income as pahneaftatement of changes in
stockholders’ equity and requires an entity to ene®ither one continuous statement of net incameosher comprehensive income or two
separate, but consecutive statements. The guidatates only to presentation. The Company adofiiecyuidance in the first quarter of the
year ended December 29, 2012. In February 201FAI8B issued new guidance on reporting reclassifina out of accumulated oth
comprehensive income. This new guidance becametiefifor the Company for the three month periodezhMarch 30, 2013. The Company
adopted this new guidance which has no impact efCttmpany’s consolidated financial statements.
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Note 3—Supplemental Financial Information
Inventories

Inventories consist of the following (in thousands)

March 30, December 29
2013 2012
Raw materials $ 3,71¢ $ 4,54¢
Work in proces: 87: 7C
Finished good 1,634 2,76¢€
$ 6,228 $ 7,38(

Warranty Liabilities

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

Three Months Ended

March 30, March 31,
2013 2012
Beginning balanc $ 23t % 18¢
Estimated cost of warranty claims charged to cobsttes 31 54
Cost of actual warranty clain (14) (42)
Ending balanc 252 201
Less current portio (157) (127
Long-term warranty obligation $ 101§ 8C

The allowance for warranty liabilities expectedtwincurred within one year is included as a corepbf accrued expenses and other
current liabilities in the accompanying condensedisolidated balance sheets. The allowance foranfriiabilities expected to be incurred
after one year is included as a component of didleilities in the accompanying condensed constdiddalance sheets.

Computation of Net Loss Per Share

The following table sets forth the computation ef loss per share, including the reconciliatiothef numerator and denominator used in
the calculation of basic and diluted net loss pars (in thousands, except per share data):

Three Months Ended

March 30, March 31,
2013 2012
Basic and diluted net loss per share:
Numerator: Net los $ (3,170 $ (1,08))
Denominator: Weighte-average common shares outstanding, basic andai 30,208 26,72¢
Basic and diluted net loss per sh $ (010 $ (0.09
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The following table sets forth potentially dilutieemmon share equivalents, consisting of shareslids upon the exercise or vesting of
outstanding stock options and restricted stock dsvaespectively computed using the treasury stoethod. These potential common shares
have been excluded from the diluted net loss parestalculations above as their effect would béedihitive for the periods then ended (in
thousands):

Three Months Ended

March 30, March 31,
2013 2012

Common share equivaler 23¢ 1,25¢

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

Major Customers

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

Three Months Ended

March 30, March 31,
2013 2012
Customer:
Customer A 24% 85%
Customer E 18% *
Customer C 1C0% *

The Company’s accounts receivable as of March @03 2vere concentrated with four customers, reptesgapproximately 19%,
16%, 16% and 10% of aggregate gross receivableBeéembeR9, 2012, two customers represented approximatiety dnd 24% of aggreg:
gross receivables. A significant reduction in sate®r the inability to collect receivables fromsignificant customer could have a material
adverse impact on the Company. The Company mitgétk with foreign receivables by purchasing cosmgnsive foreign credit insurance.

Cash Flow Information

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

Three Months Ended

March 30, March 31,
2013 2012

Supplemental disclosure of r-cash investing and financing activitie
Debt financed acquisition of ass $ 24C % 18C
Change in unrealized gain (loss) from investmamtaarketable securitie $ — 8 7
Contractual marketing funds due to collaboratiortrgas $ $ 80C
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Note 4—Fair Value Measurements

The following tables detail the fair value measueets within the fair value hierarchy of the Comparassets (in thousands):

Fair Value Measurements at March 30, 2013 Usin

Quoted Prices Significant
in Active Other Significant
Fair Value at Markets for Observable Unobservable
March 30, Identical Assets Inputs Inputs
2013 (Level 1) (Level 2) (Level 3)
Money market mutual func $ 2,77 $ 2,772 $ — $ =
Total $ 2772 $ 2772 $ — 3 —
Fair Value Measurements at December 29, 2012 Usil
Quoted Prices Significant
in Active Other Significant
Fair Value at Markets for Observable Unobservable
December 29, Identical Assets Inputs Inputs
2012 (Level 1) (Level 2) (Level 3)
Money market mutual func $ 2,33t $ 2,33t $ — $ —
Auction and variable floating rate not 41F — — 41F
Total $ 2,75: $ 2,33t $ — $ 41F

The following tables summarize the Company’s assetasured at fair value on a recurring basis asepted in the Company’s
condensed consolidated balance sheets at Mar@038,and December 29, 2012:

Fair Value Measurements at March 30, 2013 Usin

Quoted Prices in Significant Other Significant
Fair Value at Active Markets for Observable Unobservable
March 30, Identical Assets Inputs Inputs
2013 (Level 1) (Level 2) (Level 3)
Cash equivalent $ 2,77 $ 2,77 $ — $ —
$ 2772 $ 277 $ — $ —
Fair Value Measurements at December 29, 2012 Usi
Quoted Prices in Significant Other Significant
Fair Value at Active Markets for Observable Unobservable
December 29, Identical Assets Inputs Inputs
2012 (Level 1) (Level 2) (Level 3)
Cash equivalent $ 2,33 $ 2,33t $ — $ —
Long-term marketable securitit 41% — — 41F
Total assets measured at fair va $ 2,75: $ 2,33t $ — $ 41¢

Fair value measurements using Level 3 inputs indhke above relate to the Company’s investmengiation rate securities. Level 3
inputs are unobservable inputs used to estimatiaihealue of assets or liabilities and are uéiizo the extent that observable inputs are not
available (see Note 5).
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The following table provides a reconciliation oétheginning and ending balances for the Comparsgsta measured at fair value using
Level 3 inputs (in thousands):

Three Months Ended

March 30, March 31,
2013 2012
Beginning balanc $ 41t % 444
Proceeds from sales of availe-for-sale marketable securiti (415) —
Unrealized loss transferred from other comprehenkiss to earning — 7
Ending balanc $ — 3 451

Note 5—Investments in Marketable Securities

Investments in marketable securities consist ofdhewing (in thousands):

December 29, 201

Net
Amortized Unrealized Fair
Cost Loss Value
Auction and variable floating rate not $ 415 3 — $ 41F

At December 29, 2012, the Level 3 fair value of @@mpany’s auction rate security consists of threvphue of $500,000 adjusted for
a realized loss of $85,000, recorded as other esqpas of December 31, 2012.

Realized gains and losses on the sale of investnemarketable securities are determined usingpleeific identification method.
Other than the sale of Company’s auction rate #gcdlescribed below, there were no sales of albalor-sale securities prior to maturity in
2012 or 2011.

The following table provides the breakdown of inwesnts in marketable securities with unrealizeddsgin thousands):

December 29, 201
Continuous Unrealized Loss

Less than 12 months¢ 12 months or greater
Fair Unrealized Fair Unrealized
Value Loss Value Loss
Auction and variable floating rate not $ 41t $ — $ — $ =

Auction Rate Securities

As of December 29, 2012, the Company held one tmarst in a Baal rated auction rate debt securitymlunicipality with a total
purchase cost of $0.5 million and recorded a peemgimpairment of this asset for a realized l0s$8%,000. During the first quarter of 2013,
the Company sold this auction rate security for5aa0.

Note 6—Credit Agreement

On October 31, 2009, the Company entered intoditaigreement with Silicon Valley Bank, which wasshrecently amended on
May 14, 2012 (as amended, the “Credit Agreemefittlyrently, the Credit Agreement provides that tleen@any can borrow up to the lesser o
() 80% of eligible accounts receivable, or (i)dQ million. The Company has the option to increagglit availability to $15.0 million at any
time through the maturity date of September 30428Mibject to the conditions of the Credit Agreetmen
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September 2010 amendment to the Credit AgreerBéitpn Valley Bank extended a $1.5 million ternatounder the Credit
Agreement, bearing interest at a rate of prime pl08%. The Company was required to make monthhcimal payments of $41,666 over the
36 month term of the loan, or $0.5 million annualtyMay 2011, Silicon Valley Bank extended an &ddial $3.0 million term loan, bearing
interest at a rate of prime plus 2.75%. The Compeay required to make monthly principal payment$1#5,000 over the 24 month term of
the loan, or $1.5 million annually. In May 2012li&in Valley Bank consolidated both term loans amtended additional credit, resulting in a
combined balance of $3.5 million (the “Consolidaletm Loan”). The Consolidated Term Loan is payail&6 installments of $97,222,
beginning December 2012, and bears interest deafgrime plus 2.50%. Interest is payable montioyn the date of funding through final
payoff of the loan.

Prior to the May 2012 amendment, the Credit Ageeinecontained an overall sublimit of $10.0 millimncollateralize the Company’s
contingent obligations under letters of credit atiter financial services. Amounts outstanding urideroverall sublimit reduced the amount
available pursuant to the Credit Agreement. Assaltef the May 2012 amendment, letters of cradd other financial services are no longer
subject to borrowing base sublimits and do not cedhe amount that may be borrowed under the reagline of credit. Rather the Company
has an additional credit facility for up to $3.0lion in letters of credit through September 30120At March 30, 2013, letters of credit in the
amount of $2.0 million were outstanding.

The following table presents details of interegianse related to borrowings on the lines of crediitng with certain other applicable
information (in thousands):

Three Months Ended

March 30, March 31,
2013 2012

Interest expens $ 67 $ 23

The following table presents details of the Compaputstanding borrowings and availability under e of credit:

March 30, December 29
2013 2012
Availability under the revolving line of crec $ 261 $ 1,48¢
Outstanding borrowings on the revolving line ofdit: — —
Amounts reserved under credit sublin = =
(Ovetrutilized) unutilized borrowing availability undene revolving line of cred $ 261 $ 1,48¢

All obligations under the Credit Agreement are sediby a first priority lien on the Company’s tallgi and intangible assets. The
Credit Agreement subjects the Company to certdimedtive and negative covenants, including finahcovenants with respect to the
Company’s liquidity and tangible net worth and riesibns on the payment of dividends. As of Mardh 2013 and December 29, 2012, the
Company was in violation of the tangible net wartivenant but remained in compliance with the quidio covenant.

On January 23, 2013, the Company entered into lagdoance Agreement with Silicon Valley Bank (therthearance Agreement”),
pursuant to which Silicon Valley Bank agreed tdfsar from filing any legal action or instituting enforcing any rights and remedies it may
have against the Company as a result of its vilatif the financial covenants until February 28.200n March 27, 2013, the effectiveness of
the Forbearance Agreement was extended until 89riR013. The Company is in the process of workiity the Bank to extend the
forbearance period through June 30, 2013. Aswdtrekthe Company’s non-compliance with a loanemant and in accordance with relevant
accounting guidance, the Company reclassifiedahg-term portion of the Consolidated Term Loanuoent portion of debt in the
accompanying consolidated balance sheet as of MaxcB013 and December 29, 2012. The Company isrtily working with Silicon Valley
Bank to obtain a waiver of such non-compliance.

Pursuant to the Forbearance Agreement, the prinaipaunt outstanding under the revolving line shatirue interest at a per annum
rate equal to the following (i) at all times thaB&eamline Period (as defined) is an effect, 1. @ifdve the Prime Rate; and (ii) at all times tha
a Streamline Period (as defined) is not in eff2ct5% above the Prime Rate; which interest shaldyable monthly. In addition, the reserve
on the revolving line increased to $2 million tHerdimiting the borrowing availability further. Th@redit Agreement requires payment of an
unused line fee, as well as anniversary and eanfgibation fees, as applicable.
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Pursuant to the Forbearance Agreement, the pringmpaunt outstanding under the term loan accruesdst, which is payable
monthly, at a per annum rate equal to 3.25% abowétime Rate.

Note 7— Debt

Debt consists of the following (in thousands):

March 30, December 29
2013 2012

Consolidated Term Loan, net of issuance cost of(8243) and $28 (201. $ 3,080 $ 3,37¢
Obligations under capital leas 72 11¢
Note payable to othe 161 —
3,32( 3,49:

Less current portio (3,320 (3,497%)
$ —  $ —

Interest expense related to debt is presenteckifotiowing table (in thousands):

Three Months Ended

March 30, March 31,
2013 2012

Interest expens $ 64 $ 51

Note 8—Income Taxes

The following table sets forth the Company’s prauisfor income taxes, along with the correspondiffgctive tax rates (in thousands,
except percentages):

Three Months Ended

March 30, March 31,
2013 2012

Provision for income taxe $ 2 $ —
Effective tax rate (0.2)% —%

The Company evaluates whether a valuation allowahoeald be established against its deferred taat@abased on the consideration o
available evidence using a “more likely than na#inglard. Due to uncertainty of future utilizatitime Company has provided a full valuation
allowance as of March 30, 2013 and December 29 .28dcordingly, no benefit has been recognizedchfdrdeferred tax assets.

The Company had unrecognized tax benefits at M30¢cl2013 and December 29, 2012 of approximatel@Zmillion that, if
recognized, would affect the Company’s annual ¢éffedax rate.
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Note 9—Commitments and Contingencies
Litigation and Patent Reexaminations

The Company owns numerous patents and continesgddege and strengthen its patent portfolios, whimber different aspects of the
Company’s technology innovations with various claoopes. The Company has and plans to continuenterate revenue by selling or
licensing its technology, and intends to vigoroweshforce its patent rights against infringers aftstights. The Company dedicates substantial
resources in protecting its intellectual propeirtgjuding its efforts to defend its patents agaaistllenges made by way of reexamination
proceedings at the United States Patent and Trattddifice ("USPTO”). These activities are likely tontinue for the foreseeable future,
without any guarantee that any ongoing or fututemgprotection and litigation activities will baccessful. The Company is also subject to
litigation claims that it has infringed on the iéetual property of others, against which the Campintends to defend vigorously.

Litigation, whether or not eventually decided ie Bompany’s favor or settled, is costly and timastoming and could divert
management’s attention and resources. Because oftiare and inherent uncertainties of litigat&imuld the outcome of any of such actions
be unfavorable, the Company’s business, financiatlition, results of operations or cash flows ccwddmaterially and adversely affected.
Additionally, the outcome of pending litigation,dathe related patent reexaminations, as well aglatay in their resolution, could affect the
Company’s ability to license its intellectual proyen the future or to protect against competitinrthe current and expected markets for its
products.

Google Litigation

In May 2008, the Company initiated discussions v@thogle, Inc. (“Google”) based on information aredidf that Google had
infringed on a U.S. patent owned by the Compan$, Batent No. 7,289,386 (“the ‘386 patent”), whielates generally to technologies to
implement rank multiplication in memory modulese®mnptively, Google filed a declaratory judgmentdaitagainst the Company in the U.S.
District Court for the Northern District of Califoia (the “Northern District Court”), seeking a dmetion that Google did not infringe the ‘386
patent and that the ‘386 patent was invalid. Then@any filed a counterclaim for infringement of 1386 patent by Google. Claim construc
proceedings were held in November 2009, and thepgaomprevailed on every disputed claim construcigsne. In June 2010, the Company
filed motions for summary judgment of patent inffiment and dismissal of Google’s affirmative deésnsn May 2010, Google requested anc
was later granted anter PartesReexamination of the ‘386 patent by the USPTO. rfE@xamination proceedings are described below. The
Northern District Court granted Goo'’s request to stay the litigation pending resulthef reexamination, and therefore has not rulethen
Company’s motions for summary judgment.

