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PROSPECTUS

NETLIST

6,250,000 Shares
Common Stock

Netlist, Inc. is selling 6,250,000 shares of oumowon stock. The selling stockholders named inghispectus, including members of «
management, have granted the underwriters a 3@jotign to purchase up to an additional 937,500eshe cover over-allotments, if any.
Except as described in "Use of Proceeds," we willraceive any proceeds from the sale of sharesiofommon stock by the selling
stockholders.

This is an initial public offering of our commorosk. The initial public offering price is $7.00 psrare. We have been approved for quot:
of our common stock on the Nasdaq Global Marketeutige symbol "NLST."

INVESTING IN OUR COMMON STOCK INVOLVES RISKS. SEERISK FACTORS" BEGINNING ON PAGE 7.

Per Share Total
Public offering price $7.00 $ 43,750,00
Underwriting discoun $0.49 $ 3,062,501
Proceeds, before expenses, t $6.51 $ 40,687,50

Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these securities
or passed upon the adequacy or accuracy of this pspectus. Any representation to the contrary is a éminal offense.

Thomas Weisel Partners LLC
Needham & Company, LLC
WR Hambrecht + Co

The date of this prospectus is November 29, 2006
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You should rely only on the information tained or incorporated by reference in this progmedNVe have not authorized anyone to
provide you with information different from thatmtained in this prospectus. We are offering to siedires of common stock and seeking
offers to buy shares of common stock only in judidns where offers and sales are permitted. Mf@mation contained in this prospectus is
accurate only as of the date of this prospectggradess of the time of delivery of this prospecaiusf any sale of the common stock.

In this prospectus "our company," "we,"" aad "our" refer to Netlist, Inc. and its subsitks.

All trademarks, service marks or trade naaqgpearing in this prospectus are the propertiyedf respective owners.

Effective January 1, 2003, we changed maaf year from a calendar year to a 52/53-weeaafigear ending on the Saturday closest to
December 31. Each of the first three quarters ofiegal year end on the last Saturday in each afdf, June and September. As a result,
each fiscal quarter consists of 13 weeks durin@-wéek fiscal year. During a 53-week fiscal yeare guarter will have 14 weeks and three
quarters will consist of 13 weeks.

Market data and industry statistics usedughout this prospectus are based on indepena@mstry publications and other publicly
available information. We have not independentlsifiesl this information.




PROSPECTUS SUMMARY

You should read the following summary together #ithmore detailed information concerning our compahe common stock being
sold in this offering and our consolidated finari@tatements appearing in this prospectus. Readdhtire prospectus carefully, especially
the risks described under "Risk Factors," before ywest in our common stock.

Netlist, Inc.

We design and manufacture high performamemory subsystems. We sell our subsystems to afigiuipment manufacturers, or
OEMs, in the server, high performance computing@rmunications markets. Within these markets,anget applications in which
memory plays a key role in enabling overall sysgarformance. Our memory subsystems are incorponateanultiple platforms at
International Business Machines Corporation, or |EMIl Inc., Gateway, Inc., Lenovo Group Limited,L.eenovo, and Hewlett-Packard
Company.

Electronic systems of all types are cordllyuevolving to keep pace with user demands fghar performance, as measured by speed,
functionality or smaller physical size. In ordemeet these performance expectations, OEM desigelgren increasing amounts of memory
to take advantage of the latest advances in procésshnology and operating system functionalityn@mic random access memory, or
DRAM, represents the most common type of memory aeeoss these electronic systems today. In meimaegsive applications,

OEMs often seek memory solutions which integratétipla DRAM integrated circuits, or ICs, into a |yistem that delivers high memory
density in a small physical size and shape, or fiaictor. These memory subsystems are availabletimdtandard and application-specific
configurations. Standard memory modules have prgesrerally inadequate to meet the demanding custeegairements in our target
markets. Our memory subsystems are primarily desigmd manufactured to specifically address thie pggformance needs of our
customers' systems more completely than is poss#ihg standard memory modules.

We collaborate with our OEM customers i@ &arliest stages of their new product design sydlkis collaboration provides us with
unique insight into the OEM's system architecture performance requirements and expands our systepestise. In addition, we have
developed a portfolio of proprietary technologied @esign techniques to meet OEM needs, includiitgent non-stacked, side-by-side IC
placement, or planar, designs, alternative packgigichniques and custom semiconductor logic. Assalt of our systems expertise and
proprietary technologies, we are able to desigtiegtpn-specific memory subsystems with optimaidinations of high memory density,
small form factor, high signal integrity, effectibeat dissipation and low cost per bit. We alseroffur OEM customers flexible order
fulfillment and rapid turnaround times once we Ibegblume production of a specific product.

Designing memory subsystems that meetefeirements of high performance electronic systeassbecome increasingly difficult. One
approach to meeting these requirements is to add memory ICs to a memory module, which requiresenspace, complicates board and
system design and exacerbates signal integrityhaatidissipation issues. A second approach isamest-generation memory ICs that offer
greater memory density, but the high cost and leailability of these ICs discourages their immeeliatioption in high performance systems.
A third approach is to stack prior generation mgm@s, yet this technique can still constitutegngficant portion of the cost of materials for
a memory module. These industry standard approaptresyally do not by themselves meet the requirésrerhigh performance electronic
systems. We leverage our proprietary technologycameéxtensive systems expertise to bridge thisbgayeen industry standard approaches
and the requirements of complex OEM systems.




Our memory subsystems offer differentidtsatures and performance characteristics. For eberapr innovative printed circuit board,
or PCB, designs enhance signal integrity, allowongcustomers to design and market products therate at the highest commercially
available speeds. Another technique we utilize ismhbed passive devices within the PCB, thereljirfgevaluable board space to reduce
form factors and improve signal integrity. Our simos also address system-level thermal issuesuate@d at high operating speeds through
such innovations as planar designs and propriéiay dissipation technologies.

Our objective is to be the leading providEhigh performance memory subsystems. Key elesngnbur strategy include:

. Further Sales Penetration of Existing CustomersNe have established deep relationships, aatifiga our products, with
leading OEMSs. Our current OEM customers have elargl diverse portfolio of system platforms thauiee high
performance memory subsystems. We believe we haagtractive opportunity to provide them with memeolutions for a
greater number of their existing and future platfer

. Establish Relationships with New CustomersiNe will continue to dedicate significant sadewl marketing resources to
establish new relationships with industry-leadingNs for whom memory subsystem performance is adetgrminant of
overall system performance.

. Target New Applications and Product OpportunitiesWe currently rely on the server market for mafsbur revenues. We
intend to develop additional memory solutions, gdinth volatile (DRAM) memory, which does not retdata after system
power is shut off, and non-volatile (flash) memampich does, based on our core technology capakililn particular, we
intend to develop flash memory solutions to penetilae communications, industrial and embeddedpysimarkets.

. Continue to Invest in the Development of Proprigtaechnology. We intend to actively expand our intellectuadperty
portfolio and engineering capabilities by investingesearch and development. One targeted areglofiology development
the design of custom logic ICs that can be usedemory modules to provide value-added features.

. Establish International Operations and Manufactgri@apabilities. We plan to establish a manufacturing facilityGhina
during the first half of 2007. We believe that thidl allow us to better support leading OEMs witbsign and manufacturing
sites in China, lower our production costs and ja@waccess to new pools of engineering talent.

We were incorporated in Delaware in Jun@®2&nd commenced operations in September 2000p@gipal executive offices are
located at 475 Goddard, Irvine, California 9261&] aur telephone number is (949) 435-0025. Our sitehis www.netlistinc.com. The
information on our web site is not incorporatedréference into this prospectus.
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The Offering

Common stock offere 6,250,000 share
Common stock to be outstanding after this offe 19,544,197 share
Over-allotment option The selling stockholders have granted the undesveré 30-day option

to purchase up to 937,500 additional shares of comstock to cover
over-allotments, if any. The selling stockholderslide members of
our management. Except as described in "Use ofeleds, we will nc
receive any proceeds from the sale of shares of@umon stock by
the selling stockholder

Use of proceeds Our net proceeds from this offering will be approately
$39.1 million. We intend to use these net procéedgeneral
corporate purposes, including to: fund our futuarking capital
requirements; reduce our outstanding debt; establimanufacturing
operation in China; increase our research and dprent activities
and our sales and marketing resources; and acrpinplementary
businesses, products or technologies. See "Usmoéeds.'

Risk factors See "Risk Factors" and other information includethis prospectus
for a discussion of factors you should carefullpsider before
deciding to invest in shares of our common sti

Nasdaq Global Market symb NLST

The common stock to be outstanding aftisrdffering is based on 11,244,197 shares of comstmek outstanding as of September 30,
20086, plus the following number of shares of comrsitmtk issuable upon the conversion of our outstanconvertible securities effective
immediately prior to the completion of this offegin

. 1,000,000 shares issuable upon the conversion of alir outstanding convertible preferred stoakg a

. 1,050,000 shares issuable upon the conversion.@5$iillion in aggregate principal amount of outstanding convertible
promissory notes.




The common stock to be outstanding aftisrdffering excludes the following number of shasésommon stock, each described as of
September 30, 2006:

. 397,500 shares of common stock issuable upon tareise of outstanding warrants with a weighted-agerexercise price of
$1.35 per share;

. 3,244,500 shares of common stock issuable upoexteise of outstanding options with a weightedrage exercise price of
$3.11 per share; and

. 382,166 shares of common stock available for fusseance under our Amended and Restated 2000yHgaéntive Plan.

Unless otherwise indicated, all informatiorihis prospectus assumes: an initial publicraifgprice of $7.00 per share; no exercise of
the underwriters' over-allotment option; and thiedi of a restated certificate of incorporation aubption of restated bylaws prior to the

completion of this offering.




Summary Consolidated Financial Data

The summary consolidated financial datdat below should be read in conjunction with thisrmation presented in this prospectus
under "Selected Consolidated Financial Data" andridyement's Discussion and Analysis of Financiald@ion and Results of Operations,"
and with our audited and unaudited consolidateanftial statements and the related notes includsvilere in this prospectus.

The summary consolidated financial datdath below are derived from our consolidated ficial statements. The consolidated
statement of operations data for the years endedriger 27, 2003, January 1, 2005 and Decembel0Bb, &e derived from our audited
consolidated financial statements included elsewirethis prospectus. The consolidated statemeopefations data for the years ended
December 31, 2001 and 2002 are derived from outexlidonsolidated financial statements not incluithetthis prospectus. The consolidated
statement of operations data for the nine monttogerended October 1, 2005 and September 30, 20@6he consolidated balance sheet
data as of September 30, 2006, are derived fronnmandited consolidated financial statements iredfuelsewhere in this prospectus.

Our historical results are not necessanifijcative of results for any future period. ThedFForma" column of the consolidated balance
sheet data reflects the automatic conversion imatelgi prior to the completion of this offering of 85 million of convertible notes and
$2.0 million of convertible preferred stock intonemon stock. The "Pro Forma as Adjusted" columrhefdonsolidated balance sheet data
adjusts the pro forma amounts to reflect the stf250,000 shares of common stock offered by @hanitial public offering price of $7.00
per share, after deducting underwriting discounts @mmissions and estimated offering expenseshapg us.