In December 2009, the Company filed a patent ig&iment lawsuit against Google in the Northern Ris€ourt, seeking damages
and injunctive relief based on Google’s infringeineinU.S. Patent No. 7,619,912 (“the ‘912 patent/ich is related to the ‘386 patent and
relates generally to technologies to implement nankiplication. In February 2010, Google answetteel Company’s complaint and asserted
counterclaims against the Company seeking a d¢icdardhat the patent is invalid and not infringadd claiming that the Company committed
fraud, negligent misrepresentation and breach ofraot based on the Company’s activities in theBERtandard-setting organization. The
counterclaim seeks unspecified compensatory damagesuals have not been recorded for loss contioigs related to Googke'’counterclair
because it is not probable that a loss has be@nr@tcand the amount of any such loss cannot ls®nehly estimated. In October 2010, Gor
requested and was later grantedraar PartesReexamination of the ‘912 patent by the USPTO. fEexamination proceedings are described
below. In connection with the reexamination requist Northern District Court granted the Compang &oogle’s joint request to stay the
‘912 patent infringement lawsuit against Googleluhe completion of the reexamination proceedings.

Inphi Litigation

In September 2009, the Company filed a patentriggiment lawsuit against Inphi Corporation (“Inphif)the U.S. District Court for
the Central District of California (the “Centralddiict Court”). The complaint, as amended, alleyes Inphi is contributorily infringing and
actively inducing the infringement of U.S. pateotened by the Company, including the ‘912 paten§.Watent No. 7,532,537 (“the
‘637 patent”), which relates generally to memorydules with load isolation and memory domain tratistecapabilities, and U.S. Patent
No. 7,636,274“the ‘274 patent”), which is related to the ‘537grat and relates generally to load isolation anchorg domain translation
technologies. The Company is seeking damages @ntttive relief based on Inphi’s use of the Compampatented technology. Inphi denied
infringement and claimed that the three patentsrasadid. In April 2010, Inphi requested but waseladeniednter PartesReexaminations of
the ‘912, ‘537 and ‘274 patents by the USPTO. IneJR010, Inphi submitted new requests and was dasetednter PartesReexaminations
the ‘912, ‘537 and ‘274 patents by the USPTO. Texamination proceedings are described below.hnection with the reexamination
requests, Inphi filed a motion to stay the patafringement lawsuit with the Central District Cguathich was granted. The Central District
Court has requested that the Company notify itiwidme week of any action taken by the USPTO imeation with the reexamination
proceedings, at which time the Central District @onay decide to maintain or lift the stay.
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Smart Modular Litigation

In September 2012, Smart Modular, Inc. (“SMOD"gélla patent infringement lawsuit against the Compathe U.S. District Court
for the Eastern District of California (the “Eastdistrict Court”). The complaint alleges that Bempany willfully infringes and actively
induces the infringement of six claims of a U.Sepanewly issued to SMOD, U.S. Patent No. 8,250 2fhe ‘295 patent”), and seeks
damages and injunctive relief. SMOD also filed aiorofor preliminary injunction and a memorandunsirpport of the motion on the same
day of the complaint. The Company promptly fileceguest for reexamination of the ‘295 patent whih USPTO setting forth six different
combinations of prior art that would render thea$serted claims of the ‘295 patent unpatentalfle.Jompany also filed an answer to
SMOD’s complaint with the Eastern District Court@rttober 2012 to deny infringement of the ‘295 pgtassert that the ‘295 patent is invalid
and unenforceable, and bring a set of counterclagaist SMOD. SMOD filed various motions on theaalings on November 1, 2012, which
were opposed by the Company in its briefs filethte November 2012.

In December 2012, the USPTO granted the Comparyseast for the reexamination of the ‘295 paterd,iasued an Office Action
rejecting all of the six asserted claims over tlied#ferent combinations of prior art set forth the Company in its request. The Company
promptly moved to stay litigation pending resulreéxamination. The Company’s motion to stay and>X&8 motion for preliminary
injunction and motion to dismiss have been subuhittgéhout oral argument.

On February 7, 2013, SMOD filed a response to tHie€@Action in the reexamination of th295 patent. Thereafter, the Company
SMOD made various filings to address certain apgatefects contained in SMOD's response. On Mag;t2013, the USPTO issued a Notice
of Defective Paper, in which the USPTO found SMOM@'sponses, both the initial filing and a suppletakfiling, to be improper, and both
responses were expunged from the record. The USRAV® SMOD 15 days to submit another response, wli¢®D submitted on March 26,
2013. The Company timely filed its comments on SMOErrected response on April 25, 2013.

Accruals have not been recorded for loss contingsrrelated to the SMOD litigation because it isprobable that a loss has been
incurred and the amount of any such loss cannotdmonably estimated.

‘386 Patent Reexamination

As noted above, in May 2010, Google requested asllater granted anter PartesReexamination of the386 patent by the USPT
In October 2010, SMOD requested and was later gdaatinter PartesReexamination of the ‘386 patent. The reexaminati@guested by
Google and SMOD were merged by the USPTO intoglesiproceeding. In April 2011, a Ndfinal Action was issued by the USPTO, rejec
all claims in the patent. In July 2011, the Compeesponded by amending or canceling some of thesladding new claims, and making
arguments as to the validity of the rejected claim&ew of cited references. Both Google and SMid&d their comments to the Company’s
response in October 2011. In October 2012, the WBR3ued an Action Closing Prosecution (“ACP”) otijeg all 60 claims. The Company
filed a response to the ACP on December 3, 2014@s;Tihe reexamination of the ‘386 patent remaim&lipgy and will continue in accordance
with established procedures for merged reexaminatioceedings.

‘912 Patent Reexamination

As noted above, in April 2010, Inphi requestedwas later denied amter PartesReexamination of theéd12 patent by the USPTO.
June 2010, Inphi submitted a new request and waisdeanted ainter PartesReexamination of the ‘912 patent by the USPTO. In
September 2010, the USPTO confirmed the patertiabiiiall fifty-one claims of the ‘912 patent. Inc®@ber 2010, Google and SMOD each
filed and were later granted requests for reexatonaf the ‘912 patent. In February 2011, the USRMerged the Inphi, Google and SMOD
‘912 reexaminations into a single proceeding. IA@nl 2011 Non-Final Action in the merged reexaation proceeding, the USPTO rejected
claims 1-20 and 22-51 and confirmed the patentglwficlaim 21 of the ‘912 patent. In July 2011e fiompany responded by amending or
canceling some of the claims, adding new claimd,raaking arguments as to the validity of the rejdatlaims. Inphi, Google, and SMOD fi
their comments on the Company’s response in Augist. In October 2011, the USPTO mailed a seconmdMoal Action confirming the
patentability of twenty claims of the ‘912 pateintluding claims that were added in the reexamimagirocess. In January 2012, the Company
responded by amending or canceling some of thmslaadding new claims, and making arguments deetodlidity of the rejected claims.
Google, Inphi and SMOD filed their comments to @@mpany’s response in February 2012. The USPTQrdeted that SMOD’s comments
were defective, and issued a notice to SMOD tafyeahd resubmit its comments. SMOD filed correctednments and a petition for the
USPTO to withdraw the notice in March 2012. The WSHssued a non-final Office Action on November 2812 maintaining the
patentability of many key claims while rejectingre® claims that were previously determined to bergable. The Company filed a respons
the Office Action on January 14, 2013. The requsdiked their comments on February 14, 2013. Hexamination of the ‘912 patent remains
pending and will continue in accordance with estiald procedures for merged reexamination procgedin
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‘627 Patent Reexamination

In September 2011, SMOD filed a request for reeration of U.S. Patent No. 7,864,627 (“the ‘627 ptijeissued to the Company
January 4, 2011. The ‘627 patent is related toah2 patent. In November 2011, the USPTO granted®8R4 request for reexamination of the
‘627 patent and concurrently issued a Non-Finaldkctonfirming the patentability of three claims.February 2012, the Company respondec
by amending or canceling some of the claims, addew claims, and making arguments as to the valafithe rejected claims. SMOD filed
comments to the Company’s response in March 206€.USPTO determined that SMOD’s comments were teéeand issued a notice in
April 2012 to SMOD to rectify and resubmit its corants. SMOD filed corrected comments and a petfoorthe USPTO to withdraw the
notice in April 2012. The USPTO posted an Officeigie on December 19, 2012, confirming one claim egjdcting the rest of the claims in
the ‘627 patent. The Company filed a responseddifiice Action on March 19, 2013. The reexaminatd the ‘627 patent remains pending
and will continue in accordance with establishér PartesReexamination procedures.

‘537 Patent Reexamination

As noted above, in April 2010, Inphi requested waag later denied anter PartesReexamination of the ‘537 patent by the USPTO.
In June 2010, Inphi submitted a new request andatasgranted amter PartesReexamination of the ‘537 patent by the USPTO. In
September 2010, the USPTO issued a Non-Final Actiorfirming the patentability of four claims. In ©ber 2010, the Company responded
by amending or canceling some of the claims, addew claims, and making arguments as to the valafithe rejected claims. Inphi filed its
comments on the Company’s response in January 201line 2011, the USPTO issued an ACP, which fecoed the patentability of the
four claims. In August 2010, the Company resportdedmending some of the claims and making argunants the validity of the rejected
claims. Inphi filed its comments to the Companysponse in September 2011. The USPTO issued a &iglppeal Notice (“RAN") in
February 2012, in which the claim rejections werthgrawn, thus confirming the patentability of sikty (60) claims in view of all the
previously submitted comments by both Inphi andGbenpany. Inphi filed a notice of appeal in Mar€2 followed by an appeal brief in
May 2012. In response, the USPTO issued a Noti@ebtéctive Appeal Brief. Inphi filed a correctivpeal brief in late May 2012, and the
Company filed its reply brief to the corrected Inpppeal brief in early July 2012. The examinepogsled to Inphi’'s corrected appeal brief as
well as the Company’s reply brief by Examiner’s #ves on April 16, 2013, in which he maintained hisiion confirming all sixty (60)
claims. The Company and the examiner will jointbfehd the ‘537 patent in a hearing with the USPii@ccordance with established
procedures fomter PartesReexamination.

‘274 Patent Reexamination

As noted above, in April 2010, Inphi requested aag later denied anter PartesReexamination of the ‘274 patent by the USPTO.
In June 2010, Inphi submitted a new request andatasgranted amter PartesReexamination of the ‘274 patent by the USPTO. In
September 2011, the USPTO issued a Rval Action, confirming the patentability of si¥aims. The Company has responded by amendi
canceling some of the claims, adding new claimd,raaking arguments as to the validity of the redatlaims. Inphi filed its comments on the
Company’s response in November 2011. The USPT@dsan ACP in March 2012, which confirmed the patbitity of one hundred and four
(104) claims in view of all the previously submitteomments by both Inphi and the Company. The USBlE3equently issued a RAN in
June 2012. This RAN triggered Inphi’s right as lib&ng party to file a notice of appeal and coroegping appeal brief, which Inphi filed when
due. The Company responded to Inphi's appeal byidiling a reply brief in October 2012. The exaemiimesponded to Inphi’'s appeal brief anc
the reply brief by Examiner's Answer on April 1813, in which he maintained his position confirmthg one hundred and four (104) claims.
The Company and the USPTO examiner will jointlyedtef the ‘274 patent in a hearing with the USPTGdecordance with established
procedures fonter PartesReexamination.
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Other Contingent Obligations

During its normal course of business, the Compasyrhade certain indemnities, commitments and gtegampursuant to which it
may be required to make payments in relation ttagetransactions. These include: (i) intellectui@perty indemnities to the Company’s
customers and licensees in connection with thessdes and/or license of Company products; (iigmdities to vendors and service providers
pertaining to claims based on the Company’s negtigeor willful misconduct; (iii) indemnities invalvg the accuracy of representations and
warranties in certain contracts; (iv) indemnitieslirectors and officers of the Company to the mmaxh extent permitted under the laws of the
State of Delaware; and (v) certain real estateelgamder which the Company may be required tonimdify property owners for environmental
and other liabilities, and other claims arisingnfirthe Company’s use of the applicable premises.dlination of these indemnities,
commitments and guarantees varies and, in cerdai®s¢ may be indefinite. The majority of these imdi¢gies, commitments and guarantees do
not provide for any limitation of the maximum poti@hfor future payments the Company could be aikgd to make. Historically, the
Company has not been obligated to make signifipapiments for these obligations, and no liabilitiase been recorded for these indemnities
commitments and guarantees in the accompanyingetsed consolidated balance sheets.

Note 10—Stockholders’ Equity
Serial Preferred Stock

The Companys authorized capital includes 10,000,000 shar&edfl Preferred Stock, with a par value of $0.péd.share. No shar
were outstanding at March 30, 2013 or Decembe@92.

Common Stock

In November 2011, the Company entered into a sajesement with Ascendiant Capital Markets LLC (“Asdiant”), whereby shares
with a total value of up to $10.0 million may béeased for sale to the public at the discretiomahagement at a price equal to the current
market price in an “at-the-market” offering as defi in Rule 415 under the Securities Act of 193&ify 2012 and 2011, the Company
received net proceeds of approximately $3.9 mildod $1.9 million, respectively, raised through shée of 1,312,669 and 697,470 shares of
common stock, respectively. The sales agreemehtAgitendiant expires in November 2014.

On December 20, 2012, the Company raised grose@dsof $1.5 million in a registered public offerifiOffering”) of its securities.
The Offering closed on December 26, 2012, and theany received net proceeds of $1.3 million afemucting commissions and offering
costs. The Offering resulted in the issuance d83,894 shares of common stock and warrants to paectip to an aggregate of 2,275,282
shares of the Comparsytommon stock, which represents 135% of the nuwibenares issued and sold in the Offering. Eadmamagrants th
holder the right to purchase one share of the Cogipgommon stock at an exercise price of $0.8%hare and expires in June 2018. These
warrants become exercisable 181 days followindtheember 26, 2012 issuance date.

During the three months ended March 30, 2013 aagd¢ar ended December 29, 2012, the Company cadddll 386 and 23,631
shares of common stock, respectively, valued atceqapately $7,500 and $64,000, respectively, inmaation with its obligation to holders of
restricted stock to withhold the number of shaeggiired to satisfy the holders’ tax liabilitiesdannection with the vesting of such shares.

The Company is incorporated in the state of Delawand as such, is subject to various state lavishwhay restrict the payment of
dividends or purchase of treasury shares.

Stock-Based Compensation

The Company has stock-based compensation awarstsuoding pursuant to the Amended and Restated RQOidy Incentive Plan
(the “2000 Plan”) and the Amended and Restated Zeffity Incentive Plan (the “2006 Plan”), under elhia variety of option and direct
stock-based awards may be granted to employeesaranployees of the Company. Further grants um@e2®00 Plan were suspended upon
the adoption of the 2006 Plan. In addition to awartde pursuant to the 2006 Plan, the Companydiesity issues inducement grants outs
the 2006 Plan to certain new hires.

Subject to certain adjustments, as of March 3032ffe Company was authorized to issue a maximu)6afb,566 shares of comm
stock pursuant to awards under the 2006 Plan. mhatmum number will automatically increase on tingt fday of each subsequent calendar
year by the lesser of (i) 5.0% of the number ofeb@f common stock that are issued and outstaradirgg the first day of the calendar ye
and (ii) 1,200,000 shares of common stock, sultfeatljustment for certain corporate actions. At 8haB0, 2013, the Company had 886,822
shares available for grant under the 2006 Plartio®pgranted under the 2000 Plan, the 2006 Pldroatside the equity incentive plans
primarily vest at a rate of at least 25% per yeaardour years and expire 10 years from the datgrarfit. Restricted stock awards vest in eight
equal increments at intervals of approximatelyrsonths from the date of grant.

23




Table of Contents

A summary of the Company’s common stock optionvagtfor the three months ended March 30, 2013ésented below (shares in
thousands):

Options Outstanding

Weighted-

Average

Number of Exercise

Shares Price

Options outstanding at December 29, 2 4,75z $ 3.22
Options grante: 1,37(C 0.71
Options exercise (79) 0.3C
Options cancelle (260) 2.1¢
Options outstanding at March 30, 2C 578: $ 3.2(

The intrinsic value of options exercised in theethmonths ended March 30, 2013 was $27,088.