Year Ended Nine Months Ended
December 31, December 31, December 27, January 1, December 31, October 1, September 30,
2001 2002 2003 2005 2005 2005 2006

(in thousands, except per share data)

Consolidated Statement of
Operations Data:

Net sales $ 2,66( $ 13,99 $ 100,37 $ 143,65¢ $ 79,85¢ $ 56,55: $ 109,43¢
Cost of sales(1) 3,03t 12,147 86,101 133,508 73,89: 52,48: 93,971
Gross profit (loss) (375) 1,847 14,26¢ 10,15¢ 5,96¢ 4,07C 15,46¢
Research and development 22C 491 11,75¢ 3,77( 2,961 2,49: 2,38¢
Selling, general and

administrative(1) 842 1,65z 15,21¢ 6,31¢ 5,062 3,69¢ 6,49¢
Operating income (los! (1,437) (29€) (12,709 72 (2,059 (2,117) 6,58¢
Net income (loss $ (959 $ (632 $ (15,909 $ 974 $ (2,347 $ (2,049 $ 3,09¢

Net income (loss) pe
common share:

Basic $ 0.11) $ 0.09) $ (1.62 $ 0.09 $ 0.22) $ 0.19) $ 0.2¢

Diluted $ 0.11) $ (0.07) $ (1.62) $ (0.09) $ 0.229) $ 0.17) $ 0.21
Weighted-average shares
outstanding

Basic 8,84( 9,20( 9,831 10,67: 10,67 10,67: 11,07:

Diluted 8,84( 9,20( 9,831 10,67: 10,67 10,67: 15,24¢
1) Amounts include stock-based compensation expen&elaws:

Year Ended Nine Months Ended
December 31, December 31, December 27, January 1, December 31, October 1, September 30,
2001 2002 2003 2005 2005 2005 2006

Cost of sales $ — $ — $ 69 $ 29 $ 56 $ 23 $ 60
Research and development — 371 9,73: 80 (52) (37) 71
Selling, general and
administrative 87 424 10,87z 141 (65) 41 31€




September 30, 2006

Pro Forma
Actual Pro Forma as Adjusted
(in thousands)
Consolidated Balance Sheet Date
Cash and cash equivalel $ 1,001 $ 1,001 $ 38,28
Total asset 42,58 42,58 79,86!
Total debt(1) 16,35: 14,60: 12,76¢
Stockholders' equit 6,812 8,562 47,67

(1) Amounts include revolving line of credit balancecdSeptember 30, 2006 of $11,171,000.

Effective January 1, 2003, the Company gkdrits fiscal year from a calendar year to a 52/88k fiscal year ending on the Saturday
closest to December 31. The 2003, 2004 and 20064l figars ended on December 27, 2003, January0h, &t December 31, 2005,
respectively, and consisted of 52 weeks.




RISK FACTORS

You should carefully consider the risks describeldw before making an investment decision. Thegs are not the only ones we face.
Additional risks we are not presently aware ofwattwe currently believe are immaterial may alspain our business operations, operati
results, cash flows and financial condition. Ousimess could be harmed by any of these risks.rabdag price of our common stock could
decline due to the occurrence of any of these rkd you may lose all or part of your investmémiassessing these risks, you should also
refer to the other information contained in thioppectus, including our consolidated financial staénts and related notes.

Risks Related to Our Business and Industry

We have a limited operating history, and we expea number of factors to cause our operating resultt fluctuate on a quarterly and
annual basis, which may make it difficult to predia¢ our future performance.

Our limited operating history makes it @iffit to predict our future performance. Our opergtresults have varied significantly in the
past and will continue to fluctuate from quartergtarter or year-to-year in the future due to aegrof factors, many of which are beyond
our control. Factors relating to our business thay contribute to these quarterly and annual flatidns include the following factors, as well
as other factors described elsewhere in this potspe

. the loss of, or a significant reduction in salesat&ey customer;

. the cyclical nature of the industry in which we oie;

. a reduction in the demand for our high performamegnory subsystems or the systems into which theynaorporated;

. our ability to develop new or enhanced products dichieve market acceptance in a timely manner;

. the timing of introductions of competing productdechnologies;

. our ability to adequately support future growth;

. our ability to procure an adequate supply of keyponents;

. changes in the prices of our products or in thé abthe materials that we use to build our product

. our failure to maintain the qualification of ouropiucts with our current customers or to qualifyufetproducts with our current

or prospective customers;

. our establishment and ongoing operation of a newufis@turing facility in China;
. the loss of any of our key personnel;

. delays in fulfilling orders for our products orailtire to fulfill orders;

. disputes regarding intellectual property rights;

. litigation involving our products;

. our customers' failure to pay us on a timely basist

. changes in accounting principles or policies.




Due to the various factors mentioned abamwe, others, the results of any prior quarterlgramual periods should not be relied upon a
indication of our future operating performance.

Our three largest customers comprised approximatel$p8% and 79% of our net sales for fiscal 2005 andhe first nine months of fiscal
2006, respectively, and the loss of, or a significareduction in sales to, any one of these custonsecould materially harm our business.

Sales to Dell, IBM and Lenovo represent®#%320% and 13%, respectively, of our net saldsaal 2005, and 36%, 41% and 2%,
respectively, of our net sales in the first ninenthg of fiscal 2006. We expect that sales to Dadl BBM will continue to represent a
significant percentage of our net sales for attld#asnext 12 months. We do not have Idegn agreements with these three customers, o
any other customer. Any one of these three custmild decide at any time to discontinue, decreaskelay their purchase of our produr
In addition, the prices that these three custompaysfor our products are subject to negotiation @ndd change at any time. The loss of ei
Dell or IBM as a customer, or a significant redantin sales to either of them, would significartdgluce our net sales and adversely affec
operating results.

Our ability to maintain or increase our safes to our key customers depends on a varidgctdrs, many of which are beyond our
control. These factors include the customers' noetl sales of servers and other computing systeshéicorporate our memory subsystems
and the customers' continued use of our produdtsein systems.

Because of these and other factors, weatassure you that net sales to these customdrsomtinue or that the amount of such net
sales will reach or exceed historical levels in autyre period. Because these customers accouatgabstantial portion of our net sales, the
failure of any one of these customers to pay dmealy basis would negatively impact our cash flow.

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

Our target markets are characterized lipigeld number of large companies. Consolidationrie or more of our target markets may
further increase this industry concentration. Assult, we anticipate that sales of our productsomntinue to be concentrated among a
limited number of large customers in the foresemé&liture. We believe that our financial resultd @é@pend in significant part on our success
in establishing and maintaining relationships withg effecting substantial sales to, these potent&tomers. Even if we establish these
relationships, our financial results will be larngelependent on these customers' sales and busasests.

The markets in which we compete are cyclical in nate, and any future downturn could adversely affecour business.

The markets in which we compete and in Whiar customers operate have been cyclical andrencterized by wide fluctuations in
product supply and demand. These markets haveierped significant downturns, often connected within anticipation of, maturing
product cycles, reductions in technology spendimdj@eclines in general economic conditions. Thesentlirns have been characterized by
diminished product demand, production overcapahityh inventory levels and the erosion of averagkng prices. As a result, our sales will
likely decline during these periods. In additidnive are unable to control our expenses adequitedsponse to reduced net sales, our results
of operations would be negatively impacted.

We are subject to risks relating to product concenttion and lack of market diversification.

In fiscal 2005 and the first nine monthdis€al 2006, we generated 51% and 83%, respegtioébur net sales from sales of our high
performance memory subsystems for use in the server




market. We expect these memory subsystems to emntinaccount for most of our net sales in the texan. Continued market acceptance of
these products for use in servers is critical tosuecess. If the demand for servers deterioratégtee demand for our products to be
incorporated in servers declines, our operatingltesvould be adversely affected, and we woulddvedd to diversify our product portfolio
and our target markets. We may not be able to aetitgs diversification, and our inability to do s@y adversely affect our business.

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

We have incurred net losses each year $iceception of our business. Our cumulativelogtes were $21.4 million and $18.3 million
as of December 31, 2005 and September 30, 20Q&atbgely. We may not be able to attain profitabibn a quarterly or annual basis in the
future.

We use a small number of DRAM IC suppliers and areubject to risks of disruption in the supply of DRAM ICs.

Our ability to fill customer orders is dekent on a sufficient supply of DRAM ICs, which ame essential component of our memory
subsystems. There is a relatively small numbeuppbers of DRAM ICs, and we purchase from onhubset of these suppliers. We have no
long-term DRAM supply contracts. Our dependenca emall number of these suppliers and our lackgfguaranteed sources of DRAM
supply expose us to several risks, including tlability to obtain an adequate supply of DRAM ICsH¢e increases, delivery delays and poor

quality.

From time to time, shortages in DRAM ICydaequired some suppliers to limit the supplyhafit DRAM ICs. As a result, we may be
unable to obtain the DRAM ICs necessary to filltonsers' orders for our products in a timely manifexe are unable to obtain a sufficient
supply of DRAM ICs to meet our customers' requiretagthese customers may reduce future ordersufoproducts or not purchase our
products at all, which would cause our net saletetdine and harm our operating results. In addjtour reputation could be harmed, we may
not be able to replace any lost business with nestomers, and we may lose market share to our ditorge

Our customers qualify the DRAM ICs of oupgliers for use in their systems. If one of oysiers should experience quality control
problems, it may be disqualified by one or mor@wf customers. This would disrupt our supplies BfAM ICs and reduce the number of
suppliers available to us, and may require thatjuadify a new supplier.

The price of DRAM ICs is volatile, and excess inveary of DRAM ICs, other components, and finished poducts could adversely affec
our gross margin.

The prices of our products are adjusteibgarally based largely on the market price of DRAGA, which constituted more than 82%
and 74% of the total cost of our memory subsystsoit during fiscal 2005 and the first nine monthfiszal 2006, respectively. Once our
prices with a customer are negotiated, we are gémemable to revise pricing with that custometiluour next regularly scheduled price
adjustment. Consequently, we are exposed to tke associated with the volatility of the price dRBM ICs during that period. If the market
price for DRAM ICs increases, we generally canrasspthis price increase on to our customers fatymts purchased under an existing
purchase order. As a result, our cost of salesddoglease and our gross margins could declineradtively, if there is a decline in the price
of DRAM ICs, we will need to reduce our sellingqas for subsequent purchase orders, which mayt iesudecline in our expected net
sales.

Customer demand for our products, and BRAM ICs, can be difficult to estimate because wendt have long-term commitments
from our customers, and our customers may canadtf@r purchase orders for any reason. If we otierate customer demand, we will have
excess




inventory of DRAM ICs. If there is a subsequentlohecin the price of DRAM ICs, the value of our emntory will fall. As a result, we may
need to write-down the value of our DRAM IC invenytowhich may result in a significant decreasetin gross margin and financial
condition. If we underestimate customer demandwillenot have sufficient inventory of DRAM ICs toanufacture our products. This will
lead to delays in the delivery of our products,ahhtould cause order cancellations, the loss dbousrs and a decrease in our net sales.

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

We use consumables and other componeutading PCBs, to manufacture our memory subsyst&essometimes procure PCBs and
other components from single or limited sourcesmke advantage of volume pricing discounts. Makstiartages or transportation problems
could interrupt the manufacture of our productsrfriime to time in the future. These delays in mantifring could adversely affect our
results of operations.

Frequent technology changes and the inttimlu of next-generation products also may resuthe obsolescence of other items of
inventory, such as our custom-built PCBs, whichldeaduce our gross margin and adversely affecbperating performance and financial
condition. We may not be able to sell some proddetsloped for one customer to another customexusecour products are often designed
to address specific customer requirements, ane iiing able to sell these products our margin oh prtmducts may be reduced.

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

Our industry is characterized by intensmetition, rapid technological change, evolvingusitily standards and rapid product
obsolescence. Evolving industry standards and tdofital change or new, competitive technologiad@doender our existing products
obsolete. Accordingly, our ability to compete ie tluture will depend in a large part on our abitiyidentify 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 requirementswfcurrent and potential customers;
. identify and adapt to emerging technological treaold evolving industry standards in our markets;
. design and introduce cost-effective, innovative padormancesnhancing features that differentiate our prodfrois those o

our competitors;

. develop relationships with potential suppliers effponents required for these new or enhanced ptgiduc
. qualify these products for use in our customexipcts; and
. develop and maintain effective marketing strategies

Our product development efforts are coatlgl inherently risky. It is difficult to foreseeaitges or developments in technology or
anticipate the adoption of new standards. Moreawaee these things are identified, if at all, wél néed to hire the appropriate technical
personnel, develop the product and identify anuiekte design flaws. As a result, we may not be &bkuccessfully develop new or
enhanced products, or we may experience delaygeiddvelopment and introduction of new or enhampeeducts. Delays in product
development and introduction could
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result in the loss of, or delays in generating,sad¢s and the loss of market share, as well asg&mo our reputation. Even if we develop 1
or enhanced products, they may not meet our custoneguirements or gain market acceptance. Acaglgliwe cannot assure you that our
future product development efforts will result etdevelopment of new or enhanced products oistiwt products will achieve market
acceptance.