A summary of the Company’s restricted stock awalef and for the three months ended March 30, Z)fpfesented below (shares in
thousands):

Restricted Stock Outstanding

Weighted-
Average

Grant-Date

Number of Fair Value

Shares per Share
Balance outstanding at December 29, 2 156 $ 3.32
Restricted stock forfeite (4) 3.4¢
Restricted stock veste (49) 3.4(
Balance outstanding at March, 2C 108 $ 3.2¢

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

Three Months Ended

March 30, March 31,
2013 2012
Expected term (in year 6.1 6.1
Expected volatility 127% 127%
Risk-free interest rat 1.1%% 1.12%
Expected dividend — —
Weightec-average grant date fair value per st $ 06z $ 3.11

The fair value per share of restricted stock grantslculated based on the fair value of the Camijsacommon stock on the respective
grant dates. The grant date fair value of restictock vested was $0.03 million and $0.20 milliothe three months ended March 30, 2013
and March 31, 2012, respectively.

At March 30, 2013, the amount of unearned stocleth@®mpensation currently estimated to be expeinsadfiscal 2013 through fiscal 2016
related to unvested common stock options and céstiristock awards is approximately $3.7 milliort, afeestimated forfeitures. The weighted-
average period over which the unearned stock-bamebensation is expected to be recognized is appataly 2.7 years. If there are any
modifications or cancellations of the underlyingrested awards, the Company may be required toexate] increase or cancel any remaining
unearned stock-based compensation expense.
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Note 11—Segment and Geographic Information

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

At March 30, 2013 and December 29, 2012, approximatl.2 and $1.5 million, respectively, of the Guamy’s long-lived assets, net of
depreciation and amortization, respectively, weraled in the PRC. Substantially all other longdivassets were located in the U.S.

Note 12—Subsequent Events

The Company has evaluated subsequent events thtieeiditing date of this Form 1Q, and determined that no subsequent event
have occurred that would require recognition ingbesolidated financial statements or disclosuithénnotes thereto other than as discussed
the accompanying notes.
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Item 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations
Cautionary Statement

The following discussion and analysis of our finahcondition and results of operations should bad in conjunction with our
Unaudited Condensed Consolidated Financial Statésremd the related notes thereto contained in Rdtem 1 of this Report. The
information contained in this Quarterly Report oarfh 10-Q is not a complete description of our basgor the risks associated with an
investment in our common stock. We urge you tdaiéreeview and consider the various disclosuregdmby us in this Report and in our
other reports filed with the Securities and Excha@pmmission, or SEC, including our Annual ReporEorm 10-K for the fiscal year ended
December 29, 2012 and subsequent reports on F-K, which discuss our business in greater detail.

This report contains forward-looking statementsamting future events and our future performanceede forward-looking
statements involve risks and uncertainties thatdcoause actual results to differ materially frohose expected or projected. These risks anc
uncertainties include, but are not limited to risissociated with the uncertainty of our future talpiequirements and the likelihood that we
need to raise additional funds; the launch and cemuial success of our products, programs and tetdgies; the success of product
partnerships; continuing development, qualificateomd volume production of EXPRESSvault™, NVvaulifperCloud™ and VLP Plan-X
RDIMM,; the timing and magnitude of anticipated dduial decreases in sales to our key customer;adnility to leverage our NVvault™
technology in a more diverse customer base; thahgghanging nature of technology; risks assodiatéth intellectual property, including
the costs and unpredictability of litigation ancdesamination proceedings before the USPTO; volgtititthe pricing of DRAM ICs and NAND;
changes in and uncertainty of customer acceptafcanol demand for, our existing products and prasumder development, including
uncertainty of and/or delays in product orders gmdduct qualifications; delays in our and our cuskers’ product releases and development;
introductions of new products by competitors; chemin end-user demand for technology solutions;anility to attract and retain skilled
personnel; our reliance on suppliers of criticalnaponents and vendors in the supply chain; fluctunstin the market price of critic
components; evolving industry standards; and tHeipal and regulatory environment in the PRC. @xhisks and uncertainties are described
under the heading “Risk Factors” in Part Il, IterA lof this Quarterly Report on Form 10-Q, and simiigscussions in our other SEC filings.
Except as required by law, we undertake no oblayato revise or update publicly any forwelooking statements for any reason.

Overview

We design, manufacture and sell high-performamtelligent memory subsystems for datacenter semdrigh-performance
computing and communications markets. Our memoogystems consist of combinations of dynamic randooess memory integrated
circuits (“DRAM ICs” or “DRAM”), NAND flash memory(“NAND”), application-specific integrated circuifSASICs”") and other components
assembled on printed circuit boards (“PCBs"). Wienarily market and sell our products to leadingyorél equipment manufacturer (“OEM”)
customers. Our solutions are targeted at applicatichere memory plays a key role in meeting systerformance requirements. We leverage
a portfolio of proprietary technologies and dedigechniques, including efficient planar design, rmiétive packaging techniques and custom
semiconductor logic, to deliver memory subsystentl high memory density, small form factor, highgrsal integrity, attractive thermal
characteristics and low cost per bit.

Our Products
HyperCloud®

In November 2009, we introduced HyperCldud DDR3mogy technology. HyperClou®  utilizes an ASIC cladpthat incorporates
the Company patented rank multiplication technoltigt increases memory capacity and load redutdicmology that increases memory
bandwidth. We expect that these patented techregagill make possible improved levels of performafar memory intensive datacenter
applications and workloads, including enterprigéualization, cloud computing infrastructure, besia intelligence real-time data analytics,
and high performance computing. HyperCl6ud menhay been qualified by two of our OEM customersufss in their server products.
HyperCloud® is interoperable with JEDEC standardR3Dnemory modules. Our HyperClofidoroducts are designed to allow for installa:
in servers without the need for a BIOS change.uthstheir anticipated sales launch is not depenatetthe design plans or product cycle of
our OEM customers. However, we have experiencegeioqualification cycles than anticipated.
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In November 2011, we introduced a 32GB two-virtiaik RDIMM integrating HyperClou#l  with our propaey Planar-X
technology. The new memory module enables up t&B58f DRAM memory in next generation two-processervers. Also in
November 2011, we announced collaborative agreeswettt each of Hewle-Packard Company (“HP”) and International Busindsshines
(“IBM”), pursuant to which these OEMs have coopedatvith us in efforts to qualify HyperClodd memampducts for use with their
respective products. In February 2012 and May 2@&2achieved memory qualification of HyperClduat IBM and HP, respectively. We a
each of the OEMs have committed financial and otesources toward the collaboration. However, ffats undertaken with each of these
collaborative agreements may not result in sigaiftqgoroduct margins for us relative to our investtrie developing and marketing these
products.

NVvault™

Our NVvault™ product line consists primarily of tetl/-free and battery-powered flash backed cachrmangsubsystem targeting
Redundant Array of Independent Disks, (“RAID”) stge applications. NVvault™ battefsee provides server and storage OEMs a solutip
enhanced datacenter fault recovery. The NVvault8pets have historically been sold primarily to IDfgr incorporation in its PERC 7 sen
products. Following Intel's launch of its Romleyaffibrm in the first quarter of 2012, we have exgeced a rapid decline in NVvault™ sales tc
Dell. Sales of NVvault™ products to Dell totaled5$3000 for the three months ended March 30, 20d@pared to $10.4 million for the three
months ended March 31, 2012. We expect that weceiltinue to see some modest but declining demama Dell through 2013, after which
sales of NVvault™ products for incorporation inteRC 7 servers will be minimal. In order to leverage NVvault™ technology into a more
diverse customer base, we continue to pursue addltgualifications of NVvault™ with other custoraeWe introduced EXPRESSvault™ in
March 2011, and continue to pursue qualificatiohsext generation DDR3 NVvault™ with customers. Hwar, our efforts may not result in
significant revenues from the sale of NVvault™ prois.

Specialty Memory Modules and Flash-Based Products

The remainder of our net sales is primarily fromNDgales of specialty memory modules and flash-baseducts, the majority of
which were utilized in data center and industriglacations. When developing custom modules foegnipment product launch, we engage
our OEM customers from the earliest stages of nedyrct definition, providing us unique insight irtteeir full range of system architecture
and performance requirements. This close collalmrdias also allowed us to develop a significamtllef systems expertise. We leverage a
portfolio of proprietary technologies and desigchigiques, including efficient planar design, altgive packaging techniques and custom
semiconductor logic, to deliver memory subsysteritl high speed, capacity and signal integrity, $ffmaim factor, attractive thermal
characteristics and low cost per bit. Revenues fsamspecialty modules and flash-based productsusgct to fluctuation as a result of the
life cycles of the products into which our modudes incorporated. Our ability to continue to progluevenues from specialty memory module:
and flash-based products is dependent on ounatuliqualify our products on new platforms as corggatforms reach the end of their
lifecycles, and on the state of the global economy.

Consistent with the concentrated nature of the Qiabtomer base in our target markets, a small nuaitlarge customers have
historically accounted for a significant portionafr net sales. Three customers represented appatety 24%, 18% and 10% of our net sales
for the three months ended March 30, 2013 and os®mer represented approximately 85% of our Hesdar the three months ended
March 31, 2012.

Technology

We have a portfolio of proprietary technologies dedign techniques and have assembled an engigéeaim with expertise in
semiconductors, printed circuit boards, memory gsiiesn and system design. Our technology competenutude:

IC Design Expertise.We have designed special algorithms that camipéeimented in standlone integrated circuits or integrated |
other functional blocks in ASICs. We utilize thedgorithms in the HyperClou#l  chipset to incorpenatnk multiplication and load reduction
functionality. We also incorporate these algoritimsur NVvault™ product line of RDIMMS.

Very Low Profile Designs.We were the first company to create memory subgysin a form factor of less than one inch in heig
We believe our proprietary board design technolsgyarticularly useful in the blade server markéiere efficient use of motherboard space i
critical. Our technology has allowed us to decrahsesystem board space required for memory, apdoive thermal performance and
operating speeds, by enabling our customers taltsmative methods of component layout.
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Proprietary PCB Designs.We utilize advanced, proprietary techniques tiinoge electronic signal strength and integrityhirta
PCB. These techniques include the use of 8- oag6rlboards, matching conductive trace lengthsinamzed number of conductive
connectors, or vias, and precise load balancingrtmng other things, help reduce noise and créss¢diveen adjacent traces. In addition, our
proprietary designs for the precise placementtofinubstrate components allow us to assemble nyesabisystems with significantly smaller
physical size, enabling OEMs to develop producth winaller footprints for their customers.

Planar-X Designs. Our patented Planar-X circuit design providesitemithl board space for a large number of DRAM comgnts.
This enables us to produce higher capacity RDIMMliutes, such as our 32GB two-virtual rank HyperCI8udDIMM, at a lower cost by
allowing us to use standard, currently availabl@48RAM technology.

Thermal Management DesignaVe design our memory subsystems to ensure eféehtat dissipation. We use thermal cameras to
obtain thermal profiles of the memory subsysteninduthe design phase, allowing us to rearrange oompts to enhance thermal
characteristics and, if necessary, replace compstleat do not meet specifications. We use thesinalilation and modeling software to create
comprehensive heat transfer models of our memdrgysiems, which enables our engineers to quickiglde accurate solutions for potential
thermal issues. We also develop and use propribeay spreaders to enhance the thermal managehsatteristics of our memory
subsystems.

Vault. We were the first to develop and market memohsgstems that incorporate both DRAM and NAND inrgle NVvault™
persistent DIMM solution for backup of volatile dab non-volatile NAND. NVvault™ is desirable foiigsion critical backups during power
interruption in RAID and main memory for Cloud, Biata, on-line banking and other real time appiicet. NVvault™ is incorporated in our
EXPRESSvault PCle solution for both acceleratiod lbackup in storage applications.

Key Business Metrics

The following describes certain line items in oandensed consolidated statements of operationsthamportant to management’s
assessment of our financial performance:

Net Sales. Net sales consist primarily of sales of our hpgifformance memory subsystems, net of a provisioedtimated returns
under our right of return policies, which generaliyge up to 30 days. We generally do not have-teng sales agreements with our
customers. Although OEM customers typically proviewith non-binding forecasts of future produatnéad over specific periods of time,
they generally place orders with us approximately weeks in advance of scheduled delivery. Seflinges are typically negotiated monthly,
based on competitive market conditions and theesotiprice of DRAM ICs and NAND. Purchase ordersagalty have no cancellation or
rescheduling penalty provisions. We often shippmaducts to our customers’ international manufastusites. All of our sales to date,
however, are denominated in U.S. dollars. We atieescess component inventory of DRAM ICs and NANDIistributors and other users of
memory ICs. Component inventory sales are a relgtismall percentage of net sales as a resultoéforts to diversify both our customer
product line bases. This diversification effort laéso allowed us to use components in a wider rahgeemory subsystems. We expect that
component inventory sales will continue to représeminimal portion of our net sales in future pes.

Cost of Sales.Our cost of sales includes the cost of matenabmufacturing costs, depreciation and amortizatfoequipment,
inventory valuation provisions, stock-based comp#ogr, and occupancy costs and other allocated feosts. The DRAM ICs and NAND
incorporated into our products constitute a sigaifit portion of our cost of sales, and thus out agbsales will fluctuate based on the current
price of DRAM ICs and NAND. We attempt to pass tigb such DRAM IC and NAND flash memory cost fludtaas to our customers by
frequently renegotiating pricing prior to the plamnt of their purchase orders. However, the saleegpof our memory subsystems can also
fluctuate due to competitive situations unrelatethe pricing of DRAM ICs and NAND, which affectsogs margins. The gross margin on our
sales of excess component DRAM IC and NAND inventsrmuch lower than the gross margin on our sa@sir memory subsystems. As a
result, fluctuations in DRAM IC and NAND inventosgles as a percentage of our overall sales coydddtrour overall gross margin. We
assess the valuation of our inventories on a guattasis and record a provision to cost of safesexessary to reduce inventories to the lowe
of cost or net realizable value.
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Research and DevelopmenResearch and development expense consists dsirmhemployee and independent contractor
compensation and related costs, stock-based compmsnon-recurring engineering fees, computeegidesign software licenses, reference
design development costs, patent filing and praiedegal fees, depreciation or rental of evaluagguipment, and occupancy and other
allocated overhead costs. Also included in reseanchdevelopment expense are the costs of madadabverhead related to the production of
engineering samples of new products under developorgroducts used solely in the research andldpreent process. Our customers
typically do not separately compensate us for deaigl engineering work involved in developing aggtiion-specific products for them. All
research and development costs are expensed aethdm order to conserve capital resources intlaf the significant year over year revenue
decline, we have materially reduced our researddawelopment expenditures by reducing headcouhpesfessional and outside service
costs. However, we anticipate that research andldpment expenditures will increase in future pesias we seek to expand new product
opportunities, increase our activities relatedé¢armnd emerging markets and continue to develojtiaial proprietary technologies.

Selling, General and AdministrativeSelling, general and administrative expensesisbpemarily of employee salaries and related
costs, stock-based compensation, independentreglessentative commissions, professional servpresnotional and other selling and
marketing expenses, and occupancy and other aldcaterhead costs. A significant portion of oulisgleffort is directed at building
relationships with OEMs and other customers andimgrthrough the product approval and qualificatpzocess with them. Therefore, the ¢
of material and overhead related to products maurfed for qualification is included in selling eeqgses. In order to conserve capital resot
in light of the significant year over year reverdezline, we have materially reduced our sellingiegal and administrative expenditures by
reducing headcount and other expenses.