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

Our prospective customers generally magigmificant commitment of resources to test anduata our memory subsystems prior to
purchasing our products and integrating them in&irtsystems. This extensive qualification proéesslves rigorous reliability testing and
evaluation of our products, which may continuediarmonths or longer and is often subject to del@salification by a prospective custon
does not ensure any sales to that prospectivernest@ven after successful qualification and safesur products to a customer, changes in
our products, our manufacturing facilities, ourguotion processes or our component suppliers nginea new qualification process, wh
may result in additional delays.

The qualification process is generally bothduct-specific and platform-specific, and agsult, our existing customers sometimes
require us to requalify our products, or to quatifyr new products, for use in new platforms or mapions. For example, as our OEM
customers transition from prior generation doutdtadate, or DDR, to current generation DDR2 DRAfWh#ectures, we must design and
qualify new products for use by those customershdénpast, this process of design and qualificatias taken up to six months to complete,
during which time our net sales to those custordectined significantly. After our products are dfiatl, it can take several months before
customer begins production and we begin to geneetteales. We must devote substantial resourasgding design, engineering, sales,
marketing and management efforts, to qualify omdpcts with prospective customers in anticipatibaades. If we delay or do not succee
qualifying a product with a prospective customeg,will not be able to sell that product to thatgpect, which would harm our operating
results and business.

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

We participate in highly competitive maikednd we expect competition to intensify. Manpof competitors have longer operating
histories, significantly greater resources and nesaegnition, a larger base of customers and leatgarding relationships with customers :
suppliers than we have. As a result, some of thes®etitors are able to devote greater resourcgtdevelopment, promotion and sale of
products and are better positioned than we aneflicence customer acceptance of their products eveproducts. These competitors also
may be able to respond better to new or emergictintdogies or standards and may be able to dgdneetucts with comparable or superior
performance at a lower price. For these reasonsnayenot be able to compete successfully agaiesetcompetitors.

In addition to the competitors describedvady some of our OEM customers have their own ialedlesign groups that may develop
solutions that compete with ours. These designggtiave some advantages over us, including diceetsa to their respective companies'
technical information and technology roadmaps. OEM customers also have substantially greater ressufinancial or otherwise, than we
do, and may have lower cost structures than owss result, they may be able to design and manuracbmpetitive products more
efficiently or inexpensively. If any of these OEMstomers are successful in competing against usades could decline, our margins could
be negatively impacted and we could lose marketstkaay or all of which could harm our business eewilts of operations.
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We expect our competitors to continue tpriove the performance of their current productduce their prices and introduce new or
enhanced technologies that may offer greater pagioce and improved pricing. If we are unable tocimar exceed the improvements made
by our competitors, our market position would detette and our net sales would decline. In addjtar competitors may develop future
generations and enhancements of their productsithgtrender our technologies obsolete or unconipetit

We also expect to face competition from rmed emerging companies that may enter our existirigture markets. These potential
competitors may have similar or alternative prodwetiich may be less costly or provide additionatdiees.

The establishment and ongoing operation of our plamed manufacturing facility in China could expose ugo new and significant risks.

We are planning to establish a new manufagj facility in China. To prepare this facilitpif operation, we will need to purchase new
equipment, replicate our current manufacturing gsses and hire additional technical personnel diffieulties normally associated with this
complicated process will be compounded by langw@amgcultural differences, as well as the geogragisi@ance from our current facility. O
management has limited experience in creating erseeing foreign operations, and this new facitiy divert substantial amounts of their
time. Further, this new facility may be subjectdotory audits by our customers. We may not be @blegin operations at this new facility
on a timely basis, or at all. Even if this facillilgcomes operational and is qualified by our custsinwe cannot assure you that we will be
able to maintain control over product quality, detly schedules, manufacturing yields and costseamerease our output. We will also have
to manage a local workforce that may subject usttertainties or regulatory policies. Any diffidel in operating this new facility could
cause product delivery delays and harm our opeyadisults.

We currently anticipate that our new mantueng facility in China will become operationalthe first half of fiscal 2007. Although we
are currently planning to establish a manufactufagjity in China, we have not completed our asayand planning, and the establishment
of this new manufacturing facility will require amval by our board of directors. Once this facilgyestablished and becomes operational,
some of our net sales will be denominated in ClariRsnminbi, or Yuan. The Chinese government cantta procedures by which Yuan is
converted into other currencies, and conversioviuzin generally requires government consent. Asalt,eYuan may not be freely
convertible into other currencies at all timegshi Chinese government institutes changes in ccyreonversion procedures, or imposes
restrictions on currency conversion, those actioag negatively impact our operations and could cedwr operating results. In addition,
fluctuations in the exchange rate between Yuanlafd dollars may adversely affect our expensesasults of operations as well as the
value of our assets and liabilities. These fluéturet may also adversely affect the comparabilitpwf period-toperiod results. If we decide
declare dividends and repatriate funds from oun€$e operations, we will be required to comply whida procedures and regulations of
applicable Chinese law. Any changes to these proesdand regulations, or our failure to comply wviftbse procedures and regulations, ¢
prevent us from making dividends and repatriatingdf from our Chinese operations, which could azblgraffect our financial condition. If
we are able to make dividends and repatriate fénots our Chinese operations, these dividends wbaldubject to U.S. corporate income
tax.

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

Our success to date has been highly depéndehe experience, relationships and technicaledge of Chun K. Hong, our President,
Chief Executive Officer and Chairman of the Board,
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Jayesh Bhakta, our Vice President of Engineerind,@hristopher Lopes, our Vice President of Sals believe that our future success will
be dependent on our ability to retain the servidahese key employees, develop their successtace our reliance on them, and properly
manage the transition of their roles should depastoccur.

The loss of these key employees could dibleylevelopment and introduction of, and negatirapact our ability to sell, our products
and otherwise harm our business. We do not havéogmpnt agreements with any of these key emplogées than Mr. Hong. We do not
carry key man life insurance on any of our key eypés.

Our future success also depends on outyetuilattract, retain and motivate highly skilledgineering, manufacturing, other technical
sales personnel. Competition for experienced perdda intense. We may not be successful in attrgetew engineers or other technical
personnel, or in retaining or motivating our exigtpersonnel. If we are unable to hire and retagireers with the skills necessary to keep
pace with the evolving technologies in our markets,ability to continue to provide our current guets and to develop new or enhanced
products will be negatively impacted, which woulttim our business. In addition, the shortage of eegpeed engineers, and other factors,
may lead to increased recruiting, relocation andmensation costs for such engineers, which mayegoar expectations and resources.
These increased costs may make hiring new engidédécsilt, or may reduce our margins.

As of September 30, 2006, 39% of our wartdoconsisted of contract personnel. We investidenable time and expense in training
these contract employees. We may experience higbyar rates in our contract employee workforceictvimay require us to expend
additional resources in the future. If we convert af these contract employees into permanent eyepky we may have to pay finder's fee
the contract agency.

Our lack of a significant backlog of unfilled orders, and the difficulty inherent in forecasting custoner demand, makes it difficult to
forecast our short-term production requirements tomeet that demand.

We do not have long-term purchase agreesneitih our customers. Instead, our customers giy@lace purchase orders no more than
two weeks in advance of their desired delivery datel these purchase orders generally have noltiweor rescheduling penalty
provisions. This fact, combined with the quick tamound times that apply to each order, makedfitdit to forecast our production needs
and allocate production capacity efficiently. Ouogluction expense levels are based in part onaracésts of our customers' future product
requirements and to a large extent are fixed irstiwat term. As a result, we likely will be unaldeadjust spending on a timely basis to
compensate for any unexpected shortfall in thodersr Any significant shortfall of customer ordarselation to our expectations could hurt
our operating results, cash flows and financialdition. Also, any rapid increases in productionuieed by our customers could strain our
resources and reduce our margins. If such a rapr@ase were to occur at any given time, we mahae¢ sufficient short-term
manufacturing capacity to meet our customers' imatedlemands.

We attempt to forecast the demand for tR&AB ICs and other components needed to manufacur@roducts. Lead times for
components vary significantly and depend on varfaators, such as the specific supplier and theashehand supply for a component at a
given time. If we underestimate customer demariflwe have not provided for sufficient manufactgricapacity, we would not be able to
manufacture a sufficient quantity of our produatd aould forego sales opportunities, lose markatesand damage our customer
relationships.
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If we are unable to manufacture our products effiogntly, our operating results could suffer.

We must continuously review and improve manufacturing processes in an effort to maintatistctory manufacturing yields and
product performance, lower our costs and othervds®in competitive. For example, we began impleingrieadéree soldering technologi
in our manufacturing processes in the second quafrfescal 2005, and "Reduction of Hazardous Sams¢s"” manufacturing processes in the
fourth quarter of fiscal 2005, both of which haweeh fully implemented as of the date of this profyme Implementing process improveme
in the future could negatively impact our manufaiciy yields, which would in turn adversely affectraesults of operations.

As we manufacture more complex products rigk of encountering delays or difficulties ingses. The start-up costs associated with
implementing new manufacturing technologies, mesrentd processes, including the purchase of nevpeguit, and any resulting
manufacturing delays and inefficiencies, could tiegly impact our results of operations.

If we need to add manufacturing capacityexpansion of our existing manufacturing facitityestablishment of a new facility could be
subject to factory audits by our customers. Fongla, our new manufacturing facility in China wikked to be audited and approved by our
key customers. Any delays or unexpected coststimegdfom this audit process could adversely affaat net sales and results of operations.
In addition, we cannot be certain that we will Indeato increase our manufacturing capacity on &liirbasis or meet the standards of any
applicable factory audits.

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

We rely on a combination of patent protmttitrade secret laws and restrictions on disceoguprotect our intellectual property rights.
We have submitted a number of patent applicatieganding our proprietary processes and technolbggy/not certain when or if any of the
claims in the remaining applications will be allalvd o date we have had only four patents issuediriféad to continue filing patent
applications with respect to most of the new preessind technologies that we develop. Howevernpptetection may not be available for
some of these processes or technologies.

It is possible that our efforts to proteat intellectual property rights may not:

. prevent challenges to, or the invalidation or aneention of, our existing intellectual propertyhtg;

. prevent our competitors from independently develgimilar products, duplicating our products asigaing around any
patents that may be issued to us;

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

. prevent disclosure of our trade secrets and know-ochird parties or into the public domain;

. result in valid patents, including internationatgras, from any of our pending or future applicasipor
. otherwise adequately protect our intellectual prgpeghts.

Others may attempt to reverse engineery ooptherwise obtain and use our proprietary tetdgies without our consent. Monitoring
the unauthorized use of our technologies is diffiae cannot be certain that the steps we hawentakll prevent the unauthorized use of our
technologies. This is particularly true in foreigountries, such as China, where we intend to
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establish a new manufacturing facility and wheeeltws may not protect our proprietary rights t® shme extent as applicable U.S. laws.

If some or all of the claims in our patapplications are not allowed, or if any of our Ifgetual property protections are limited in scope
by a court or circumvented by others, we could faceeased competition with regard to our producisteased competition could
significantly harm our business and our operatasults.

We may be involved in costly legal proceedings tcefend against claims that we infringe the intellectal property rights of others or to
enforce or protect our intellectual property rights.

Lawsuits claiming that we are infringindnets' intellectual property rights may be brougfdiast us, and we may have to defend agains
claims of infringement or invalidity. Litigation isherently uncertain, and an adverse outcome culiect us to significant liability for
damages or invalidate our proprietary rights. Ameade outcome also could force us to take speaifions, including causing us to:

. cease selling products that are claimed to benigiing a third party's intellectual property;
. pay royalties on past or future sales;
. seek a license from the third party intellectualgarty owner to use their technology in our produathich license may not be

available on reasonable terms, or at all; or

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

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

We also may find it necessary to litigagaiast others, including our competitors, custonaad former employees, to enforce our
intellectual property and contractual and commeérajhts including, in particular, our trade sesteds well as to challenge the validity and
scope of the proprietary rights of others. We cdaddome subject to counterclaims or countersuaiagus as a result of this litigation.
Moreover, any legal disputes with customers coalase them to cease buying or using our produdglay their purchase of our products
and could substantially damage our relationship wiem.

Any litigation, regardless of its outcomeuld be time consuming and costly to resolve, disar management's time and attention and
negatively impact our results of operations.

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

Although some of the components used infioat products contain the intellectual properfithird parties, we believe that our suppli
bear the sole responsibility to obtain any righitd kcenses to such third party intellectual proypehile we have no knowledge that any
third party licensor disputes our belief, we carsggure you that disputes will not arise in thereit The operation of our business and our
ability to compete successfully depends signifigaoh our
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continued operation without claims of infringemendemands resulting from such claims, includingndeds for payments of money in the
form of, for example, ongoing licensing fees.

If it is determined that we are requiredbtain inbound licenses and we fail to obtainr&es, or if such licenses are not available on
economically feasible terms, our business, opagatsults and financial condition could be sigrifidy harmed.

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

If our products are defectively manufactijreontain defective components or are used inctieéeor malfunctioning systems, we could
be subject to product liability claims and prodrestalls, safety alerts or advisory notices. Whielave product liability insurance coverage,
it may not be adequate to satisfy claims made agam We also may be unable to obtain insurantieeifiuture at satisfactory rates or in
adequate amounts. Product liability claims or pobdacalls, regardless of their ultimate outconueyld have an adverse effect on our
business, financial condition and reputation, amawar ability to attract and retain customers.ddidon, while we may not be contractually
obligated to accept returned products, we may deterthat it is in our best interest to acceptnretun order to maintain good relations with
our customers. Accepting product returns may neglgtimpact our operating results.

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

We will evaluate opportunities to acquiresimesses or technologies that might complementwuent product offerings or enhance our
technical capabilities. We have no experience quaimg other businesses or technologies. Acqoisgtientail a number of risks that could
adversely affect our business and operating resaottuiding:

. difficulties in integrating the operations, techogikes or products of the acquired companies;

. the diversion of management's time and attentiom fithe normal daily operations of the business;

. insufficient increases in net sales to offset insB#l expenses associated with acquisitions orracheompanies;

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

. the overestimation of potential synergies or aydelaealizing those synergies;

. entering markets in which we have no or limitedexignce and in which competitors have stronger etgrsitions; and
. the potential loss of key employees of the acquiadpanies.

Future acquisitions also could cause usdor debt or be subject to contingent liabilitissaddition, acquisitions could cause us to issue
equity securities that could negatively impactdlership percentages of our existing stockholdaughermore, acquisitions may result in
material charges or adverse tax consequencesastibstepreciation, deferred compensation chaiggzocess research and development
charges, the amortization of amounts related terded stock-based compensation expense and idbieifpurchased intangible assets or
impairment of goodwill, any or all of which coul@gatively affect our results of operations.
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If we do not effectively manage our growth, our resurces, systems and controls may be strained androesults of operations may
suffer.

We have expanded, and plan to continugpared, our operations, both domestically and irsttomally. Any future growth may strain
our resources, management information and telecoriwaiion systems, and operational and financiatrotsm To manage our growth
effectively, including our planned development afeav manufacturing facility in China, we must coni to improve and expand our syst
and controls. We may not be able to do this imeely or cost-effective manner, and our currenteaystand controls may not be adequate to
support our future operations. In addition, ouragffs have relatively limited experience in manggirrapidly growing business or a public
company. As a result, they may not be able to pette guidance necessary to continue our growthagmtain our market position. Any
failure to manage our growth or improve or expandeaxisting systems and controls, or unexpectditdifies in doing so, could harm our
business.

Our internal controls over financial reporting may not be effective, and our independent registered folic accounting firm may not be
able to certify as to their effectiveness, which cd have a significant and adverse effect on our tminess.

We plan to evaluate our internal contralsrdinancial reporting to allow management to méjpm, and our independent registered pu
accounting firm to attest to, those internal colstes will be required by Section 404 of the Sadsa@xley Act of 2002 and the rules and
regulations of the Securities and Exchange Comauorissihich we collectively refer to as Section 4UHis will involve system and process
evaluations and testing to comply with the managegrassessment and auditor attestation requireroé®sction 404, which will initially
apply to us for the year ended December 29, 208&cttve internal controls are necessary for uprtmduce reliable financial reports and are
important in our effort to prevent financial fraud.the course of our Section 404 evaluations, \ag identify conditions that may result in
significant deficiencies or material weaknesseswadnay conclude that enhancements, modificatiomhanges to our internal controls are
necessary or desirable. Implementing any such alsntrould divert the attention of our managemeatild involve significant costs, and m
negatively impact our results of operations.

We note that there are inherent limitationghe effectiveness of internal controls, as tteaynot prevent collusion, management ove
or failure of human judgment. If we fail to maintan effective system of internal controls or ifragement or our independent registered
public accounting firm were to discover materialakeesses in our internal controls, we may be unahpeoduce reliable financial reports or
prevent fraud, and it could harm our financial dtind and results of operations, result in a losseestor confidence and negatively impact
our share price.

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

Many of our memory subsystems are spedlificiesigned for our OEM customers' high perfornaagstems. Our business would be
harmed if these high performance systems weredorbe standardized so that DRAM IC manufacturergiogr companies could develop
and manufacture a commodity memory module addrgskmrequirements of some or all of these higlfioperance applications. If DRAM
IC manufacturers or other companies are able teldpwa standardized solution, our future businesg Ioe limited to identifying the next
generation of high performance memory demands dfl @&stomers and developing a solution that addsesseh demands. Until fully
implemented, this next generation of products nanstitute a much smaller market, which may redurenet sales and market share.
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Our failure to comply with environmental laws and regulations could subject us to significant fines ahliabilities or cause us to incur
significant costs.

We are subject to various and frequenthnding U.S. federal, state and local and foreigregumental laws and regulations relating to
the protection of the environment, including thgs&erning the discharge of pollutants into theasid water, the management and disposal of
hazardous substances and wastes, the cleanuptafiinated sites and the maintenance of a safe Vemdpln particular, some of our
manufacturing processes may require us to handlelispose of hazardous materials from time to tiroe.example, in the past our
manufacturing operations have used lead-basedrsoltiee assembly of our products. Today, we uad-feee soldering technologies in our
manufacturing processes, as this is required fmilymts entering the European Union. We could isalnstantial costs, including clean-up
costs, civil or criminal fines or sanctions anddhparty claims for property damage or personairinjas a result of violations of, or
noncompliance with, environmental laws and regafeti These laws and regulations also could reguite incur significant costs to remain
in compliance.

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

Part of our growth strategy involves mak#ades to foreign corporations and delivering aodpcts to facilities located in foreign
countries. To facilitate this process and to mieetiong-term projected demand for our productsameplanning to set up a new
manufacturing facility in China. Selling and maretfaing in foreign countries subjects us to adddiorisks not present with our domestic
operations. We will begin operating in business @glilatory environments in which we have littlenorprevious experience. We will need
to overcome language and cultural barriers to #ffely conduct our operations in these new envirents. In addition, the economies of
China and other countries have been highly volatikle past, resulting in significant fluctuatiandocal currencies and other instabilities.
These instabilities affect a number of our cust@w@erd suppliers in addition to our foreign operatiand continue to exist or may occur a
in the future. International turmoil and the threifuture terrorist attacks, both domestically amernationally, have contributed to an
uncertain political and economic climate, bothha tJ.S. and globally, and have negatively impattedwvorldwide economy. The occurrence
of one or more of these instabilities could advigraéfect our foreign operations and some of owstaemers or suppliers, each of which could
adversely affect our net sales. In addition, oilufa to meet applicable regulatory requirementsw@rcome cultural barriers could result in
production delays and increased turn-around tinvb&h would adversely affect our business.

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

Our current manufacturing facility is loedtin Irvine, California. Due to this geographiacentration, a disruption of our manufacturing
operations, resulting from equipment failure, pofedures, quality control issues, human error,gowent intervention or natural disasters,
including earthquakes, fires or floods, could intpt or interfere with our manufacturing operati@msl consequently harm our business,
financial condition and results of operations. Sdignuptions would cause significant delays in siepts of our products and adversely affect
our operating results.
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Risks Related to This Offering
There has been no prior public market for our comma stock, and an active trading market may not develp.

Prior to this offering, there has been nbliz market for our common stock. The initial pigkdffering price for the shares of our
common stock sold in this offering has been deteechiby negotiation between the representativelseofihderwriters and us. This price may
not reflect the market price of our common stodlofeing this offering. An active trading market magt develop following completion of
this offering or, if it is developed, may not bestined. The lack of an active market may impairryability to sell your shares at the time
wish to sell them or at a price that you consiéaspnable. We cannot assure you that the market wiil equal or exceed the public offering
price of your shares. An inactive market may atspair our ability to raise capital by selling shaie the future and may impair our ability to
acquire complementary companies or technologiassing our shares as consideration.

Our common stock price may fluctuate substantiallyand your investment could suffer a decline in vale.

The market price of our common stock maydiatile and could fluctuate substantially duetoumber of factors, many of which are
beyond our control and some of which are only iecllly related to our business, including:

. actual or anticipated fluctuations in our net salesperating results;

. the failure to meet the expectations of secur#igslysts or investors with respect to our finanpeformance;

. actual or anticipated changes in our growth rate;

. actual or anticipated fluctuations in our compe$itoperating results or changes in their growté;ra

. the sale of our common stock or other securitigaénfuture;

. our ability to raise additional capital;

. the trading volume of our common stock;

. changes in securities analysts' financial estim@tesnd ratings of, us or our competitors oritidustry generally; and

. cf;}arllges in market conditions within our industhg industries of our customers, the financial markad the economy as a
whole.

In addition, the stock market in genera baperienced extreme price and volume fluctuatiomecent years that have often been
unrelated or disproportionate to the operatinggrariince of listed companies. These broad markeitnahugtry factors may materially harm
the market price of our common stock, regardlessuofoperating performance.

If our net sales or operating results tdufe quarters are below our estimates or the astgor expectations of securities analysts and
investors, our stock price could decline. In thetpsecurities class action litigation has oftearblbrought against companies following a
decline in the market price of their securitiescAmology companies have experienced stock pricatilitt that is greater, on average, than
companies in many other industries in recent yaads as a result, have, on average, been subjaareater number of securities class action
claims. If our stock price is volatile, we may baminvolved in this type of litigation in the fumirAny litigation could result in
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substantial costs and a diversion of our managésnattention and resources that are needed tosafattg run our business.

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

Upon completion of this offering, our ex#ea officers, directors and principal stockholdesii beneficially own, in total, approximate
55% of our outstanding common stock. As a resudisé stockholders, acting together, will have thiktyato exert substantial influence over
all matters requiring approval by our stockhold@sluding the election and removal of directord any proposed merger, consolidation or
sale of all or substantially all of our assets atiter corporate transactions. This concentratiarootrol could be disadvantageous to other
stockholders with interests different from thoseof executive officers, directors and principalckholders. For example, our executive
officers, directors and principal stockholders codélay or prevent an acquisition or merger evéhndftransaction would benefit other
stockholders. In addition, this significant coneatibn of share ownership may adversely affectthging price for our common stock
because investors may perceive disadvantages imgwtock in companies with stockholders that h#eeability to exercise significant
control.