Critical Accounting Policies

The preparation of our condensed consolidated iaastatements in conformity with accounting pipées generally accepted in the
U.S. requires us to make estimates and assumpliahaffect the reported amounts of assets antlitied and disclosures of contingent assets
and liabilities at the date of the condensed cadatadd financial statements and the reported ansafntet sales and expenses during the
reporting period. By their nature, these estimatasassumptions are subject to an inherent de@tegertainty. We base our estimates on ou
historical experience, knowledge of current condisi and our beliefs of what could occur in the feattonsidering available information. We
review our estimates on an on-going basis. Acteslilts may differ from these estimates, which nesylt in material adverse effects on our
operating results and financial position. We bai#ive following critical accounting policies invehour more significant assumptions and
estimates used in the preparation of our condecsesblidated financial statements:

Revenue RecognitionWe recognize revenues in accordance with theninhAccounting Standards Board (“FASB”) Accougtin
Standards Codification (“ASC”) Topic 605. Accordingwe recognize revenues when there is persuasiience that an arrangement exists,
product delivery and acceptance have occurredsates price is fixed or determinable, and collélitybof the resulting receivable is reasone
assured.

We generally use customer purchase orders anditracts as evidence of an arrangement. Deliveryrsomhen goods are shipped for
customers with FOB Shipping Point terms and upaoeipe for customers with FOB Destination termsyhich time title and risk of loss
transfer to the customer. Shipping documents aad tesverify delivery and customer acceptance. ¥éess whether the sales price is fixed or
determinable based on the payment terms assoeidgttethe transaction and whether the sales prisailigect to refund. Customers are
generally allowed limited rights of return for up30 days, except for sales of excess componeahtaories, which contain no right-of-return
privileges. Estimated returns are provided fohattime of sale based on historical experiencgecific identification of an event necessitat
a reserve. We offer a standard product warranbutacustomers and have no other post-shipmentathdigs. We assess collectibility based on
the creditworthiness of the customer as determiiryecredit checks and evaluations, as well as tlseoouwer’'s payment history.

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

Fair Value of Financial InstrumentsOur financial instruments consist principallyaaish and cash equivalents, investments in
marketable securities, accounts receivable, aceqayable, accrued expenses and debt instrum@tier than for certain investments in
auction rate securities, the fair value of our caghivalents and investments in marketable seesrisi determined based on quoted prices in
active markets for identical assets or Level 1 tapuhe fair value of our auction rate securitiedetermined based on Level 3 inputs. We
recognize transfers between Levels 1 through Befdir value hierarchy at the beginning of theorépg period. We believe that the carrying
values of all other financial instruments approxienteir current fair values due to their naturd sespective durations.
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Allowance for Doubtful AccountsWe perform credit evaluations of our customeirgficial condition and limit the amount of credit
extended to our customers as deemed necessaggemerally require no collateral. We evaluate théectbility of accounts receivable based
on a combination of factors. In cases where weaasgre of circumstances that may impair a specifstamer’s ability to meet its financial
obligations subsequent to the original sale, wénadord an allowance against amounts due, anellgeeduce the net recognized receivab
the amount that we reasonably believe will be ctdld. For all other customers, we record allowarmaedoubtful accounts based primarily on
the length of time the receivables are past duedan the terms of the originating transaction,dingent business environment and our
historical experience. Uncollectible accounts drarged against the allowance for doubtful accowisn all cost effective commercial means
of collection have been exhausted. Generallyceoenlit losses have been within our expectationstlaagrovisions established. However, we
cannot guarantee that we will continue to expegesredit loss rates similar to those we have egpeéd in the past.

Our accounts receivable are highly concentratechgnacsmall number of customers, and a significaahge in the liquidity or
financial position of one of these customers cddde a material adverse effect on the collectjbditour accounts receivable, our liquidity
our future operating results.

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

A significant decrease in demand for our produotddresult in an increase in the amount of exgesmntory quantities on hand. In
addition, our estimates of future product demang prave to be inaccurate, in which case we may haerstated or overstated the provisior
required for excess and obsolete inventory. Irfubére, if our inventories are determined to bergakied, we would be required to recognize
additional expense in our cost of sales at the tfreach determination. Likewise, if our inventarigre determined to be undervalued, we may
have over-reported our costs of sales in previeu®g@s and would be required to recognize additignass profit at the time such inventories
are sold. In addition, should the market value BfAM ICs or NAND decrease significantly, we may lequired to lower our selling prices to
reflect the lower current cost of our raw materidfisuch price decreases reduce the net realizalble of our inventories to less than our cost,
we would be required to recognize additional expensur cost of sales in the same period. Althowgimake every reasonable effort to
ensure the accuracy of our forecasts of futureygbdemand, any significant unanticipated changeimand, technological developments or
the market value of DRAM ICs or NAND could have aterial effect on the value of our inventories and reported operating results.

Impairment of Long-Lived AssetdlVe evaluate the recoverability of the carryinfueaof long-lived assets held and used in our
operations for impairment on at least an annuakhmswvhenever events or changes in circumstameksate that their carrying value may not
be recoverable. When such factors and circumstamgésts we compare the projected undiscounted éutet cash flows associated with the
related asset or group of assets over their estimageful lives against their respective carryimgpant. These projected future cash flows may
vary significantly over time as a result of incredgompetition, changes in technology, fluctuatimndemand, consolidation of our customers
and reductions in average selling prices. If theyiiag value is determined not to be recoverabbenffuture operating cash flows, the asset is
deemed impaired and an impairment loss is recodriéhe extent the carrying value exceeds theneséid fair value of the asset. The fair
value of the asset or asset group is based on make when available, or when unavailable, ocalinted expected cash flows.

Warranty Reserve.We offer product warranties generally rangingrfrone to three years, depending on the produchegdtiated
terms of purchase agreements with our customech Barranties require us to repair or replace defeproduct returned to us during the
warranty period at no cost to the customer. Waigardre not offered on sales of excess inventouy.gStimates for warranty-related costs are
recorded at the time of sale based on historicdlestimated future product return rates and exgeaetgair or replacement costs. While such
costs have historically been consistent betweeiogeand within our expectations and the provisiestsblished, unexpected changes in fa
rates could have a material adverse impact oreqgsijning additional warranty reserves, and advgragécting our gross profit and gross
margins.
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Stock-Based CompensatioiWe account for equity issuances to non-emplojreascordance with ASC Topic 505. All transactions
in which goods or services are the considerationived for the issuance of equity instruments ao®anted for based on the fair value of the
consideration received or the fair value of theigguastrument issued, whichever is more reliablgasurable. The measurement date used to
determine the fair value of the equity instrumesstied is the earlier of the date on which the thady performance is complete or the date or
which it is probable that performance will occur.

In accordance with ASC Topic 718, employee andctlirestock-based compensation expense recognizetydbe period is based on
the value of the portion of stock-based paymentrdsvthat is ultimately expected to vest duringpgheod. Given that stock-based
compensation expense recognized in the condenssolaated statements of operations is based ordawidtimately expected to vest, it has
been reduced for estimated forfeitures. ASC TopR reéquires forfeitures to be estimated at the tifngrant and revised, if necessary, in
subsequent periods if actual forfeitures diffenfrthose estimates. Our estimated average forfeaitites are based on historical forfeiture
experience and estimated future forfeitures.

The fair value of common stock option awards to leiyges and directors is calculated using the Backeles option pricing model.
The Black-Scholes model requires subjective assomptegarding future stock price volatility ancegted time to exercise, along with
assumptions about the risk-free interest rate apdated dividends, all of which affect the estindafiegr values of our common stock option
awards. The expected term of options granted @utated as the average of the weighted vestingg@emd the contractual expiration date of
the option. This calculation is based on the safdor method permitted by the SEC in instancegevtie vesting and exercise terms of
options granted meet certain conditions and wheriéeld historical exercise data is available. Elpected volatility is based on the historical
volatility of our common stock. The rigkee rate selected to value any particular grabhtised on the U.S. Treasury rate that correspaoniths
expected term of the grant effective as of the dathe grant. The expected dividends assumptitiased on our history and our expectations
regarding dividend payouts. We evaluate the assongptised to value our common stock option awanda quarterly basis. If factors change
and we employ different assumptions, stdeksed compensation expense may differ signifigdrdm what we have recorded in prior perio
Compensation expense for common stock option awaitisgraded vesting schedules is recognized drafght-line basis over the requisite
service period for the last separately vestingipormf the award, provided that the accumulated @Ognized as of any date at least equa
value of the vested portion of the award.

We recognize the fair value of restricted stock @sassued to employees and outside directoroak-blased compensation expense
on a straight-line basis over the vesting periodiie last separately vesting portion of the awalfeisir value is determined as the difference
between the closing price of our common stock engttant date and the purchase price of the resdrgtbck award, if any, reduced by
expected forfeitures.

If there are any modifications or cancellationshaf underlying vested or unvested stock-based ayerel may be required to
accelerate, increase or cancel any remaining uadatock-based compensation expense, or recorticaddiexpense for vested stock-based
awards. Future stock-based compensation expedsen@arned stock- based compensation may incredke extent that we grant additional
common stock options or other stock-based awards.

Income Taxes.Deferred tax assets and liabilities are recoghinaeflect the estimated future tax effects afife deductible or
taxable amounts attributable to events that haea becognized on a cumulative basis in the condetmesolidated financial statements,
calculated at enacted tax rates for expected penbdealization. We regularly review our defertar assets for recoverability and establish a
valuation allowance, when determined necessargdas historical taxable income, projected futaseable income, and the expected timing
of the reversals of existing temporary differend&scause we have operated at a loss for an extqredtiedi of time, we did not recognize
deferred tax assets related to losses incurre@d@ &r 2011. In the future, if we realize a defdrtax asset that currently carries a valuation
allowance, we may record an income tax benefitr@daction to income tax expense in the perioduohgealization.

ASC Topic 740 prescribes a recognition thresholll measurement requirement for the financial statemezognition of a tax
position that has been taken or is expected takenton a tax return and also provides guidanaeenr@cognition, classification, interest and
penalties, accounting in interim periods, disclesand transition. Under ASC Topic 740 we may @alyognize or continue to recognize tax
positions that meet a “more likely than not” threlsh

The application of tax laws and regulations is sabfo legal and factual interpretation, judgmert ancertainty. Tax laws and
regulations themselves are subject to change esu#t of changes in fiscal policy, changes in liegign, the evolution of regulations and court
rulings. Therefore, the actual liability for U.S.foreign taxes may be materially different front @stimates, which could result in the need to
record additional tax liabilities or potentiallyverse previously recorded tax liabilities.
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Results of Operations

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

Three Months Ended

March 30, March 31,
2013 2012
Net sales 10C% 10C%
Cost of sale: 91 61
Gross profit 9 39
Operating expense
Research and developme 31 27
Selling, general and administrati 28 19
Total operating expens: 60 46
Operating los: (59) )
Other income (expense
Interest expense, n 2 D
Other income (expense), r = =
Total other expense, n (2) (1)
Loss before provision for income tax (53 (8)
Provision for income taxe — —
Net loss (53% (8)%

Three Months Ended March 30, 2013 Compared to Thidenths Ended March 31, 2012
Net Sales, Cost of Sales and Gross Profit

The following table presents net sales, cost afssahd gross profit for the three months ended Ma@; 2013 and March 31, 2012 (in
thousands, except percentages):

Three Months Ended

March 30, March 31, %
2013 2012 Change Change
Net sales $ 596: $ 13,967 $ (8,009 (57%
Cost of sale! 5,397 8,531 (3,139 (379%
Gross profit $ 56€ $ 543¢ $ (4,870 (90)%
Gross margir 9% 39% (30)%

Net Sales. The decrease in net sales for the three montiedeilarch 30, 2013 as compared with the three nsamded March 31, 2012
resulted primarily from decreases of approxima$sy4 million in sales of NVvault™ non-volatile cahystems used in RAID controller
subsystems and $1.0 million of specialty modulesatimarily used in industrial applications asteneers slowed production as a result of the
product nearing the end of its life. These de@sagere partially offset by an increase of $1.3ionilin sales resulting from existing and new
customer qualifications of HyperCloud®, VLP, NVvEWdl and Express Vault product lines and $0.2 miliiosales of flash products.
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Gross Profit and Gross Margin.The decrease in gross profit and margin for liheet months ended March 30, 2013 as compared hngth t
three months ended March 31, 2012 is primarilyréselt of lower revenues, our absorption of fixedérnead costs and changes in our produc
mix as the decline in NVvault™ sales to Dell con8s to accelerate. As noted previously, we exjectiecline in sales of NVvault™ to Dell
to continue to have a significant impact on ouerawes and gross profit.

Research and Development

The following table presents research and developeygenses for the three months ended March 3@ @0d March 31, 2012 (in
thousands, except percentages):

Three Months Ended
March 30, March 31, %
2013 2012 Change Change

Research and developme $ 1,84 $ 384: $ (2,000 (52)%

The decrease in research and development expetisetimee months ended March 30, 2013 as compartbe three months ended
March 31, 2012 is primarily attributable to decesasf (i) $1.3 million in internal engineering headnt costs and related overhead and travel
expenses, (i) $0.1 million in professional andside services, (iii) $0.2 million in non-recurrieggineering charges for supply partners
engaged in new product development activities ands0.4 million in material expenses related togurct builds and testing.

Selling, General and Administrative

The following table presents selling, general adichiaistrative expenses for the three months endaatiM30, 2013 and March 31, 2012
(in thousands, except percentages):

Three Months Ended
March 30, March 31, %
2013 2012 Change Change

Selling, general and administrati $ 1,75¢ $ 2,60¢ $ (859 (33)%

Selling, general and administrative expense deetkhg approximately $1.0 million for the three menended March 30, 2013 as
compared to March 31, 2012. These decreases wer®a reduction in head count costs, outsideuttamgs, commissions and related
overhead and travel expenses as we manage exprreststhe reduction in sales volume and researdldavelopment activity.

Other (Expense) Income.

The following table presents other (expense) incéon¢he three months ended March 30, 2013 and M3atg 2012 (in thousands, except
percentages):

Three Months Ended

March 30, March 31, %
2013 2012 Change Change
Interest expense, n $ (130) $ 7)) $ (59 83%
Other income (expense), r (6) 5 (17) (220%
Total other expense, n $ (136 $ (66) $ (79 10€%
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The increase in interest expense for the threemsarided March 30, 2013 compared with the thregtmanded March 31, 2012 is due
to increased interest charges from incrementabongs on our term debt and the bank forbearanmeeagents negotiated in the first quarter
of 2013.

Other income (expense), net, for the three montde@ March 30, 2013 and March 31, 2012 was insaarif.
Provision for Income Taxes

The following table presents the provision for im@taxes for the three months ended March 30, a@@i3varch 31, 2012 (in thousands,
except percentages):

Three Months Ended
March 30, March 31, %
2013 2012 Change Change

Provision for income taxe $ 2 $ — 3 2 20(%

We did not record a benefit of income taxes forttiree months ended March 30, 2013 and March 312,285 tax benefits resulting from
operating losses generated were fully reservea chlange in the provision was insignificant.

Liquidity and Capital Resources

We have historically financed our operations pritgahrough issuances of equity and debt securdigd cash generated from operations.
We have also funded our operations with a revollimg of credit and term loans under our bank drdiility, capitalized lease obligations ¢
from the sale and leaseback of our former domesgicufacturing facility.

Working Capital and Cash and Marketable Securities

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

March 30, December 29
2013 2012
Working Capital $ 8,79/ $ 11,11¢
Cash and cash equivalents $ 7,68t $ 7,75k
Investments in marketable securities — 41t
$ 7,688 $ 8,17(

(1) Included in working capital

Our working capital decreased in the three montised March 30, 2013 primarily as a result of a ofida of inventory levels by
approximately $1.2 million, a reduction of accourgseivable of $0.2 million as the result of lovgates, the use of cash and cash equivale
approximately $70,000 to fund operations and tleicon of prepaid expenses from the amortizatio®0a2 million of IBM marketing funds.
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Cash (Used in) Provided by in the Three Months Edddarch 30, 2013 and March 31, 2012

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

Three Months Ended

March 30, March 31,
2013 2012
Net cash (used in) provided by
Operating activitie! $ (58 $ 20¢
Investing activities 38¢ (317)
Financing activitie: (400) 3,44¢
Net (decrease) increase in cash and cash equis $ (70 $ 3,33¢

Operating Activities. Net cash used in operating activities for the¢hmonths ended March 30, 2013 was primarily theltref a net loss
of approximately $3.2 million, offset by (i) appimately $2.3 million in net cash provided by chamgeoperating assets and liabilities,
primarily inventories, prepaid expenses, accoustgivable and accounts payable and (ii) approxim&8 million in net non-cash operating
expenses, mainly comprised of depreciation and gaation and stock based compensation.

Accounts receivable decreased approximately $0l®mduring the three months ended March 30, 20d®arily as a result of the
decrease in our net sales during the period.

Inventories decreased by approximately $1.2 mildaning the three months ended March 30, 2013 astiized inventory on hand to
support our sales during the quarter.

Net cash provided by operating activities for theeé months ended March 31, 2012 was primarilyff@ash provided by changes in
operating assets and liabilities of approximateély2$nillion. Net losses of $1.1 million were offdg $1.1 million in non-cash operating
expense, primarily comprised of depreciation andrimation and stock-based compensation, resuitirsgneutral effect on our cash position.

Investing ActivitiesNet cash provided by investing activities for theee months ended March 30, 2013 was primarilyesalt of our
sale of an auction rate security resulting in pealseof $0.4 million. Net cash used in investintivétees for the three months ended March 31,
2012 was the result of our acquisition of $0.3 imillin property and equipment.

Financing Activities. Net cash used in financing activities for theethmonths ended March 30, 2013 was primarily teelref payment
on our debt of $0.4 million. Net cash provided mahcing activities for the three months ended Ma&t, 2012 was primarily the result of net
proceeds of $3.6 million from the sale of 1,036,8B8res of our common stock through our sales agneewith Ascendiant, described below
under the captio€apital Resourcesand $0.5 million in proceeds from the exerciseddity awards, net of taxes remitted for restdcttock,
offset by repayment of bank debt, capital leasesadiner notes payable of $0.6 million.

Capital Resources

On October 31, 2009, we entered into a credit ageaé¢ with Silicon Valley Bank, which was most rettgiamended on May 14,
2012. Currently, the credit agreement providesaftine of credit pursuant to which we can borrowtaiphe lesser of (i) 80% of eligible
accounts receivable, or (ii) $10.0 million. We halre option to increase credit availability to ¥Lfillion at any time through the maturity d
of September 30, 2014, subject to the conditiorth@tredit agreement. Prior to the May 2012 ameamdrthe credit agreement contained an
overall sublimit of $10.0 million to collateralizeur contingent obligations under letters of credlitl other financial services. Amounts
outstanding under the overall sublimit reducedaim®unt available under the line. As a result of\tasy 2012 amendment, letters of credit anc
other financial services are no longer subjectaimdwing base sublimits, and do not reduce the arhawailable under the line of credit.
Instead, we have an additional credit facility éigrto $3.0 million in letters of credit through $&mber 30, 2014. All obligations under the
credit agreement are secured by a first priordg bn our tangible and intangible assets. The @dfyiction on the use of funds under the
revolving line of credit is that we must be in cdirapce with the covenants of the credit agreemlattrest on the line of credit is payable
monthly at either (i) prime plus 1.25%, as longresmaintain $8.5 million in revolving credit avaiifity plus unrestricted cash on deposit with
the bank, or (ii) prime plus 2.25%. Additionallpetcredit agreement requires payment for an unlirsgdas well as anniversary and early
termination fees, as applicable. At March 30, 20diers of credit in the amount of $2.0 millionmeeutstanding.

35




Table of Contents

In September 2010 Silicon Valley Bank extended & $dillion term loan under the credit agreemenérhey interest at a rate of prir
plus 2.00%. We were required to make equal mormghhcipal payments over the 36 month term, whidhlem $0.5 million annually. In
May 2011, Silicon Valley Bank extended an additid®0 million term loan, bearing interest at eeraf prime plus 2.75%. We were required
to make equal monthly principal payments over thendnth term of the loan, totaling $1.5 million aafly. In May 2012, Silicon Valley Bank
consolidated the term loans and extended additineslit, resulting in a combined term loan balaoic$3.5 million. We are required to make
equal monthly principal payments over a 36 montfiope beginning in December 2012, and monthly egépayments from the date of the
funding through the final payoff of the loan. Thensolidated loan bears interest at a rate of pplug 2.5%, or 6.5%. At March 30, 2013, $3.1
million was outstanding under the term loan.

The credit agreement includes affirmative and riegatovenants, including financial covenants wihpect to our liquidity and
tangible net worth. We are required on a monthkisto maintain a minimum adjusted quick ratio @f tb 1.0 and a minimum tangible net
worth of $15 million plus (i) 50% of new equity asdbordinated debt plus (ii) 50% of quarterly metome. As a result of continuing losses
Company was out of compliance with the tangiblewith debt covenant during the fourth quarter@f2and the first quarter of 2013. We
believe that we are likely to continue to violateear more financial covenants in the near futlire facility also contains customary events o
default, including payment defaults, breaches pfesentations and warranties, and covenant defaults

On January 23, 2013, we entered into a forbearageement with Silicon Valley Bank (the “ForbeamAgreement”), pursuant to
which Silicon Valley Bank agreed to forbear froninfy any legal action or instituting or enforcingyarights and remedies it may have against
us as a result of our violation of the financiatenants until February 28, 2013. On March 27, 28 effectiveness of the Forbearance
Agreement was extended until April 30, 2013. TlenPany is in the process of working with the Bamlextend the forbearance period
through June 30, 2013. The Company is also workiitly Silicon Valley Bank to obtain a waiver of omon-compliance with one of the
financial covenants contained in the credit agregnidowever, we may be unable to obtain such aevalfwe are unable to obtain a waiver,
additional forbearance or a modification to theexmant in violation, the lender could accelerat@Bbur outstanding obligations under the
credit agreement. In addition, we could lose cent@ndor credit should the letters of credit issueder the credit agreement become
unavailable. If that were to occur, we may be uaablquickly obtain equivalent or suitable replaeetfinancing. If we were not able to sec
alternative sources of funding, such accelerationld’have a material adverse impact on our findmrciadition.

Pursuant to the Forbearance Agreement, the prineipaunt outstanding under the revolving line @ dit accrues interest at a per
annum rate equal to the following (i) at all tintkat a Streamline Period is in effect, 1.75% abibeePrime Rate; and (ii) at all times that a
Streamline Period is not in effect, 2.75% aboveRfime Rate; which interest shall be payable mgnthiStreamline Period requires us to
maintain $8.5 million in revolving credit availaiyl plus unrestricted cash on deposit with the baskof March 30, 2013, the interest rate on
the revolving line of credit is 6.75%. In additidche borrowing base reserve on the revolving lineredit increased to $2 million thereby
limiting the borrowing availability. Pursuant toetirorbearance Agreement, the principal amountand#tg under the term loan accrues
interest at a per annum rate equal to 3.25% abim/@itime Rate; which interest shall be payable hipnfs of March 30, 2013, the interest
rate on the term loan is 7.25%.

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

March 30, December 29
2013 2012
Availability under the revolving line of crec $ 261 $ 1,48¢
Outstanding borrowings on the revolving line ofdit: — —
Amounts reserved under credit sublin = =
(Ovetr-utilized) unutilized borrowing availability undene revolving line of cred $ 261 $ 1,48¢

We made no borrowings under the Silicon Valley Bhné of credit in the three months ended MarchZi1,3. Outstanding
borrowings under the line of credit did not exc&8® million at any time during the year ended Deloer 29, 2012.
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On November 21, 2011, we entered into a sales agnatewith Ascendiant as sales agent. In accordaitbethe terms of the sales
agreement, we were able to issue and sell shams @ommon stock having an aggregate offeringepoicup to $10.0 million. Since
November 2011, we have received net proceeds obriopately $5.8 million, including approximately $3million raised through the sale
approximately 1,312,669 shares during the yeareceBdember 29, 2012. Sales of shares of our constezk may be made in a series of
transactions from time to time as we may directehstiant in sales deemed to be an “at the markéttiof as defined in Rule 415 under the
Securities Act of 1933. Such sales are made pursoamur effective $40 million shelf registratiotatement filed with the SEC in
September 2011. We may terminate the sales agréevitarAscendiant at any time. In the event of sterimination, we would expect to make
available any remaining unsold portion of the $1filion in aggregate offering price for other soes of financing that are permitted undet
effective shelf registration statement. The satgs@ment with Ascendiant does not preclude us frarsuing other sources of financing. We
may be limited in our ability to benefit from thgraement with Ascendiant if the volume of our sbkdraded in the market or the market price
of our shares is low.

On December 20, 2012, we raised gross proceedk ®fdillion in a registered public offering of osgcurities. The offering closed
December 26, 2012, and we received net proceeds.8fmillion after deducting commissions and offgrcosts. The offering resulted in the
issuance of 1,685,394 shares of common stock an@mia to purchase up to an aggregate of 2,275B8&tes of our common stock, which
represents 135% of the number of shares issuedadddn the offering. Each warrant grants the hottie right to purchase one share of our
common stock at an exercise price of $0.89 perestiad expires in June 2018. These warrants becoeneigable 181 days following the
December 26, 2012 issuance date.

We have in the past utilized equipment leasingrgeanents to finance certain capital expenditurgsifinent leases continue to be a
financing alternative that we expect to pursuéhafuture.

We believe our existing cash balances, borrowirajlahility under our bank credit facility, proceeagailable under the sales
agreement with Ascendiant and the cash expected generated from operations, will be sufficientnieet our anticipated cash needs for at
least the next 12 months. However, should we nddiianal capital, we may seek to raise capitabtigh, among other things, public and
private equity offerings and debt financings. Qutufe capital requirements will depend on manydi;tincluding our levels of net sales, the
timing and extent of expenditures to support reseand development activities, the expansion ofufanturing capacity both domestically ¢
internationally and the continued market acceptarficair products. Additional funds may not be aafalié on terms acceptable to us, or at ¢
adequate working capital is not available when aded/e may be required to significantly modify dusiness model and operations to reduc:
spending to a sustainable level. It could cauge b unable to execute our business plan, takeraage of future opportunities, or respond to
competitive pressures or customer requiremenisait also cause us to delay, scale back or elimswate or all of our research and
development programs, or to reduce or cease oppsati

Liquidity

We incurred net losses of approximately $3.2 millimd $1.1 million for the three months ended M&@h2013 and, March 31, 20
respectively, and had an accumulated deficit of@pmately $89.9 million at March 30, 2013. In atiluti, we used cash in operating activities
of approximately $58,000 for the three months erddadch 30, 2013. As a result of continuing losses are out of compliance with the
tangible net worth debt covenant during the foguhrter of 2012 and the first quarter of 2013.c8ili Valley Bank has agreed to forbear from
filing any legal action or instituting or enforciraay rights or remedies it may have against usrasudt of our violation of the financial
covenants through April 30, 2013. We are curkeintthe process of working with the bank to extéimel forbearance agreement period
through June 30, 2013. We are also working witit@i Valley Bank to obtain a waiver of our non-gollance or to otherwise amend the
agreement to increase our likelihood of regainiaggliance with our financial covenants.

In addition to renegotiating the credit agreemeith 8ilicon Valley Bank, we are evaluating potehfinancing opportunities and
alliances or other partnership agreements withiestinterested in our technologies. We are alaonghg to reduce expenses, continue efforts
to qualify new and enhanced products with our ORigt@mers, and protect our intellectual property.

If adequate working capital is not available wheeded, we may be required to significantly modify business model and
operations to reduce spending to a sustainablé keweuld cause us to be unable to execute osinless plan, take advantage of future
opportunities, or respond to competitive pressaragistomer requirements. It may also cause uslaydscale back or eliminate some or all o
our research and development programs, or to realucease operations. While there is no assurdmatevie can meet our revenue forecasts o
successfully negotiate the terms of the creditement with Silicon Valley Bank, we anticipate that can successfully execute our plans and
continue operations for at least the next twelvatng.

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolidiatetities or financial partnerships, such as iestivften referred to as structured
finance or special purpose entities, which wouldehldeen established for the purpose of facilitatifidpalance sheet arrangements or other
contractually narrow or limited purposes. In additiwe do not have any undisclosed borrowings bt,@ad we have not entered into any
synthetic leases. We are, therefore, not materadposed to financing, liquidity, market or credlk that could arise if we had engaged in suc
relationships.

37




Table of Contents
Item 4. Controls and Procedures

(a) Evaluation of Disclosure Controls and ProceduMe carried out an evaluation, under the supervigimhwith the participation of o
management, including our principal executive @ffiand principal financial officer, of the effeaivess of the design and operation of our
disclosure controls and procedures (as definediiedRl3a-15(e) and 15d-15(e) of the Securities &xgh Act of 1934, (“Exchange Act”)) as
of the end of our fiscal quarter ended March 3@,30Based upon that evaluation, our principal asiee officer and principal financial officer
concluded that our disclosure controls and procesiare effective to provide reasonable assuramaténtfiormation required to be disclosed by
us in reports that we file or submit under the Eraie Act (i) is recorded, processed, summarizedeparted within the time periods specif
in the SEC'’s rules and forms and (ii) is accumulated communicated to our management, includingpdacipal executive officer and
principal financial officer as appropriate to alltwely decisions regarding required disclosure.

(b) Change in internal controls over financial repog. During the fiscal quarter that ended March 30, 2@8re were no changes in our
internal controls over financial reporting (as defi in Rules 13a-15(f) and 15d-15(f) under the Brge Act) that have materially affected, or
are reasonably likely to materially affect, ourimtal controls over financial reporting.

PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The information set forth in the sections entitlétigation and Patent Reexaminations under Noté& Hates to Unaudited Condensed
Consolidated Financial Statements, included in Rétem | of this Report, is incorporated hereinrbference.

ltem 1A. Risk Factors

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

We expect a number of factors to cause our opergtiasults to fluctuate on a quarterly and annual &ig, 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 bess that may contribute to these quarterly
and annual fluctuations include the following fastas well as other factors described elsewhetf@srmquarterly report:

» general economic conditions, including the posigjbilf a prolonged period of limited economic grovit 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 mgmaducts;

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

» the timing of actual or anticipated introductioriszompeting products or technologies by us or amgetitors, customers or
suppliers;

» the loss of, or a significant reduction in salesattey customer;

» the cyclical nature of the industry in which we oye;
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* 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 associatigd @utsourcing portions of the design and the nfecture 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 kepgonents, 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 thé abthe materials that we use to build our produitcluding fluctuations in the
market price of DRAM ICs and NAND;

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

«  manufacturing inefficiencies associated with thetstip of new manufacturing operations, new praslacid initiation of volume
production;

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

» disputes regarding intellectual property rights #rel possibility 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;

e 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@sttion and elsewhere in this annual report.

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

We have historically incurred losses and may comginto incur losses.

Since the inception of our business in 2000, weetaly experienced one fiscal year (2006) with ipabfe 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 thegragdged in a series of cost reduction actionspatidve that we could reduce our current
level of expenses through elimination or reductibstrategic initiatives, such expense reductidoe@may not make us profitable or allow us
to sustain profitability if it is achieved. Our &ty to achieve profitability will depend on increed revenue growth from, among other things,
increased demand for our memory subsystems arntédqtaoduct offerings, as well as our ability tgoamd into new and emerging markets.
may not be successful in achieving the necessagntee growth or the expected expense reductionsedder, we may be unable to sustain
past or expected future expense reductions in gulese periods. We may not achieve profitabilitysostain such profitability, if achieved, ol

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

Our future capital needs are uncertain and we maged to raise additional funds, which may not be #é&hle on acceptable terms or at all.