Substantial future sales of our common stock may ¢heess our stock price.

After this offering, based on shares oulgiiag as of September 30, 2006, we will have 19 shares of common stock outstanding.
The 6,250,000 shares sold in this offering, or 7,380 shares if the underwriters' over-allotmerttaopis exercised in full, will be freely
tradable without restriction or further registrationder federal securities laws unless purchasexibgffiliates. Based on shares outstanding
as of September 30, 2006, outstanding shares afammon stock will be available for sale in the lpumarket after this offering, subject to
the current information, manner of sale and voluestrictions of Rule 144 and Rule 701, as follows:

Date Number of Shares Comment

On the date of this prospectus — Shares not locked up and eligible
for sale under Rule 14

90 days after the date of this prospectus 24,197 Shares not locked up and eligible
for resale under Rule 144 and
Rule 701

180 days after the date of this prospectus 13,270,000 Lock-up released; shares eligible
for sale under Rule 144 and Rule
701

The above table assumes the effectiverfabe dock-up agreements under which holders ofammmon stock have agreed not to sell or
otherwise dispose of their shares of common stblek.underwriters may, in their sole discretion ahdny time without notice, release all or
any portion of the securities subject to such lopkagreements. In addition, as soon as practiedtd#ethe completion of this offering, we
intend to file one or more registration statemem$-orm S-8 under the Securities Act covering 5,080 shares of our common stock
issuable under our Amended and Restated 2000 Elqaigyntive Plan and 5,500,000 shares of our comstaek issuable under our 2006
Equity Incentive Plan. See "Management—EmployeecBeRlans" for a description of these plans. Shaegistered under that registration
statement will be available for sale in the opemk®& subject to the contractual lock-up agreemdasxribed in "Shares Eligible for Future
Sale—Lock-up Agreements."
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We may need to raise additional funds in the futuravhich may not be available on acceptable terms @t all.

Our future capital requirements are undead will depend on many factors, including:

. market acceptance of, and demand for, our products;

. the costs of developing new products, designsahmiglogies;

. the costs of establishing new, or expanding oustigrg, manufacturing facilities;
. the number and timing of acquisitions; and

. the costs associated with the growth of our businiéany.

If the proceeds from this offering togetheth our existing sources of cash and cash flosesnat sufficient to fund our activities, we
may need to raise additional capital, which maybeotivailable on favorable terms, or at all. Furtiare, if we issue equity or convertible
debt securities to raise additional funds, ourtegsstockholders may experience dilution, andrtée equity or debt securities may have
rights, preferences and privileges senior to tludsmur existing stockholders. If we incur additibdabt, it may increase our leverage relative
to our earnings or to our equity capitalizationwd cannot raise additional capital on acceptabimg, we may not be able to develop or
enhance our products and technologies, executeusimess plan, take advantage of future opporasitir respond to competitive pressures
or unanticipated customer requirements.

You will experience immediate and substantial dilubn in the net tangible book value of the shares yopurchase in this offering.

The initial public offering price of our gomon stock is expected to exceed substantiallpéhéangible book value per share of our
common stock immediately after this offering. THere, based on an initial public offering price®.00 per share, if you purchase our
common stock in this offering, you will suffer anmediate dilution of $4.56 per share. If outstagdiptions and warrants to purchase our
common stock are exercised, you will experiencatmal dilution.

Our management team may invest or spend the net pceeds of this offering in ways with which you may ot agree or in ways that ma
not yield an acceptable return.

We currently intend to use the net procéedse general manner set forth in "Use of Proséedit this time, however, we cannot state
with certainty how we will use the net proceedshid offering or our existing cash balance withpesst to specific expenditures. Accordingly,
our management will have considerable discretiahénapplication of the net proceeds, and younatlhave the opportunity to assess
whether the proceeds are being used appropridteé/net proceeds may be used for corporate purploaedo not increase our operating
results or market value.

We will incur increased costs as a result of being public company.

As a public company, we will incur signditt legal, accounting and other expenses that dvadatiincur as a private company. In
addition, the Sarbanes-Oxley Act of 2002, as welhew rules subsequently implemented by the Séxsiehd Exchange Commission and
Nasdag, have required changes in corporate govegrmactices of public companies. We expect theserales and regulations to increi
our legal and financial compliance costs and toersakme activities more time-consuming and costly.example, we intend to create board
committees and adopt additional policies regarditgrnal controls and disclosure controls and pdaces. In addition, we will incur
additional costs associated with our public compapprting requirements. It may
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become more expensive for us to maintain direatdrafficer liability insurance and we may be reqdito accept reduced policy limits and
coverage or incur substantially higher costs tainbthe same or similar coverage. As a resultay fme more difficult for us to attract and
retain qualified persons to serve on our boardrefctbrs or as executive officers.

Anti-takeover provisions under our charter documens and Delaware law could delay or prevent a chang# control and could also
limit the market price of our stock.

Our certificate of incorporation, as ameahdnd our bylaws, as amended, contain provisiwaisdould delay or prevent a change of
control of our company or changes in our boardiators that our stockholders might consider fabe. In addition, these provisions could
limit the price that investors would be willing pay in the future for shares of our common stodie following are examples of provisions
which are included in our certificate of incorpdoatand bylaws, each as amended:

. our board of directors will be authorized, withguior stockholder approval, to designate and iggeéerred stock, commonly
referred to as "blank check" preferred stock, wiifnts senior to those of our common stock;

. stockholder action by written consent will be piuted;

. nominations for election to our board of directansl the submission of matters to be acted upondokisolders at a meeting
will be subject to advance notice requirements; and

. our board of directors will be expressly authorireanake, alter or repeal our bylaws.

In addition, we are governed by the prarisiof Section 203 of the Delaware General Corpdratv, which may prohibit certain
business combinations with stockholders owning tE%nore of our outstanding voting stock. These athér provisions in our certificate of
incorporation and bylaws, each as amended, anclainre law could make it more difficult for stocktters or potential acquirors to obtain
control of our board of directors or initiate actiothat are opposed by the then-current boardrettdirs, including delaying or impeding a
merger, tender offer, or proxy contest or othemggeof control transaction involving our companywyAdelay or prevention of a change of
control transaction or changes in our board ofatiimes could prevent the consummation of a transadti which our stockholders could
receive a substantial premium over the then-cumaarket price for their shares.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-lookirgtestnents. These statements relate to future eweots future financial performance. All
statements in this prospectus other than stateroéhistorical fact, including statements regardinmire events, our future financial
performance, business strategy and plans and dlgieaf management for future operations, are favw@oking statements.

In some cases, you can identify forwkroking statements by terminology including "amftes," "believes," "can," "continue," "coul
"estimates," "expects," "intends," "may," "mightifiust,” "plans," "potential," "predicts," "shouldWill" or "would," or the negative of these
terms or other comparable terminology. Forward-loglstatements used in this prospectus addressstepch as, among other things:

. our business strategy;

. our development of new products;

. our anticipated growth strategies;

. anticipated trends in our business, trends in thekat for memory subsystems and trends in the aopf new technologies;

. competition and competitive factors or trends ia themory market;

. uncertainty regarding our future operating resiftsluding our projected net sales, financial ressudash flows, pricing, and
similar items;

. our intended use of proceeds;

. our ability to continue to control costs and maimiguality;

. anticipated changes in our expenses over futuiegser

. the protection or acquisition of, investment inJegal proceedings regarding, our intellectual prog

. our intention to establish a manufacturing faciiityChina; and

. the plans, objectives, expectations and intentixpsessed in this prospectus that are not histdeces.

These statements are only predictions. #dauents or results may differ materially. In exing these statements, you should
specifically consider various factors, including tiisks described in this prospectus under "Riskdfa." We cannot guarantee future results,
levels of activity, performance or achievements. Widertake no obligation to publicly update or sevany forward-looking statements,
whether as a result of new information, future ésvem otherwise.
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USE OF PROCEEDS

The net proceeds we will receive from thffering will be approximately $39.1 million, aftdeducting underwriting discounts and
commissions and estimated offering costs. If ther@llotment option is exercised in full, the sdlistockholders will receive approximately
$6.1 million in net proceeds at an initial publitesing price of $7.00 per share. We will not reeeany proceeds from the sale of shares by
the selling stockholders other than proceeds froynsales made by Paik Ki Hong in an amount sufficie pay in full his existing note
payable to us. For more information regarding titte and its repayment, see "Certain RelationsmpisRelated Transactions."

The principal purposes of this offering Byebtain additional capital, to establish a puibhiarket for our common stock and to facilitate
our future access to public capital markets. Weridtto use the net proceeds of this offering devist

. approximately $6.0 million to establish a manufaciy facility in China;

. approximately $5.0 million to reduce our outstagdirrowings under our revolving line of credit;

. $1.8 million to repay outstanding indebtednessgsired under our term loan agreement; and

. the remainder for general corporate purposes, dmdufunding our working capital requirements, eesing research and

development activities and sales and marketinguress to enter new markets, and acquiring compléamngbusinesses,
products or technologies.

Our term loan and revolving line of creelitch have an interest rate of prime plus one-tetfgmt. Our term loan has a maturity date of
the earlier of July 2008 or the completion of thifering. Our revolving line of credit has a matyrilate of July 2008. We have used the
proceeds to date under our term loan to repay $980n outstanding principal amount, plus accruedrest, on our convertible promissory
notes issued in December 2005.

We are in the preliminary stages of essalitig a manufacturing facility in China and canestimate with certainty the expenditures that
will be required to develop this facility. We cunty believe that we may spend up to $6 milliordevelop this facility over the next
12 months. We may also use a portion of the netgads to us to fund possible investments in, oniaitigpns of, complementary businesses,
products or technologies or to establish joint uezg. We have no current agreements or commitrmétitgespect to any investment,
acquisition or joint venture, and we currently acé engaged in negotiations with respect to angstment, acquisition or joint venture.

Other than amounts to be used to pay offieiées and expenses, the amount and timing of wéaipend for the intended uses of
proceeds above may vary significantly and will depen a number of factors, including our future saes and cash generated by operations
and the other factors described in this prospaatder "Risk Factors." We will have broad discretioithe way that we use the net proceeds
of this offering. Pending their ultimate use, wteimd to invest the net proceeds to us from thisroff) in short-term, interest-bearing,
investment grade securities.

DIVIDEND POLICY

We have never declared or paid cash didg@m our capital stock. Our current credit fagifitohibits the payment of cash dividends.
Accordingly, we do not anticipate declaring or paycash dividends on our capital stock in the feeable future. Any payments of cash
dividends will be at the discretion of our boarddafctors, and will depend upon our results ofrafiens, earnings, capital requirements,
legal and contractual restrictions, and other factizemed relevant by our board of directors.
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CAPITALIZATION
The following table sets forth our cash aadh equivalents and capitalization as of Septe®he2006, on:

. an actual basis;

. a pro forma basis to reflect the conversion of $ifllion of our convertible notes and all of ownwertible preferred stock
into shares of common stock, each of which willlocautomatically immediately prior to the completiof this offering; and

. a pro forma as adjusted basis to give effect teippof the estimated net proceeds from the saleshin this offering of
6,250,000 shares of our common stock at an imptiglic offering price of $7.00 per share, after wgithg underwriting
discounts and commissions and estimated offeripgrses payable by us and the amount of indebtedegsised by our term
loan agreement to be repaid from the proceedsobffering.

You should read the following table in aamjtion with "Management's Discussion and Analg$iBinancial Condition and Results of
Operations" and our audited and unaudited congelidinancial statements and the related notesdecl elsewhere in this prospectus.