We believe our existing cash balances, borrowiralahility under our bank credit facility, proceealgailable under the sales
agreement with Ascendiant and the cash expected tenerated from operations, will be sufficientrteet our anticipated cash needs for at
least the next 12 months. However, we will likeged significant additional capital, which we maglso raise through, among other things,
public and private equity offerings and debt finags. Our future capital requirements will depemdeany factors, including our levels of net
sales, the timing and extent of expenditures t@stipesearch and development activities, the esiparof manufacturing capacity both
domestically and internationally and the continoeatket acceptance of our products. Additional fumds not be available on terms
acceptable to us, or at all. Furthermore, if waéssquity or convertible debt securities to raidéitbonal funds, our existing stockholders may
experience dilution, and the new equity or debtisges may have rights, preferences, and privéeggnior to those of our existing
stockholders. If we incur additional debt, it magriease our leverage relative to our earnings out@quity capitalization.

If adequate working capital is not available wheeded, we may be required to significantly modify business model and
operations to reduce spending to a sustainablé kweuld cause us to be unable to execute osinless plan, take advantage of future
opportunities, or respond to competitive pressarasistomer requirements. It may also cause uslaygdscale back or eliminate some or all 0
our research and development programs, or to realucease operations.

Our existing indebtedness and any future indebteds@ve incur could adversely affect our cash flowdaprevent us from fulfilling our
financial obligations.

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

*  requiring us to dedicate a portion of our cash ffommn operations and other capital resources td sktvice, thereby reducing ¢
ability to fund working capital, capital expendiést 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 businedsralustry, which may place us
at a competitive disadvantage;

e restricting our ability to guarantee certain ohbligas, create or assume liens and pay dividends; an

e limiting our ability to incur additional indebteds&on acceptable terms or at all.

As of March 30, 2013 and December 29, 2012, we \wevelation of one of the financial covenants tained in our credit agreement
with Silicon Valley Bank. We have entered into éfearance agreement with Silicon Valley Bank, pansuo which the lender has agreed to
forbear from enforcing its rights against us untiercredit agreement until April 30, 2013 in exopparfior, among other things, an increase in
our interest rate to 2.75% above the Prime Ratethe revolving line of credit, an increase in tioerowing base reserve from one million
dollars to two million dollars and an increasehir tnterest rate on the term loan to 3.25% abowd’time Rate. The Company is in the pro
of working with the Bank to extend the forbearapeeiod through June 30, 2013. We are currentlykimgrwith Silicon Valley Bank to obtain
a waiver of our non-compliance or otherwise améwdcredit agreement to increase our likelihoodegiining compliance with its financial
covenants in future periods. If we are unableltimimn a waiver, additional forbearance or a modifan to the required net worth levels, the
lender could choose to accelerate payment on tdtanding loan balances and we could lose certidar credit should the letters of credit
issued under the credit agreement become unawailiilthat were to occur, we may be unable to dyioktain equivalent or suitable
replacement financing. If we were not able to sealternative sources of funding, such accelerationld have a material adverse impact on
our financial condition.
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Our revenues and results of operations have beebstantially dependent on NVvault™ and we may be bleato replace revenue lost from
the rapid decline in NVvault™ sales.

For the three months ended March 30, 2013 and MatcB012, our NVvault™ non-volatile RDIMM useddache-protection and
data logging applications, including our NVvault™ttery-free, the flash-based cache system, acaddimtel0% and 77% of total revenues,
respectively. Following Intel's launch of its Romlplatform in the first quarter of 2012, we havgesienced a rapid decline in NVvault™
sales to Dell, and we recognized $2.3 million invdult™ sales to Dell in the three months ended M&@, 2013, as compared to
$10.8 million in the three months ended March 3,2 We expect that after product in the supplyrcisaconsumed, we will see some
demand from Dell through 2013, after which salebl\@fault™ products for incorporation into PERC Twaas will be minimal. In order to
leverage our NVvault™ technology and diversify oustomer base, we continue to pursue additiondifigaéions of NVvault™ with other
OEMs. We also introduced EXPRESSvault™ in March12@8id we continue to pursue qualification of nextteration DDR3 NVvault™ with
customers. Our future operating results will dependur ability to commercialize these NVvault™ gt extensions, as well as other new
products such as HyperCloid and other high-deasityhigh-performance solutions. We may not beessfal in marketing any new or
enhanced products. If we are not successful inrgéing sales of other products, the decrease satiea of sales of NVvault™ products to
Dell will significantly reduce our annual revenussd negatively affect our results of operations.

We are subject to risks relating to our focus onvedoping our HyperCloud® product and lack of markdiversification.

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

In an attempt to set our products apart from tledsmir competitors, we have invested a signifiqartion of our research and
development budget into the design of ASIC devioeduding the HyperClou  memory subsystem, intitl in November 2009. This
design and the products it is incorporated intosaitgect to increased risks as compared to our ptieglucts. For example:

e we may be unable to achieve customer or markepéacee of the HyperCloutd memory subsystem or atber products, or
achieve such acceptance in a timely manner;

e the HyperClou® memory subsystem or other new msdmay contain currently undiscovered flaws, thieaction of which
would result in increased costs and time to market;

* we are dependent on a limited number of suppl@rddth the DRAM ICs and the ASIC devices thatesgential to the
functionality of the HyperCloui memory subsystemd could experience supply chain disruption a&salt of business issues
that are specific to our suppliers or the indussya whole; and

e we are required to demonstrate the quality andiiiy of the HyperClou® memory subsystem or othew products to our
customers, and are required to qualify these neduymts with our customers, both of which have negliand will continue to
require a significant investment of time and researprior to the receipt of any revenue from sudtamers.

We experienced a longer qualification cycle thaticgrated with our HyperCloul memory subsystemsl as of March 30, 2013,
we have not generated significant HyperCléud pcbdevenues relative to our investment in the pcbdée entered into collaborative
agreements with both IBM and HP pursuant to whingsé OEMs qualified the 16GB version of HyperCl8uidr use with their products. The
16GB version of HyperClou8l has been availablertieiosince March 6, 2012 and May 14, 2012 for IBM &P, respectively. We and each
of the OEMs have committed financial and other ueses toward the collaboration. However, the effardertaken pursuant to either of the
collaborative agreements may not result in newrrege or gross margins for us that are significelattive to our investment in the products.
Failure to maintain qualification of this producitkviBM, HP or other potential customers could adedy 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,vamdvould be forced to diversify our product porifohnd our target markets. We may not be
able to achieve this diversification, and our itiagbto do so may adversely affect our business.
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We may lose our competitive position if we are uleto timely and cost-effectively develop new oheanced products that meet our
customers’ requirements and achieve market acceptan

Our industry is characterized by intense competjtrapid technological change, evolving industgnsiards and rapid product
obsolescence. Evolving industry standards and t#aobital change or new, competitive technologiasldoender our existing products
obsolete. Accordingly, our ability to compete i luture will depend in large part on our abilityilentify and develop new or enhanced
products on a timely and cost-effective basis,tangspond to changing customer requirements.dardo develop and introduce new or
enhanced products, we need to:

» identify and adjust to the changing requirementsuwfcurrent and potential customers;

« identify and adapt to emerging technological treanid 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 offiponents required for these new or enhanced pisiduc

qualify these products for use in our customersdpcts; and
» develop and maintain effective marketing strategies

Our product development efforts are costly andriehidy risky. It is difficult to foresee changesdevelopments in technology or
anticipate the adoption of new standards. Moreawgce these things are identified, if at all, wd wéed to hire the appropriate technical
personnel or retain third party designers, devéiepproduct, identify and eliminate design flawsg ananufacture the product in production
quantities 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 dewsdop and introduction of new or enhanced produays in product development and
introduction could result in the loss of, or delaygenerating, net sales and the loss of marlkeestas well as damage to our reputation. Ever
if we develop new or enhanced products, they mayne@t our customers’ requirements or gain margegtance.

Our customers require that our products undergoenpthy and expensive qualification process witha@umy assurance of net sales.

Our prospective customers generally make a sigmificommitment of resources to test and evaluatenemory subsystems prior to
purchasing our products and integrating them in&irtsystems. This extensive qualification prodesslves 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 oftéw tsubstantially longer than product
gualifications and can take over a year to compf@talification by a prospective customer doesemsure any sales to that prospective
customer. Even after successful qualification aaldssof our products to a customer, changes ipmducts, our manufacturing facilities, our
production processes or our component suppliersra@yire a new qualification process, which mayiteéa additional delays.

In addition, because the qualification procesoih 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 new
products for use by those customers. In the gastptocess of design and qualification has taketo gx months to complete, during which
time our net sales to those customers declinedfisigmntly. After our products are qualified, it ctake several months before the customer
begins production and we begin to generate nes §alen such customer.

Likewise, when our memory component vendors disnastproduction of components, it may be necessanys to design and
qualify new products for our customers. Such custenmay 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 cpoments can be qualified. Purchase
this nature may affect our liquidity. Additionallgur estimation of quantities required during tfansition 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 managentffemts to qualify our products
with prospective customers in anticipation of safignificant delays in the qualification processch as those experienced with our
HyperCloud® product, could result in an inabilibykeep up with rapid technology change or new, aditipe technologies. If we delay or do
not succeed in qualifying a product with an exigtim prospective customer, we will not be abledibthat product to that customer, which n
result in our holding excess and obsolete inveramiy harm our operating results and business.
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Sales to a limited number of customers represesignificant portion of our net sales and the los§ or a significant reduction in sales tc
any one of these customers could materially harnt business.

Sales to certain of our OEM customers have hisilyicepresented a substantial majority of oursadés. Approximately 24%, 18%
and 10% of our net sales in the three months ehtdedh 30, 2013 were to three of our customers. gxipnately 85% of our net sales in the
three months ended March 31, 2012, were to onerfwstomers. We currently expect that sales imigeld number of major OEM customers
will continue to represent a significant percentafjeur net sales for the foreseeable future. Waadave long-term agreements with our
OEM customers, or with any other customer. Any ohtihese customers could decide at any time tmdiswue, decrease or delay their
purchase of our products. In addition, the prites these customers pay for our products couldgdahany time. The loss of any of our OEM
customers, or a significant reduction in salesnp @ them, could significantly reduce our net saed adversely affect 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’ cardd sales of servers and other computing systeshéicorporate our memory subsystems
and our customers’ continued incorporation of aadpcts into their systems. Because of these drat €dictors, 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 imely basis would negatively impact our
cash flow. In addition, while we may not be contuadly obligated to accept returned products, wg determine that it is in our best interes
accept returns in order to maintain good relatiwitk our customers. As we describe in more detadwhere in this Report, we have
experienced a significant decline in sales of NUw&uo our key customer, Dell. This reduction idesahas had, and is expected to continue t
have, a significant impact on our revenues andsgoodfit.

A limited number of relatively large potential cushers dominate the markets for our produc

Our target markets are characterized by a limitgdler of large companies. Consolidation in one orenf our target markets may
further increase this industry concentration. Assult, we anticipate that sales of our productsosntinue to be concentrated among a limitec
number of large customers in the foreseeable futfieebelieve that our financial results will depéndignificant part on our success in
establishing and maintaining relationships withg affecting substantial sales to, these potentisiamers. Even if we establish and
successfully maintain these relationships, oumfaie results will be largely dependent on thessg@mers’ sales and business results.

If a standardized memory solution which addressiks tlemands of our customers is developed, our aktssand market share may declir

Many of our memory subsystems are specificallygte=il for our OEM customers’ high performance systdma drive to reduce
costs and assure supply of their memory module ddpwur OEM customers may endeavor to design JEE&@Iard DRAM modules into
their new products. Although we also manufactur@BE modules, this trend could reduce the demanddohigher priced customized
memory solutions which in turn would have a negatimpact on our financial results. In addition,tonsers deploying custom memory
solutions today may in the future choose to adqQlEREC standard, and the adoption of a JEDEC stdmdadule instead of a previously
custom module might allow new competitors to pgtte in a share of our customemg2mory module business that previously belongegsi

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

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

We participate in a highly competitive market, amel expect competition to intensify. Many of our qmetitors have longer operating
histories, significantly greater resources and negnegnition, a larger base of customers and leagarding relationships with customers and
suppliers than we have. As a result, some of tbeseetitors are able to devote greater resourcié®tdevelopment, promotion and sale of
products and are better positioned than we aneflicence customer acceptance of their products oveproducts. These competitors also ma
be able to respond better to new or emerging tdogres or standards and may be able to deliverymtsdvith comparable or superior
performance at a lower price. For these reasonspayenot be able to compete successfully agaiesetiompetitors. We also expect to face
competition from new and emerging companies that emder our existing or future markets. These pa@koompetitors may have similar or
alternative products which may be less costly ovjgle additional features.
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In addition to the competition we face from DRAMddngic suppliers such as SK hynix, Samsung, Mictophi and IDT, some of
our OEM customers have their own internal desigrugs that may develop solutions that compete witls.oThese design groups have some
advantages over us, including direct access to tegpective companies’ technical information ahhology roadmaps. Our OEM customers
also have substantially greater resources, finhaoiotherwise, than we do, and may have lowetrstosctures than ours. As a result, they
may be able to design and manufacture competitivéyzts more efficiently or inexpensively. If anfytbese OEM customers are successful ir
competing against us, our sales could declinepmargins could be negatively impacted and we coaadd imarket share, any or all of which
could harm our business and results of operatiewmgher, some of our significant suppliers are alsmpetitors, many of whom have the ab
to manufacture competitive products at lower casta result of their higher levels of integration.

We expect our competitors to continue to improveharformance 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 mad
our competitors, our market position would deterierand our net sales would decline. In additiom,competitors may develop future
generations and enhancements of competitive predibat may render our technologies obsolete ormpetitive.

Our operating results may be adversely impactedvayldwide economic and political uncertainties amspecific conditions in the markets \
address, including the cyclical nature of and valay in the memory market and semiconductor induogt

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 salades. In addition, sales of our prodt
are dependent upon demand in the computing, netmgorkommunications, printer, storage and indulstniarkets. These markets have been
cyclical and are characterized by wide fluctuationgroduct supply and demand. These markets hgwerienced significant downturns, often
connected with, or in anticipation of, maturing gwet cycles, reductions in technology spendingdexdines in general economic conditions.
These downturns have been characterized by dingdiphoduct demand, production overcapacity, higknitory 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 derfambr 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 sufficieatlity which could impair their
ability to make timely payments to us. If that weseoccur, we may be required to increase our alme for doubtful accounts and our days
sales outstanding would be negatively impactedthieamore, our vendors may face similar issues ggiaccess to credit, which may limit tt
ability to supply components or provide trade dréalus. We cannot predict the timing, strengtldwration of any economic slowdown or
subsequent economic recovery, worldwide, or imtigenory market and related semiconductor industtiel economy or markets in which
operate do not continue to improve or if conditism@sen, our business, financial condition andltesaf operations will likely be materially
and adversely affected. Additionally, the combioatof our lengthy sales cycle coupled with challaggnacroeconomic conditions could
compound the negative impact on the results obperations.

Our lack of a significant backlog of unfilled ordes;, and the difficulty inherent in forecasting custoer demand, makes it difficult to forecast
our short-term production requirements to meet thdédmand, and any failure to optimally calibrate oproduction capacity and inventory
levels to meet customer demand could adverselycafier revenues, gross margins and earnings.