September 30, 2006

Pro Forma
Actual Pro Forma as Adjusted
(in thousands)
Cash and cash equivalel $ 1,001 $ 1,001 $ 38,28:

Debt:
Notes payable to othe $ 52¢ $ 52¢ $ 52¢
Obligations under capital lea 1,06¢ 1,06¢ 1,06¢
Convertible notes payab 1,75(C — —
Term loan 1,83 1,83: —
Total debt 5,181 3,431 1,59¢

Stockholders' equity
Series A convertible preferred stock, $2.00 paneal,000,000
shares authorized, issued and outstanding, actoahares issued ¢
outstanding, pro forma and pro forma as adju 2,00( — —
Common stock, $0.001 par value; 16,000,000 shartorzed;
11,244,197 shares issued and outstanding, ac®294,197 shares
issued and outstanding, pro forma; 19,544,197 shaseed and

outstanding, pro forma as adjus 11 13 20
Additional paic-in capital 23,13( 26,87¢ 65,98¢
Note receivable from stockhold (23 (23 (23
Accumulated defici (18,30¢6) (18,30¢6) (18,306
Total stockholders' equi 6,81z 8,56% 47,67¢
Total capitalizatior $ 11,99 $ 11,99 $ 49,27:

The table above excludes the following shaeach as of September 30, 2006:

. 397,500 shares issuable upon the exercise of wanath a weighted-average exercise price of $p&5share;
. 3,244,500 shares issuable upon the exercise afraptvith a weighted-average exercise price of $perishare; and
. 382,166 shares available for future grant or issaamder our Amended and Restated 2000 Equity fiveeRlan.
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DILUTION

Our historical net tangible book value &September 30, 2006 was approximately $6.8 millmr$0.61 per share of common stock.
Historical net tangible book value per share regmessthe amount of our total tangible assets lessotal liabilities, divided by 11,244,197
shares of common stock outstanding as of SepteBthe&2006.

Our pro forma net tangible book value aSeptember 30, 2006 was approximately $8.6 milloor$0.64 per share of common stock.
Pro forma net tangible book value per share reptegshe amount of our total tangible assets lessatal liabilities, divided by 13,294,197
shares of common stock outstanding on a pro foras#stas of September 30, 2006. These pro forma ensméflect the conversion of
$1.75 million of our convertible notes and all afr@onvertible preferred stock into shares of mmmon stock.

Dilution in pro forma net tangible book walper share to new investors represents the gifferbetween the amount per share paid by
purchasers of shares of common stock in this affeaind the pro forma as adjusted net tangible bahle per share of common stock
immediately after the completion of this offerirfgter giving effect to our sale of 6,250,000 shasésommon stock in this offering at an
initial public offering price of $7.00 per shardtes deducting the underwriting discount and estedaffering expenses payable by us, our
adjusted pro forma net tangible book value as pt&8aber 30, 2006 would have been $47.7 millior$244 per share of common stock. 1
amount represents an immediate increase of $1186hpee in our pro forma net tangible book valtialdo represents an immediate dilution
to new investors of $4.56 per share. The followdge illustrates this per share dilution:

Initial public offering price per sha $ 7.0C
Historical net tangible book value per share aSegtember 30, 20( $ 0.61
Increase in historical net tangible book value gf&are as of September 30, 2006
attributable to the automatic conversion of ourstartiding convertible notes into
1,050,000 shares of common st 0.0¢
Decrease in historical net tangible book valuegbare as of September 30, 2006
attributable to the automatic conversion of ounastible preferred stock into 1,000,00

shares of common stor (0.06)

Increase per share attributable to the offe 1.8C
Pro forma as adjusted net tangible book value Ip@resafter the offerin 2.44
Dilution per share to new investc $ 4.5¢
|

The following table summarizes, on a pnorfa basis as of September 30, 2006, the differdpetsgeen the number of shares of comi
stock purchased from us, the aggregate cash coasatepaid to us, and the average price per gbaiteby our existing stockholders and by
new investors purchasing shares of common stock tre in this offering. These pro forma numbersefthe automatic conversion of
$1.75 million of our outstanding convertible notesl all of our convertible preferred stock into ecoam stock. The calculation below is ba
on an
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initial public offering price of $7.00 per sharefbre deducting the underwriting discount and estid offering expenses payable by us:

Shares Purchased Total Consideration
Average
Price Per
Number Percent Amount Percent Share
Existing stockholder 13,294,19 68.(% $ 4,426,28! 9.2% $ 0.3
New investors 6,250,00! 32.(% 43,750,00 90.8% 7.0C
Tzl 19,544,19 100.(% $ 48,176,28 10C%

This discussion and table assume no exeofiany stock options or warrants outstandingf &eptember 30, 2006. As of September 30,
2006, there were outstanding options issued unatestock option plan to purchase a total of 3,2d@,8hares of common stock with a
weighted-average exercise price of $3.11 per shredevarrants to purchase a total of 397,500 slwiresmmon stock with a weighted-
average exercise price of $1.35 per share. Toxtemethat any of these options or warrants arecésexd, there will be less dilution to new
investors. If all of these options and warrantsexercised, the percentage of shares sold by tissioffering compared to the total number of
shares outstanding would decrease from 32.0% @2 the percentage of consideration paid by investous in this offering compared to
the total consideration paid by all investors wodddrease from 90.8% to 74.4% and the dilutiorspare to new investors would decrease
from $4.56 per share to $4.49 per share.
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SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial datdosth below should be read in conjunction withdivagement's Discussion and Analysis of
Financial Condition and Results of Operations" andaudited and unaudited consolidated financékstents and the related notes appe
elsewhere in this prospectus.

The selected consolidated financial datdosth below are derived from our consolidatedafinial statements. The consolidated
statement of operations data for the years endedreer 27, 2003, January 1, 2005 and Decembel0Bb, 2nd the consolidated balance
sheet data as of January 1, 2005 and Decembef@8, @re derived from our audited consolidatedrioia statements included elsewhere in
this prospectus. The consolidated statement ofatipers data for the years ended December 31, 2002@02, and the consolidated balance
sheet data as of December 31, 2001 and Decemb260@2 ,are derived from our audited consolidatedrfaial statements not included in this
prospectus. The consolidated statement of operatiata for the nine month periods ended Octob2005 and September 30, 2006, and the
consolidated balance sheet data as of Septemb2036, are derived from our unaudited consolidéitexhcial statements included elsewh
in this prospectus.

Year Ended Nine Months Ended
December 31, December 31, December 27, January 1, December 31, October 1, September 30,
2001 2002 2003 2005 2005 2005 2006

(in thousands, except per share data)

Consolidated Statement of
Operations Data:

Net sales $ 2,66( $ 13,99¢ $ 100,37 $ 143,65¢ $ 79,85¢ $ 56,55: $ 109,43
Cost of sales(1 3,03t 12,143 86,10 133,50: 73,89: 52,48; 93,97:
Gross profit (loss) (379 1,847 14,26¢ 10,15¢ 5,96¢ 4,07¢ 15,46¢

Operating expenses:
Research and

development(1 22C 491 11,75¢ 3,77( 2,961 2,497 2,38¢
Selling, general and
administrative(1) 84z 1,652 15,21¢ 6,31¢ 5,06z 3,694 6,49¢

Total operating

expenses 1,06: 2,14: 26,971 10,08 8,02: 6,181 8,88:
Operating income (los: (1,437%) (29€) (12,709 72 (2,059 (2,117 6,58¢
Other expense, net (154) (290 (879 (1,38€) (1,200 (737) (1,59¢)

Income (loss) before
provision (benefit) for incom

taxes (1,597) (586) (13,589) (1,319 (3,259 (2,859 4,99(
Provision (benefit) for incorr

taxes (632) 46 2,317 (340) (912) (811) 1,89¢
Net income (loss $ (959) $ (632) $ (15,909 $ 974 $ (2,349 $ (2,049 $ 3,094

Net income (loss) pe

common share
Basic $ 0.1) $ (0.07) $ (1.62) $ (0.09 $ 0.229) $ 0.17) $ 0.2¢
Diluted $ 0.1) $ 0.07) $ (1.62) $ 0.09 $ 0.229) $ 0.17) $ 0.21

Weighted-average common
shares outstanding:

Basic 8,84( 9,20( 9,831 10,67 10,67 10,67 11,07
Diluted 8,84( 9,20( 9,831 10,67: 10,67: 10,67: 15,24¢
1) Amounts include stock-based compensation expenslaws:
Year Ended Nine Months Ended
December 31, December 31, December 27, January 1, December 31, October 1, September 30,
2001 2002 2003 2005 2005 2005 2006
Cost of sales $ — $ — $ 69 $ 29 $ 56 $ 23 $ 60

Research and development — 371 9,73: 80 (52) (37) 71



Selling, general and
administrative 87 424 10,87z 141 (65) (G 31€
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December 31, December 31, December 27, January 1, December 31, September 30,
2001 2002 2003 2005 2005 2006

(in thousands)

Consolidated Balance Sheet

Data:

Cash and cash equivalents $ 59 $ 91 $ 1,907 $ 75¢ 3 95z $ 1,001
Total assets 4,287 9,12¢ 22,40« 22,11( 25,84 42,58!
Total debt(1] 3,037 3,77¢ 3,46¢ 9,37¢ 13,92: 16,35:
Stockholders' equity 621 754 5,981 5,261 2,85t 6,812
1) Amounts include outstanding revolving line of ctdufilance as of each respective date.

Effective January 1, 2003, the Company gkdrits fiscal year from a calendar year to a 5288k fiscal year ending on the Saturday
closest to December 31. The 2003, 2004 and 20064l figars ended on December 27, 2003, January0h, &t December 31, 2005,
respectively, and consisted of 52 weeks.

29




MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our firahcondition and results of operations should kad in conjunction with "Selected
Consolidated Financial Data" and our audited anchudited consolidated financial statements and tiated notes included elsewhere in
this prospectus. In addition to historical consalield financial information, the following discussiand analysis contains forward-looking
statements that involve risks, uncertainties, estiisiand assumptions. Our actual results coul@diffaterially from those anticipated by
these forward-looking statements as a result ofynfaators, including those discussed in this proesgpeunder "Risk Factors" and elsewhere
in this prospectus.

Overview

We design, manufacture and sell high peréarce memory subsystems for the server, high padiece computing and communications
markets. Our memory subsystems consist of DRAMa@$ other components assembled on a PCB. We engidigeur OEM customers
from the earliest stages of new product definitiwhich provides us unique insight into their fdhge of system architecture and performi
requirements. This close collaboration has alsmnedtl us to develop a significant level of systewzeetise. We leverage a portfolio of
proprietary technologies and design techniquedudlireg efficient planar design, alternative packagiechniques and custom semiconductor
logic, to deliver memory subsystems with high meybensity, small form factor, high signal integriattractive thermal characteristics and
low cost per bit.

Due to their importance to overall systechdecture and performance, our products must igudiengthy qualification reviews by our
OEM customers, which may last up to six monthsaddition, in order to penetrate large OEMs, we hgpeally been required to
demonstrate our ability to meet strict standardgt@lity, customer service and turnaround timéitsy supplying less complex products into
a limited range of high volume applications. Foamyple, the initial products we sold to IBM were dig® mobile computing applications. T
majority of our sales of subsequent products to Iige been for high-end server applications, oungmy market focus. Consistent with the
concentrated nature of the OEM customer base itanget markets, a small number of large customave historically accounted for a
significant portion of our net sales. Dell, IBM ahdnovo represented 35%, 20% and 13%, respectigélyyr net sales in fiscal 2005, and
36%, 41% and 2%, respectively, of our net salglarfirst nine months of fiscal 2006. The declinesales to Lenovo was due to our sales
emphasis on high-end server applications. We expatDell and IBM will continue to represent arsfigcant percentage of our net sales for
at least the next 12 months.

We commenced operations in September 2080rétially focused on memory subsystems for #ledommunications markets.
Beginning in the second quarter of 2001, we shiftedfocus to the server and high performance coimpmarkets, due in large part to the
telecommunications market downturn. In 2002, weabse a qualified supplier for RLX Technologies, Jrecblade server manufacturer. One
of the products we initially developed for RLX, qumoprietary 2-inch form factor, 1-gigabyte memsgbsystem, led to the development of a
range of additional memory subsystems.

We began qualifying our 2-inch form factbigigabyte memory subsystem with Dell in the secamakigr of 2002 and started shippin
to Dell in the fourth quarter of 2002. Our sale®l continued to increase throughout fiscal 2668 the first three quarters of fiscal 2004
we began to ship more of our memory subsystemdagar number of Dell facilities in the U.S., Epsoand Asia. During this time, we also
qualified new products with other leading servet high performance computing OEMs. Beginning infthath quarter of fiscal 2004, issu
associated with the transition from DDR to DDR2 DRArchitectures, including the requirement for n€wv
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packaging, assembly and handling techniques, esbinta significant decrease in our sales to Dellesponse to this revenue decline, we
carried out two workforce reductions in fiscal 20d05educe expenses and preserve cash. Our sddedl feegan to recover in the fourth
quarter of fiscal 2005. Also during fiscal 20051 sales to IBM and Lenovo began to increase sicanifly.

Our sales to IBM continued to grow sigrafitly in the first nine months of fiscal 2006, a@nivby high demand for IBM's line of blade
servers that incorporates our proprietary very poafile memory subsystem. Sales to Dell also grgwiicantly as our DDR2 products beg
to ship in volume. In addition, we began shipméatsther leading OEMs, including Gateway and Hetwleackard. We have several new
products in various stages of qualification thataméicipate will be incorporated into additionahffbrms currently in development at our
customers.

Key Business Metrics

The following describes certain line iteilm®ur statements of operations that are impottamanagement's assessment of our financial
performance:

Net Sales. Net sales consist primarily of sales of ouhhpgrformance memory subsystems, net of a provisioastimated returns
under our right of return policies, which rangeto80 days. We generally do not have long-termssaigeements with our customers.
Although OEM customers typically provide us withnabinding forecasts of future product demand opeicHic periods of time, they
generally place purchase orders with us approximat® weeks in advance of scheduled delivery.iSglprices are typically negotiated
monthly, based on competitive market conditions tliedcurrent price of DRAM ICs. Purchase ordersegalty have no cancellation or
rescheduling penalty provisions. We often shipmaducts to our customers' international manufaogusites. All of our sales to date,
however, are denominated in U.S. dollars. We adficegcess component inventory of DRAM ICs to disttors and other users of memory
ICs. These sales accounted for 24% and 9% of dwsates in fiscal 2005 and the first nine monthfisafal 2006, respectively. We expect that
component inventory sales will decrease as a p&xrgerof net sales in future periods as we diveifiycustomer base and therefore are able
to use components in a wider range of memory stds\s

Cost of Sales. Our cost of sales includes the cost of materiaknufacturing costs, depreciation and amortinaif equipment,
inventory valuation provisions, and occupancy casis other allocated fixed costs. The DRAM ICs ipooated into our products constitui
significant portion of our cost of sales, and tbus cost of sales will fluctuate based on the curpeice of DRAM ICs. We attempt to pass
through such DRAM IC cost fluctuations to our cuséss by frequently renegotiating pricing prior e {placement of their purchase orders.
To the extent we are successful, a large majofityuo product cost is variable, and thus our céstates and gross margin percentages may
not be significantly impacted by changes in satdame. However, the sales prices of our memoryysibms can also fluctuate due to
competitive situations unrelated to the pricind®AM ICs, which will affect gross margins. The gsasargin on our sales of excess
component DRAM IC inventory is much lower than grtess margin on our sales of our memory subsystama.result, a decrease in
DRAM IC inventory sales as a percentage of our @Veales would result in an improved overall groeggin. We assess the valuation of
inventories on a monthly basis and record a promisd cost of sales as necessary to reduce investorthe lower of cost or market value.

Research and DevelopmentResearch and development expense consistsrjtyimiaemployee and independent contractor
compensation and related costs, stock-based commmscomputer-aided design software licensesyeete design development costs,
patentrelated fees, depreciation or rental of evaluagiqnipment, and occupancy and other allocated omdrbests. Also included in resea
and development expense are the costs of matedadwerhead related to the production of engingesamples of new products under
development or products used
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solely in the research and development processc@iomers typically do not separately compensaferudesign and engineering work
involved in developing application-specific produédr them. All research and development costeapensed as incurred. As we continue to
develop additional proprietary technologies, wecipdite that research and development expendititemcrease.

Selling, General and Administrative.Selling, general and administrative expensesiso primarily of employee salaries and related
costs, stock-based compensation, independentrsglieEssentative commissions, professional servaresnotional and other selling and
marketing expenses, and occupancy and other adcaterhead costs. A significant portion of ouliisglefforts is directed at building
relationships with OEMs and working through theduret approval and qualification process with th@imerefore, the cost of material and
overhead related to products manufactured for ficetiion is included in selling expenses. As wetoare to service existing and penetrate
new OEM customers, we anticipate that our saleswantteting expenses will increase. We also antieifzat our general and administrative
expenses will increase as a percentage of netasie incur accounting and legal expenses asedaidgth our ongoing public reporting
obligations and compliance with the requirementthefSarbanes-Oxley Act of 2002.

Provision (Benefit) for Income TaxesOur income tax provision (benefit) is basedimnstatutory federal tax rate of 35% and is
typically impacted by state taxes and other permeadiéferences, the largest of which relates toahwrtization of deferred stock-based
compensation expense.

Critical Accounting Policies

The preparation of our consolidated finahstatements in conformity with accounting prinegpgenerally accepted in the U.S. requires
us to make estimates and assumptions that affecetforted amounts of assets and liabilities asdaiures of contingent assets and
liabilities at the date of the consolidated finahstatements and the reported amounts of net aatkexpenses during the reporting perioc
their nature, these estimates and assumptionsibjecs to an inherent degree of uncertainty. We lmag estimates on our historical
experience, knowledge of current conditions andbaliefs of what could occur in the future considgravailable information. We review ¢
estimates on an on-going basis. Actual results difésr from these estimates, which may result irtenial adverse effects on our operating
results and financial position. We believe thedwiing critical accounting policies involve our maignificant assumptions and estimates
used in the preparation of our consolidated finamstatements:

Revenue Recognition.We recognize revenues in accordance with ticer@es and Exchange Commission's Staff AccounBafietin
("SAB") No. 104,Revenue Recognitiornder the provisions of SAB No. 104, we recogmeaeenues when there is persuasive evidence
arrangement, product delivery and acceptance hese@d, the sales price is fixed or determinaduhe collectibility of the resulting
receivable is reasonably assured.

For all sales, we use a binding purchaderaas evidence of an arrangement. Delivery ooshe goods are shipped for customers with
FOB Shipping Point terms and upon receipt for ausics with FOB Destination terms, at which timeetgind risk of loss transfer to the
customer. Shipping documents are used to verifiyelgl and customer acceptance. We assess whetheals price is fixed or determinable
based on the payment terms associated with theaicéion and whether the sales price is subjedftmd. Customers are generally allowed
limited rights of return for up to 30 days, excéptsales of excess inventories, which containiglt+of-return privileges. Estimated returns
are provided for at the time of sale based on hcgtbexperience or specific identification of areat necessitating a reserve. Returns from
customers have not been material in any periodiagrincipal customers have adopted build-to-ordanufacturing models or
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just-in-time management processes. We offer a stamtadtlict warranty to our customers and have no qtbst-shipment obligations. We
assess collectibility based on the creditworthirigghe customer as determined by credit checksaatiations, as well as the customer's
payment history.

Most of our international shipments are muthird-party inventory warehouses, or hubs,wwadecognize revenue when the inventory
is pulled from the hub for use in production by thistomer. We receive a report from the customex daily basis indicating the inventories
pulled from a hub for use by the customer, andguerfa daily reconciliation of inventories shippedand pulled by the customer to those
inventories reflected on the customer's reporengure that sales are recognized in the approgéaiteds.

All amounts billed to customers relatedhipping and handling are classified as net salkse all costs incurred by us for shipping and
handling are classified as cost of sales.

Warranty Reserve. We offer warranties on our memory subsystennegdly ranging from one to three years, dependimthe produc
and negotiated terms of purchase agreements witbustiomers. Such warranties require us to repaeplace defective product returned to
us during such warranty period at no cost to thetaraer. Our estimates for warranty related cogtsegorded at the time of sale based on
historical and estimated future product returngated expected repair or replacement costs. Windle sosts have historically been
insignificant, unexpected changes in failure radd have a material adverse impact on us.

Accounts Receivable.We perform credit evaluations of our customémgincial condition and limit the amount of creditended to ol
customers as deemed necessary, but generallyeetuicollateral. We continuously monitor collecdand payments from our customers
maintain a provision for estimated credit losseseldaupon our historical experience and any speaifitomer collection issues that we have
identified. Generally, these credit losses haven lveiéhin our expectations and the provisions eshbd. However, we cannot guarantee that
we will continue to experience credit loss ratasilsir to those we have experienced in the past.

Our accounts receivable are highly conegatt among a small number of customers, and disigmi change in the liquidity or financial
position of one of these customers could have amahbdverse effect on the collectibility of owcaunts receivable, our liquidity and our
future operating results.

Inventories. We value our inventories at the lower of theiatcost to purchase or manufacture the inverdompe net realizable val
of the inventory. Cost is determined on a firstfirst-out basis and includes raw materials, ladredl manufacturing overhead. We regularly
review inventory quantities on hand and on ordef r@tord a provision for excess and obsolete iroréeg based primarily on our estimated
forecast of product demand and production requirgsnir the next three to six months. Once estabtiswrite-downs are considered
permanent adjustments to the cost basis of thesexareobsolete inventories. A significant decréastemand for our products could result in
an increase in the amount of excess inventory diembn hand. In addition, our estimates of futpreduct demand may prove to be
inaccurate, in which case we may have understatedeystated the provision required for excessabmblete inventory. In the future, if our
inventories are determined to be overvalued, weldvbe required to recognize additional expensaiincost of sales at the time of such
determination. Likewise, if our inventories areatatined to be undervalued, we may have over-repantie costs of sales in previous periods
and would be required to recognize additional gpyséit at the time such inventories are sold. Altbh we make every reasonable effort to
ensure the accuracy of our forecasts of futureygbdemand, any significant unanticipated changemand or technological developments
could have a material effect on the value of ouemtories and our reported operating results.
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Long-Lived Assets. We review the recoverability of the carryindusof long-lived assets on an annual basis or ehemnevents or
changes in circumstances indicate that the caringunt of an asset may not be recoverable. Realoligr of these assets is determined
based upon the forecasted undiscounted futureasétftows from the operations to which the asseltge, utilizing our best estimates,
appropriate assumptions and projections at the flihese projected future cash flows may vary sigaiftly over time as a result of increased
competition, changes in technology, fluctuationd@mand, consolidation of our customers and reduosgtin average selling prices. If the
carrying value is determined not to be recoveréolm future operating cash flows, the asset is d=kimpaired and an impairment loss is
recognized to the extent the carrying value excgéue estimated fair market value of the asset.

Stock-Based CompensationWe account for equity issuances to non-empleyraccordance with Statement of Financial Acciognt
Standards ("SFAS") No. 128ccounting for Stock Based Compensatiand Emerging Issues Task Force ("EITF") Issue9$e18,
Accounting for Equity Instruments that are Issuz@®ther Than Employees for Acquiring, or in Contime with Selling, Goods ar
Services All transactions in which goods or services & donsideration received for the issuance of gdustruments are accounted for
based on the fair value of the consideration resgkr the fair value of the equity instrument issughichever is more reliably measurable.
The measurement date used to determine the faie wlthe equity instrument issued is the earlighe date on which the third-party
performance is complete or the date on whichptrabable that performance will occur.