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 estimatesstdroar requirements. We do not have
long-term purchase agreements with our customestedd, our customers often place purchase ordarsore than two weeks in advance of
their desired delivery date, and these purchaseregkenerally have no cancellation or reschedydaralty provisions. The shaefm nature @
commitments by many of our customers, the factdbatcustomers may cancel or defer purchase ofdeany reason, and the possibility of
unexpected changes in demand for our customerdupts each reduce our ability to accurately esgrfisture customer requirements for our
products. This fact, combined with the quick turotand times that apply to each order, makes itadiff to forecast our production needs and
allocate production capacity efficiently. We attdrtgpforecast the demand for the DRAM ICs, NANDdather components needed to
manufacture our products. Lead times for componeantg significantly and depend on various factetsh as the specific supplier and the
demand and supply for a component at a given time.
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Our production expense and component purchaseslavelbased in part on our forecasts of our cusggure product requiremer
and to a large extent are fixed in the short tékma result, we likely will be unable to adjust sgeg on a timely basis to compensate for any
unexpected shortfall in those orders. If we ovémestie customer demand, we may have excess rawialateentory of DRAM ICs and
NAND. If there is a subsequent decline in the @icEDRAM ICs or NAND, the value of our inventonyjllWall. As a result, we may need
write-down the value of our DRAM IC or NAND invemrig which may result in a significant decreasetin gross margin and financial
condition. Also, to the extent that we manufacfur@ducts in anticipation of future demand that doetsmaterialize, or in the event a customel
cancels or reduces outstanding orders, we couldrgre an unanticipated increase in our finistemtg inventory. In the past, we have ha
write-down inventory due to obsolescence, exceastifies and declines in market value below outscasny significant shortfall of customer
orders in relation to our expectations could hurt@perating results, cash flows and financial ol

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 invgmatod capacity will lead to delays in the delivefyour products, and we could forego sales
opportunities, lose market share and damage otwroes relationships.

Declines in our average sales prices, driven byatité prices for DRAM ICs and NAND, among other faars, may result in declines in ot
revenues and gross profit.

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

Once our prices with a customer are negotiatecane@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 fo
products purchased under an existing purchase.okdex result, our cost of sales could increasecamajross 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 expdatet 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 mp@eessions. If not offset by increases in
volume of sales or the sales of newly-developedyts 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 an@dND suppliers and are subject to risks of disruptiin 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 stibsyss We are also dependent on a sufficient sugfptyustom ASIC devices to produce
our HyperCloud® memory modules. There are a radgtismall 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 our current desigd production partners. Our dependence on a smnaber of suppliers and the lack of
any guaranteed sources of ASIC components, DRAMNAIND supply expose us to several risks, includimg inability to obtain an adequate
supply of these important components, price in@gadelivery delays and poor quality.
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Historical declines in customer demand and ourmegs 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 usedn@nufacture our products is interrupted, or if ounventory becomes obsolete, our rest
of operations and financial condition could be adeely affected.

We use consumables and other components, incliRilis, 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, whichld@eaduce 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 t
address specific customer requirements, and ewea #re able to sell these products to anotheomest, our margin on such products may be
reduced.

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

We maintain a manufacturing facility in the PRC fwoducing most of our products, which allows ustiize 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 ounmacturing 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@amtwring operations could restart. The
potential delays and costs resulting from thegessteuld have a material adverse effect on oumnlessi financial condition and results of
operations.

If we are unable to manufacture our products effaitly, our operating results could suffe

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 newufsanturing technologies, methods and
processes, including the purchase of new equipraedtany resulting manufacturing delays and iniefficies, could negatively impact our
results of operations.

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, wanoabe certain that we will be able to increasermanufacturing capacity on a timely basis or
meet the standards of any applicable factory audits
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We depend on third-parties to design and manufaetwustom components for some of our products.

Significant customized components, such as ASIGx,are used in some of our products such as Hyped€ are designed and
manufactured by third parties. The ability and wghess of such third parties to perform in accocgawith their agreements with us is largely
outside of our control. If one or more of our desay manufacturing partners fails to perform itfigdtions in a timely manner or at satisfaci
quality levels, our ability to bring products to rket or deliver products to our customers, as aglbur reputation, could suffer. In the event of
any such failures, we may have no readily availalikrnative source of supply for such productsesiin our experience, the lead time nee
to establish a relationship with a new design anavanufacturing partner is at least 12 months,thadcstimated time for our OEM customers
to re-qualify our product with components from avneendor ranges from four to nine months. We caasstire you that we can redesign, or
cause to have redesigned, our customized compottebésmanufactured by a new manufacturer in alyim@nner, nor can we assure you-
we will not infringe on the intellectual propert§ @ur current design or manufacture partner whemeglesign the custom components, or ci
such components to be redesigned by a new mantgactumanufacturing disruption experienced by manufacturing partners, the failure of
our manufacturing partners to dedicate adequatairess to the production of our products, the fai@rinstability of our manufacturing or
design partners, or any other failure of our desigmanufacturing partners to perform accordinth&r agreements with us, would have a
material adverse effect on our business, finargabition and results of operations.

We have many other risks due to our dependenchkimhfarty manufacturers, including: reduced cantrer delivery schedules,
quality, manufacturing yields and cost; the potrtick of adequate capacity during periods of sgaemand; limited warranties on products
supplied to us; and potential misappropriation wfiatellectual property. We are dependent on canufacturing partners to manufacture
products with acceptable quality and manufactuyietds, to deliver those products to us on a tinielgis and to allocate a portion of their
manufacturing capacity sufficient to meet our neédihiough our products are designed using theggedesign 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 ea@®eptable cost. Additionally, we cannot assurethat our manufacturing partners will
continue to devote adequate resources to produgeroducts or continue to advance the process nésinnologies on which the qualification
and manufacturing of our products are based.

If our products do not meet the quality standardsaur customers, we may be forced to stop shipmerfifgroducts until the quality issue
are resolved.

Our customers require our products to meet stuatity standards. Should our products not meet stanidards, our customers may
discontinue purchases from us until we are abtedolve 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 defeetsystems, we may be subject to warranty, prodecalls or product liability claims

If our products are defectively manufactured, contiefective 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 unahbétimin 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 to acgeptiuct returns in circumstances where we areoatractually obligated to do so in order to
maintain good relations with our customers. Acagpproduct returns may negatively impact our ojpegatesults.

If we fail to protect our proprietary rights, ourustomers or our competitors might gain access tao ptoprietary designs, processes a
technologies, which could adversely affect our oating 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 applicatieganding our proprietary processes and technolb@ynot certain when or if any of the
claims in the remaining applications will be allav@ o date, we have had eighteen patents issuedhtéfel to continue filing patent
applications with respect to most of the new preessand technologies that we develop. Howevernpptetection may not be available for
some of these processes or technologies.
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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 develgimilar products, duplicating our products osigaing around any patet
that may be issued to us;

»  prevent disputes with third parties regarding owhgy 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#isout our consent. Monitoring
the unauthorized use of our technologies is diffia/e cannot be certain that the steps we hawentakll prevent the unauthorized use of our
technologies. This is particularly true in foreigountries, such as the PRC, where we have establsimanufacturing facility and where the
laws may not protect our proprietary rights to shene extent as applicable U.S. laws.

If some or all of the claims in our patent applicas are not allowed, or if any of our intellectpabperty protections are limited in
scope by a court or circumvented by others, 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 bediwed in costly legal and administrative proceedingp defend against claims that we
infringe the intellectual property rights of othersr to enforce or protect our intellectual propertights.

As is common to the semiconductor industry, we haygerienced substantial litigation regarding paserd other intellectual property
rights. Lawsuits claiming that we are infringindnets’intellectual property rights have been and mahaftuture be brought against us, anc
are currently defending against claims of invajidiit the USPTO. See Note 9 of Notes to Unauditeddeased Consolidated Financial
Statements, for a description of our legal contimjes.

The process of obtaining and protecting paternitghisrently uncertain. In addition to the patenuésce process established by law
the procedures of the USPTO, we must comply withEJE administrative procedures in protecting oueliettual property within its industry
standard setting process. These procedures evedrdime, are subject to variability in their amgalfion, and may be inconsistent with each
other. Failure to comply with JEDEC’s administratiprocedures could jeopardize our ability to cléiat our patents have been infringed.

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

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

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

* seek a license from the third party intellectuagarty owner to use their technology in our produethich 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 businessidinbcondition and results of operations.
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There is a limited pool of experienced technicabpanel that we can draw upon to meet our hirirgdeeAs a result, a number of our
existing employees have worked for our existingatential competitors at some point during thereeas, and we anticipate that a number of
our future employees will have similar work hiseari In the past, some of these competitors haumetbthat our employees misappropriated
their trade secrets or violated non-competitionam-solicitation agreements. Some of our competitaay threaten or bring legal action
involving similar claims against us or our existieigployees or make such claims in the future tegureus from hiring qualified candidates.
Lawsuits of this type may be brought, even if thiereo merit to the claim, simply as a strategyrain our financial resources and divert
management’s attention away from our business.

We also may find it necessary to litigate agaitisers, including our competitors, customers anthéaremployees, to enforce our
intellectual property, contractual and commerdgihts including, in particular, our trade secresswell 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 fhwichase 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.dAfenot assure you that current or future infringettlaims 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 litiga and administrative proceedings that may matdly 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 liabilgynployment, class action, whistleblower and othiggation and claims, and governmental
other regulatory investigations and proceedingshSuatters can be time-consuming, divert managématiention and resources and caus
to incur significant expenses. Furthermore, bectitigation is inherently unpredictable, the resuldf these actions could have a material
adverse effect on our business, results of ope&iaaod financial condition.

If we are required to obtain licenses to use thipdrty intellectual property and we fail to do saymbusiness could be harme

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 obtaiy @ghts and licenses to such third party inteliatproperty. While we have no knowledge tha
any third party licensor disputes our belief, wartat assure you that disputes will not arise infthere. The operation of our business and oul
ability to compete successfully depends signifianh our continued operation without claims ofrinfement or demands resulting from such
claims, including demands for payments of monethéform of, for example, ongoing licensing fees.

We are also developing products to enter new mswainilar to our current products, we may use aamepts in these new products
that contain the intellectual property of third fxes. While we plan to exercise precautions to éwafringing on the intellectual property rights
of third parties, we cannot assure you that dispui# not arise.

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

The flash memory market is constantly evolving acgimpetitive, and we may not have rights to manutaetand sell certain types of
products utilizing emerging flash formats, or we me required to pay a royalty to sell productsliathg these formats

The flash-based storage market is constantly undeggapid technological change and evolving industandards. Many consumer
devices, such as digital cameras, PDAs and smargshare transitioning to emerging flash memoryntas, such as the Memory Stick, and
Picture Card formats, which we do not currently ofanture and do not have rights to manufacturéndMgh we do not currently serve the
consumer flash market, it is possible that cer@iirivis may choose to adopt these higher-volume, kmwest formats. This could result in a
decline in demand, on a relative basis, for otmedpcts that we manufacture such as CompactFl&lan8 embedded USB drives. If we
decide to manufacture flash memory products utigizmerging formats such as those mentioned, wde&ilequired to secure licenses to give
us the right to manufacture such products that nzdyoe available at reasonable rates or at allelfire not able to supply flash card formats a
competitive prices or if we were to have produdrshges, our net sales could be adversely impactdaur customers would likely cancel
orders or seek other suppliers to replace us.
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Our indemnification obligations for the infringemenby our products of the intellectual property riggof others could require us to pay
substantial damages

As is common in the industry, we currently haveffect a number of agreements in which we haveeabre defend, indemnify and
hold harmless our customers and suppliers from damand costs which may arise from the infringerbgragur products of third-party
patents, trademarks or other proprietary right® 3dope of such indemnity varies, but may, in sorstances, include indemnification for
damages and expenses, including attorneys’ feasin@urance does not cover intellectual propertrigement. The term of these
indemnification agreements is generally perpetogltane after execution of the agreement. The marinpotential amount of future payme
we could be required to make under these indenatific agreements is unlimited. We may periodichllye to respond to claims and litigate
these types of indemnification obligations. Althbumur suppliers may bear responsibility for thelileictual property inherent in the
components they sell to us, they may lack the firdrability to stand behind such indemnities. Attdially, it may be costly to enforce any
indemnifications that they have granted to us. Adicmly, any indemnification claims by customersilkcbrequire us to incur significant legal
fees and could potentially result in the paymergudistantial damages, both of which could resudt iaterial adverse effect on our business
and results of operations.

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

To date, we have been highly dependent on the iexqoer, relationships and technical knowledge ofageikey employees. We belie
that our future success will be dependent on ollityato retain the services of these key employekevelop their successors, reduce our
reliance on them, and properly manage the tramnsitfaheir roles should departures occur. The tfghese key employees could delay the
development and introduction of, and negativelyactmur ability to sell, our products and otherwisem our business. We do not have
employment agreements with any of these key empkogéher than Chun K. Hong, our President, Chiefchtive Officer and Chairman of the
Board. We maintain “Key Man” life insurance on ChiinHong; however, we do not carry “Key Man” lifesurance on any of our other key
employees.

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 motivatg existing personnel. If we are unable to hird ggtain engineers with the skills necessary t
keep pace with the evolving technologies in ourkets, our ability to continue to provide our cutrproducts and to develop new or enhance
products will be negatively impacted, which woulttim our business. In addition, the shortage of eepeed engineers, and other factors, ma
lead to increased recruiting, relocation and corapgon costs for such engineers, which may excaeéxpectations and resources. These
increased costs may make hiring new engineersdiffior may increase our operating expenses.

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 expend
additional resources in the future. If we convery af these contract employees into permanent eyapky we may have to pay finder’s fees to
the contract agency.

We rely on third-party manufacturers’ representaéig and the failure of these manufacturers’ represatives 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 successfabarketing and selling our products. Moreover, ynainour manufacturers’ representatives
also market and sell other, potentially competimgdpcts. Our representatives may terminate th&itiomships with us at any time. Our future
performance will also depend, in part, on our aptlb attract additional manufacturers’ represewatthat 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.
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The operation of our manufacturing facility in thé®RC could expose us to significant risks.

Since 2009, substantially all of our world-wide m&atturing 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 ofithiene. We may not be able to maintain
control over product quality, delivery schedulesinufacturing yields and costs. Furthermore, thésaedated to having excess capacity ha
the past and may in the future continue to havadsmerse impact on our gross margins and operagsgts.

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 laBor or all combination of these factors could negdy impact the cost savings we currently
enjoy from having our manufacturing facility in tR&C.

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.

Economic, political and other risks associated wititernational sales and operations could adversaffect our net sales

Part of our growth strategy involves making satefteign corporations and delivering our produot&acilities located in foreign
countries. To facilitate this process and to meetlong-term projected demand for our productshasge set up a manufacturing facility in the
PRC. Selling and manufacturing in foreign countsebjects us to additional risks not present withdomestic operations. We are operatin
business and regulatory environments in which wes tianited previous experience. We will need totomre to overcome language and
cultural barriers to effectively conduct our oparas in these environments. In addition, the ecaeeraf the PRC and other countries have
been highly volatile in the past, resulting in sigant fluctuations in local currencies and othestabilities. These instabilities affect a number
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 goweent controls the
procedures by which RMB is converted into otherencies, and conversion of RMB generally requi@gegnment consent. As a result, RMB
may not be freely convertible into other currenaieall times. If the Chinese government institutieanges in currency conversion procedures
or imposes restrictions on currency conversionséhactions may negatively impact our operationscandd reduce our operating results. In
addition, fluctuations in the exchange rate betwebtB and U.S. dollars may adversely affect our exges and results of operations as well a
the value of our assets and liabilities. Thesetfiattons may also adversely affect the comparghifitour period-to-period results. If we decide
to declare dividends and repatriate funds fromGhinese operations, we will be required to compiythe procedures and regulations of
applicable Chinese law. Any changes to these proesdnd regulations, or our failure to comply viftbse procedures and regulations, could
prevent us from making dividends and repatriatingdf from our Chinese operations, which could axblgraffect our financial condition. If
we are able to make dividends and repatriate ftnods our Chinese operations, these dividends wbaldubject 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 giobally, and have negatively impacted the woittbweconomy. 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 wadicrsely affect our business.

Our international sales are subject to other rigiduding 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 consequehtesldition, the U.S. or foreign countries may isrpkent quotas, duties, taxes or other charge
or restrictions upon the importation or exportatidrour products, leading to a reduction in sales jprofitability in that country.
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Our operations could be disrupted by power outagestural disasters or other factors.

Due to the geographic concentration of our manufaay operations and the operations of certainusfsuppliers, a disruption
resulting from equipment failure, power failuresatity control issues, human error, governmentrigation or natural disasters, including
earthquakes and floods like those that have st¥apkn and Thailand, respectively, could interruphtrfere 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 affecoperating results.

Ouir failure to comply with environmental laws anagulations could subject us to significant fines @fiabilities or cause us to incur
significant costs

We are subject to various and frequently changir® féderal, state and local and foreign governaidatvs and regulations relating
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 sal@lace. In particular, some of our
manufacturing processes may require us to handlelispose of hazardous materials from time to tifoe.example, in the past our
manufacturing operations have used lead-basedrdnltiee 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 regaleti These laws and regulations also could regsite incur significant costs to remain in
compliance.

Our internal controls over financial reporting manot be effective, which could have a significantéadverse effect on our business.

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

We note that there are inherent limitations oneffiiectiveness of internal controls, as they campmevent collusion, management
override or failure of human judgment. If we falrhaintain an effective system of internal contayisf 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 ouafficial condition and results of operations, reisudt loss of investor confidence and negati
impact our stock price.

If we do not effectively manage future growth, otgsources, systems and controls may be strained@dresults of operations may suffe

We have in the past expanded our operations, lwtiedtically 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 impraral expand our systems and controls.
We may not be able to do this in a timely or cdfative manner, and our current systems and ctntnay not be adequate to support our
future operations. In addition, our officers hagatively limited experience in managing a rapigipwing business or a public company. As a
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.
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If we acquire other businesses or technologieshe future, these acquisitions could disrupt our baess and harm our operating resul
and financial condition.

We will evaluate opportunities to acquire businessetechnologies that might complement our curpeaduct offerings or enhance
our technical capabilities. We have no experiencacuiring other businesses or technologies. Aifipns entail a number of risks that could
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 inse&l 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;

» 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 agxhi, acquisitions could cause us to
issue equity securities that could dilute the owhigr percentages of our existing stockholders.Heunhore, acquisitions may result in material
charges or adverse tax consequences, substamirekcttion, deferred compensation charges, in-gooesearch and development charges, tl
amortization of amounts related to deferred stoakeld compensation expense and identifiable purdhiatangible assets or impairment of
goodwill, any or all of which could negatively afteour results of operations.

The issuance of additional sales of our common $toar the perception that such issuances may ocdncjuding through our “at the
market” offering, could cause the market price ofiocommon stock to fall.

We have entered into a Sales Agreement with Aseabdiapital Markets, LLC (“Ascendiant”), for thefeff and sale of up to
$10 million in aggregate amount of our shares ftone to time through Ascendiant, as our sales agemsuant to an effective Registration
Statement on Form S-3. Ascendiant is not requivexkll any specific number or dollar amount of skasf 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 requ
Sales of the shares, if any, may be made by anysreermitted by law and deemed to be an “at thé&etiaoffering as defined in Rule 415 of
the Securities Act of 1933, as amended, and wilegally be made by means of brokers’ transactionthe NASDAQ Global Market or
otherwise at market prices prevailing at the tirheade, or as otherwise agreed with Ascendiant.

As of March 30, 2013, we have sold an aggregag&(df0,139 shares pursuant to the Sales Agreemanweighted average sales p
of $2.98, net of commissions, including 1,312,668res during the year ended December 29, 201%aiggnted average sales price of $2.98
per share. We may terminate the Sales Agreemamtyatime or it will terminate once proceeds of $illion have been raised. Whether we
choose to consummate future sales under the atiétiket program will depend upon a variety of fagtamcluding, among others, market
conditions and the trading price of our common Ist@tative to other sources of capital. The issednom time to time of these new shares of
common stock through our at-the-market programm@mniy other equity offering, or the perception thath sales may occur, could have the
effect of depressing the market price of our comsiock.

Our principal stockholders have significant votingower and may take actions that may not be in tlestointerest of our other stockholders.

As of April 30, 2013 approximately 20.04% of outtstanding common stock was held by affiliates,udatg 19.91% held by Chun
K. Hong, our chief executive officer and chairmdmor board of directors. As a result, Mr. Hong b ability to exert substantial influence
over all matters requiring approval by our stockleos, including the election and removal of diresnd any proposed merger, consolidation
or sale of all or substantially all of our assetd ather corporate transactions. This concentratfaontrol could be disadvantageous to other
stockholders with interests different from thoseMsf Hong and our other executive officers and cives. For example, our executive officers,
directors and principal stockholders could delapmvent an acquisition or merger even if the @matien would benefit other stockholders. In
addition, this significant concentration of shavenership may adversely affect the trading pricediar common stock because investors may
perceive disadvantages in owning stock in compamigsstockholders that have the ability to exez@gnificant control.
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Anti-takeover provisions under our charter documentsdabelaware law could delay or prevent a change oftrol 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 stoakdrs might consider favorable. In addition, thesevisions could limit the price that investors

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

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

»  stockholder action by written consent is prohibjted

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

» our board of directors is expressly authorized &ixe 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 contrahsaction involving our company. Any delay onyanetion of a change of control transaction
or changes in our board of directors could pretfsaiconsummation of a transaction in which ourldtofders could receive a substantial
premium over the then-current market price forrtebares.

The price of and volume in trading of our commonosk 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 trade

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

» our operating and financial performance and praspétcluding 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 othaurtegs in association with our $40 million effeaishelf registration on
Form S-3, or the perception that such sales mayrocc

» general financial and other market conditions; and

» changing and recently volatile domestic and inteéonal economic conditions.

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

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

In 2007, following a drop in the market price off@@mmon stock, securities litigation was initiataghinst us. Given the historic
volatility of our industry, we may become engagedhiis type of litigation in the future. Securitiégation is expensive and time-consuming.
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We may not be able to maintain our NASDAQ listing.

On January 28, 2013, we received a deficiencyrlétte “Notification Letter”) from NASDAQ notifyingus that we no longer meet
NASDAQ's requirements for continued listing on the NASDA&bal Market under NASDAQ Listing Rule Listing Rb450(a)(1) (the “Bid
Price Rule”) because the minimum bid price of aummon stock did not equal or exceed $1.00 at mast over a period of 30 consecutive
trading days. NASDAQ explained in the Notificatibetter that under NASDAQ Listing Rule 5810(c)(3)(Aye will be afforded 180 calendar
days, or until July 29, 2013, to regain compliandth the Bid Price Rule. To regain compliance, thasing bid price of our common stock
must meet or exceed $1.00 per share for at leasbrd€ecutive business days. If we have not metetpairements of Rule 5450(a)(1) by
July 29, 2013, but meet the continued listing rezmaient for market value of publicly held shares alhdther applicable standards for initial
listing on The Nasdaq Capital Market (other thanBid Price Rule), then we may be eligible for ddiional 180 day compliance period by
submitting an application to transfer our secwsiti@ The Nasdaq Capital Market. In order to qualifg will need to provide written notice of
our intention to cure the deficiency during thes®tcompliance period by effecting a reverse stpiit, if necessary, which would need to be
approved by our stockholders. If it appears to NAgDstaff that we will not be able to cure the dificy during this second compliance
period, or if we are otherwise not eligible, thafwill provide notice that our securities will Iseibject to delisting. We may also appeal
NASDAQ's delisting determination to a NASDAQ Hearings &lan

We are evaluating various actions to pursue torensompliance with NASDAQ's continued listing reqements, and there can be no
assurance that we will be able to regain compliamte NASDAQ's continued listing requirements. If we fail to aggcompliance with the B
Price Rule or otherwise maintain the standardsiredunow or in future by NASDAQ, our common stoauld be delisted. Such delisting
could cause our stock to be classified as “penmgkst among other potentially detrimental conseagasnany of which could significantly
impact our stockholders’ ability to sell shareoaf common stock or to sell shares at a pricealsibckholder may deem to be acceptable.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

Issuer Purchases of Equity Securities

Total Number of Maximum Number

Shares Purchased of Shares that May

Total Number Average as Part of Yet Be Purchased

of Shares Price Paid Publicly Under the Plans or

Purchased (1) per Share Announced Plans Programs

December 30, 201- January 26, 201 — 3 — — —
January 27, 201- February 23, 201 — 3 — — —
February 24, 201- March 30, 201 11,38t $ 0.6€ — —
11,38¢ $ 0.6¢ — —

(1) Represents shares repurchased for paymentidialiling taxes upon vesting of certain restrictgrtk grants.
Item 5. Other Information
None
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Iltem 6. Exhibits

(a)(2) Exhibits

3.1 Restated Certificate of Incorporation of Netlist¢ | (incorporated by reference to exhibit 3.1 @&f tegistration statement on
Form S-1 of the registrant (No. 333-136735) fileithwthe Securities and Exchange Commission (theC'$Bn October 23,
2006).
3.z Amended and Restated Bylaws of Netlist, Inc. (ipooated by reference to exhibit number 3.1 of #ggstrant’s Current
Report on Form-K filed with the SEC on December 20, 201
10.1 Forbearance to Loan and Security Agreement, daativ27, 2013, by and between Netlist, Inc. angd@ilValley Bank
(incorporated by reference to exhibit 10.32 ofthgistrant’'s Annual Report on Form 10-K for thecéibyear ended
December 29, 2012 filed with the SEC on March Z8,3).
31.1+ Certification of Chief Executive Officer pursuantRule 13a-14(a) or Rule 15d-14(a) of the Securitied Exchange Act of
1934, as adopted pursuant to Section 302 of thHeaBa-Oxley Act of 2002
31.2+ Certification of Chief Financial Officer pursuantRule 13a-14(a) or Rule 15d-14(a) of the Securitied Exchange Act of
1934, as adopted pursuant to Section 302 of thHeaBa-Oxley Act of 2002
32+ Certification by Chief Executive Officer and Chighancial Officer pursuant to 18 U.S.C. Section@,3% adopted pursuant
to Section 906 of the Sarba-Oxley Act of 2002
101.INS+4 XBRL Instance Documer
101.SCH+- XBRL Taxonomy Extension Schema Docum
101.CAL++ XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB++ XBRL Taxonomy Extension Label Linkbase Docum
101.PRE+ XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF+- XBRL Taxonomy Extension Definition Linkbase Docunh
+ Filed herewith.
++ Furnished herewith. In accordance with Rule 406 Refulation S-T, the information in these exhikliall not be deemed to be

“filed” for purposes of Section 18 of the Secustend Exchange Act of 1934, or otherwise subjeliabality under that section, and
shall not be incorporated by reference into anystegfion statement or other document filed untler§ecurities Act of 1933, except
as expressly set forth by specific reference imdiliag.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢iport to be signed on its behalf

the undersigned thereunto duly authorized.

Date: May 14, 201

NETLIST, INC.
a Delaware corporatic
(Registrant’

By: /s/ Chun K. Hon¢
Chun K. Hong
President, Chief Executive Officer anc
Chairman of the Board
(Principal Executive Officer)

By: /sl Gail M. Sasak
Gail M. Sasaki
Vice President and Chief Financia
Officer
(Principal Financial Officer)
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EXHIBIT 31.1

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

I, Chun K. Hong, certify that:
1. | have reviewed this quarterly repor Form 10-Q of Netlist, Inc., a Delaware corpiona (the “Registrant”);

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

3. Based on my knowledge, the finanstatements, and other financial information ineldiéh this report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the Registrantfaaral for, the periods presented in this report

4. The Registrant’s other certifyindicdr and | are responsible for establishing anihtaaing disclosure controls and
procedures (as defined in Exchange Act Rules 18a}Hnd 15d-15(e)) and internal control over firiaheeporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the Registrand we have:

a) Designed such disclosure controlsmodedures, or caused such disclosure controlpategdures to be designed
under our supervision, to ensure that materiakrmédion relating to the Registrant, including itmsolidated subsidiaries, is made known to u:
by others within those entities, particularly dgrihe period in which this report is being prepared

b) Designed such internal control owearficial reporting, or caused such internal cordx@r financial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles:

C) Evaluated the effectiveness of tiegiRtrant’s disclosure controls and proceduresparesiented in this report our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of thegeovered by this report based on such
evaluation; and

d) Disclosed in this report any changéhe Registrant’s internal control over finaneigpborting that occurred during
the Registrant’s most recent fiscal quarter (thgi®eant’s fourth fiscal quarter in the case ofammual report) that has materially affected, or i
reasonably likely to materially affect, the Regdasi’'s internal control over financial reporting;dan

5. The Registrant’s other certifyindic#r and | have disclosed, based on our most temeaiuation of internal control over
financial reporting, to the Registrant’s auditonsl dhe audit committee of the Registrant’s boardiagctors (or persons performing the
equivalent functions):

a) All significant deficiencies and m@aéweaknesses in the design or operation of iatecontrol over financial
reporting which are reasonably likely to adversafgct the Registrant’s ability to record, procesgsnmarize and report financial information;
and

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

May 14, 2013 /s/ Chun K. Hon¢
Chun K. Hong
President, Chief Executive Officer and Chairmathef Boarc
(Principal Executive Officer




EXHIBIT 31.2

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

I, Gail M. Sasaki, certify that:
1. | have reviewed this quarterly report on Form 1@fQletlist, Inc., a Delaware corporation (the “Rstgant”);

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

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the Registrantfaaral for, the periods presented in this report

4. The Registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and
procedures (as defined in Exchange Act Rules 18a}Hnd 15d-15(e)) and internal control over firaheeporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f) for the Registramd we have:

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materiakrmédion relating to the Registrant, including itmsolidated subsidiaries, is made known to u:
by others within those entities, particularly dgrihe period in which this report is being prepared

b) Designed such internal control over financial réjpgr, or caused such internal control over finahi@aorting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles:

C) Evaluated the effectiveness of the Registrant’'sldésire controls and procedures and presentedsimeport our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of thegeovered by this report based on such
evaluation; and

d) Disclosed in this report any change in the Registsanternal control over financial reporting thatcurred during
the Registrant’s most recent fiscal quarter (thgiReant’s fourth fiscal quarter in the case ofammual report) that has materially affected, or i
reasonably likely to materially affect, the Regdasi’'s internal control over financial reporting;dan

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

a) All significant deficiencies and material weaknesgethe design or operation of internal contratiofinancial
reporting which are reasonably likely to adversafgct the Registrant’s ability to record, procesgnmarize and report financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéein the
Registrant’s internal control over financial refogt

May 14, 2013 /s/ Gail M. Sasak
Gail M. Sasak
Vice President and Chief Financial Offic
(Principal Financial Officer




Exhibit 32

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

In connection with the Quarterly Report on FormQ@f Netlist, Inc., a Delaware corporation (“Netl)Sor the quarter ended March 30, 2013
(the “Report”), Chun K. Hong, president, chief exie officer and chairman of the board of Netlestd Gail M. Sasaki, vice president and
chief financial officer of Netlist, each hereby tifes, pursuant to 18 U.S.C. Section 1350, as stbpursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that, to his or her knowledge:

(1) the Report fully complies with the requirementsSefiction 13(a) of the Securities Exchange Act o041 @3d

(2 the information contained in the Report fairly gmets, in all material respects, the financial cbadiand results of
operations of Netlist, Inc.

May 14, 2013 /s/ Chun K. Hon¢

Chun K. Hong
President, Chief Executive Officer and Chairmathef Boarc
(Principal Executive Officer

May 14, 2013 /s/ Gail M. Sasak
Gail M. Sasak
Vice President and Chief Financial Offic
(Principal Financial Officer