Prior to January 1, 2006, we accountedtock-based compensation issued to employees th@rigtrinsic value method of accounting
prescribed by Accounting Principles Board ("APB'pifiion No. 25Accounting for Stock Issued to Employaed related pronouncements.
Under this method, compensation expense was rexadjoiver the respective vesting period based oaxbess, on the date of grant, of the
fair value of our common stock over the grant privet of forfeitures. Deferred stock-based compemsavas amortized on a straight-line
basis over the vesting period of each grant. Duttiegyears ended December 27, 2003, January 1,&@DBbecember 31, 2005, stock-based
compensation expense, net of forfeitures, was $2dlion, $250,000 and $(61,000), respectively.

On January 1, 2006, we adopted SFAS No(R)2Share-Based Paymenivhich requires the measurement and recognition of
compensation expense for all share-based paymemtiawnade to our employees and directors relatedrtdmended and Restated 2000
Equity Incentive Plan based on estimated fair valifée adopted SFAS No. 123(R) using the modifiedpective transition method, which
requires the application of the accounting standardf January 1, 2006, the first day of our fisesr 2006. Our consolidated financial
statements as of and for the nine months ende@®épt 30, 2006 reflect the impact of adopting SR&ES123(R). In accordance with the
modified prospective transition method, our cordsated financial statements for prior periods hastebeen restated to reflect, and do not
include, the impact of SFAS No. 123(R). The valtiéhe portion of the award that is ultimately exigetcto vest is recognized as expense
the requisite service periods in our consolidatatement of operations. As stock-based compensatipanse recognized in the consolidated
statement of operations for the nine months endgde®nber 30, 2006 is based on awards ultimatelga®gd to vest, it has been reduced for
estimated forfeitures. SFAS No. 123(R) requiregcitures to be estimated at the time of grant awiked, if necessary, in subsequent periods
if actual forfeitures differ from those estimat&he estimated average forfeiture rate for the nioaths ended September 30, 2006 of 8%
based on historical forfeiture experience and estih future employee forfeitures. In our pro forimfarmation required under SFAS No. 1
for the periods prior to fiscal 2006, we accourfeadorfeitures as they occurred.

Employee stock-based compensation expetsgnized under SFAS No. 123(R) for the nine moatiged September 30, 2006 was
$436,000, determined by the Black-Scholes valuatiodel.

34




As of September 30, 2006, total unrecognized cosgit@n cost, adjusted for estimated forfeiturelstee to unvested stock options was
$3,483,000, which is expected to be recognizechascpense over a weighted-average period of appairly 4 years. See Note 2 to our
consolidated financial statements for addition&drimation.

Income Taxes. We recognize deferred tax assets and lialsilliegsed on the differences between the finaneitrsient carrying values
and the tax bases of assets and liabilities. Welaeyg review our deferred tax assets for recoviitpland establish a valuation allowance
based on historical taxable income, projected &takable income, and the expected timing of thersals of existing temporary differences.
If we operate at a loss for an extended perioihod br are unable to generate sufficient futuraléexincome, or if there is a material change
in the actual effective tax rates or time periothwi which the underlying temporary differencesdree taxable or deductible, we could be
required to record a valuation allowance agairisirad significant portion of our deferred tax ass&hich could substantially increase our
effective tax rate for such period. Any significahtanges in statutory tax rates or the amount pfalwation allowance could have a material
effect on the value of our deferred tax assetsliabdities, and our reported financial results.

Our current effective tax rate is approxiena38%. We expect this rate to decrease if weeggr profits from our planned manufactu
facility in China in fiscal 2007. This decreaseigected to be attributable to the favorable taattnent available in the region in which we
intend to establish our operation. The magnitudih@fdecrease is not known, as we have not firchlize tax strategy as it relates to the
planned China operation.
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Results of Operations

The following table sets forth our consatield statements of operations for the periods atelit

Year Ended Nine Months Ended
December 27, January 1, December 31, October 1, September 30,
2003 2005 2005 2005 2006
(unaudited)

(in thousands)

Net sales $ 100,37! $ 143,65¢ $ 79,85¢ $ 56,55 $ 109,43¢
Cost of sales(1 86,10" 133,50: 73,89: 52,48: 93,97
Gross profit 14,26¢ 10,15¢ 5,96/ 4,07( 15,46¢
Operating expense
Research and development 11,75¢ 3,77( 2,961 2,49z 2,38¢
Selling, general and
administrative(1 15,21¢ 6,314 5,06z 3,69¢ 6,49¢
Total operating expens 26,977 10,08« 8,02: 6,18 8,88:
Operating income (lost (22,709 72 (2,059 (2,119 6,58¢
Other expense, n (879 (1,38¢) (1,200 (7379) (1,59¢)

Income (loss) before provision

(benefit) for income taxe (13,589 (1,319 (3,259 (2,859 4,99(
Provision (benefit) for income tax 2,31 (340 (912 (811) 1,89¢
Net income (loss $ (15,909 $ 974 $ 2,347 $ (2,047 $ 3,094

| | | |

(1)  Amounts include stock-based compensation expentglass:

Year Ended Nine Months Ended
December 27, January 1, December 31, October 1, September 30,
2003 2005 2005 2005 2006
Cost of sale: $ 69 $ 28 % 56 $ 23 % 60
Research and developmt 9,73: 80 (52 (37) 71
Selling, general and administrati 10,87z 141 (65) (42) 31¢€
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The following table sets forth our consatield statements of operations as a percentage séles for the periods indicated:

Year Ended Nine Months Ended
December 27, January 1, December 31, October 1, September 30,
2003 2005 2005 2005 2006
(unaudited)

Net sales 100.(% 100.(% 100.(% 100.(% 100.(%
Cost of sale: 85.7 92.¢ 92.t 92.¢ 85.¢
Gross profit 14.5 7.1 7.5 7.2 14.1
Operating expense

Research and developmt 11.7 2.€ 3.7 4.4 2.2

Selling, general and

administrative 15.2 4.4 6.4 6.5 5.9

Total operating expens: 26.€ 7.C 10.1 10.¢ 8.1

Operating income (lost (12.€) 0.1 (2.6) (3.7 6.C
Other expense, n (0.9 (1.0) (2.5) (1.9 (2.5)
Income (loss) before provision
(benefit) for income taxe (13.5) (0.9 4.7 (5.0 4.5
Provision (benefit) for income tax 2.3 (0.2 1.0 (1.9 1.7
Net income (loss (15.% (0.7% (3.0% (3.6% 2.8%

Nine Months Ended September 30, 2006 Compared to the Nine Months Ended
October 1, 2005

Net Sales. Net sales for the nine months ended Septenthe2d®6 were $109.4 million, an increase of $52illan, or 94%, over the
first nine months of fiscal 2005. Approximately $38nillion of the increase was attributable to l@ghnit sales of our very low profile
memory subsystems. In addition, DDR2 server mersabsystem sales increased by $21.1 million and BiliRystem sales decreased by
$7.4 million due to customers transitioning to DD&2hitectures. Sales of memory subsystems useahtool redundant arrays of
independent disks (RAIDs) commenced late in thersgguarter of fiscal 2006 and contributed $10.Bioni to the increase in revenues.
Finally, sales of laptop and desktop personal cderpor PC, memory subsystems decreased $9.8 méBove focused on sales of higher
margin server memory subsystems.

Sales of our component inventory to distitios and other users of memory ICs representedrd®@7% of net sales for the nine months
ended September 30, 2006 and October 1, 2005 atasgg. We expect that component inventory saldsdecrease as a percentage of net
sales in future periods as we diversify our custobase and therefore are able to use componeatwider range of memory subsystems.

Gross Profit and Gross Margin. Gross profit for the nine months ended SepterB8e2006 was $15.5 million, an increase of
$11.4 million, or 280%, over the comparable peiiofiscal 2005. Gross margin increased to 14.1%Herfirst nine months of fiscal 2006
from 7.2% for the first nine months of fiscal 200%e increase in both gross profit and gross masgmimarily attributable to increased s¢
of our very low profile memory subsystems and mgnsubsystems to control RAIDs, which generate highargins due to their innovative
design, as well as lower margin products becomisgnaller portion of our overall product sales mix.

Research and DevelopmentResearch and development expenses for themonéhs ended September 30, 2006 were $2.4 mibion,
decrease of $0.1 million compared to the same génidiscal 2005. The decrease is related in waat teduction of personnel that occurred in
the third
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quarter of fiscal 2005, as well as a recovery aftethrough the liquidation of engineering samplémse decreases were offset by an increas
in stock-based compensation.

Selling, General and Administrative.Selling, general and administrative expenseth® nine months ended September 30, 2006 were
$6.5 million, an increase of $2.8 million compatedhe same period of fiscal 2005. The increasstigutable to higher sales commissions
related to increased net sales, increased satarteselated costs due to an increase in persdmgekr costs related to qualification of new
products at customers, increased stock-based caatiem and a provision for bad debt of approxinyz$6.4 million related to a single
distribution customer.

Other Expense, Net. Other expense, net, for the first nine monthigssoal 2006 was $1.6 million, an increase of $®ilion compared
to the same period of fiscal 2005 due to higherggt expense related to increased borrowings unadtaevolving line of credit and
convertible notes payable.

Provision (Benefit) for Income TaxesThe provision for income taxes for the firsdieimonths of fiscal 2006 was $1.9 million
compared to an income tax benefit of $0.8 millioihie comparable period of fiscal 2005. The chamag due to our attaining profitability in
fiscal 2006.

Year Ended December 31, 2005 Compared to the Year Ended January 1, 2005

Net Sales. Net sales for the year ended December 31, 2@086 $79.9 million, a decrease of $63.8 million44o, from the year
ended January 1, 2005. This decrease was duend.@ ®illion decrease in net sales to one key costppartially offset by the
commencement of shipments of our very low profilbsystem during fiscal 2005. The decrease in rie$ $a the key customer was
attributable to its shift in memory technology fr@DR to DDR2. Our net sales decreased significaadlthe key customer delayed
qualifying new suppliers during this transition.

Sales of our component inventory to distitios and other users of memory ICs representeda®#$20% of net sales in fiscal 2005 and
fiscal 2004, respectively. The increase in the propn of component sales was due to the overalledese in net sales, as sales of component
inventory decreased $8.9 million from fiscal 2004.

Gross Profit and Gross Margin. Gross profit for the year ended December 30520as $6.0 million, a decrease of $4.2 million, or
41%, from fiscal 2004. Gross margin increased 5847in fiscal 2005 from 7.1% in fiscal 2004. The @&se in gross profit was attributable
the overall decrease in net sales. The increagmas margin was attributable to the higher marggatized on sales of our very low profile
memory subsystems compared to our other products.

Research and DevelopmentResearch and development expenses in fisc&l @@@e $3.0 million, a decrease of $0.8 milliomfiro
fiscal 2004. This decrease was attributable togtdns in personnel, a decrease in stock-based eosation expense due to forfeitures of
equity awards related to personnel reductions,ekas a recovery of costs through the liquidabbengineering samples.

Selling, General and Administrative.Selling, general and administrative costssodl 2005 were $5.1 million, a decrease of
$1.2 million compared to fiscal 2004. This decreass primarily related to the absence in fiscal®6Dcosts incurred in fiscal 2004 related
to our proposed equity financing through an inigiablic offering. These offering-related costs keda$1.0 million in fiscal 2004.

Other Expense, Net. Other expense, net, in fiscal 2005 was $1.8anjla decrease of $0.2 million compared to fi304. The
decrease was related to a reduction in interestresgpdue to decreased usage of accounts receiivebrleing related to a key customer.

Provision (Benefit) for Income TaxesThe benefit for income taxes in fiscal 2005 @ased $0.6 million compared to fiscal 2004 due to
the increased pre-tax losses in fiscal 2005.
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Year Ended January 1, 2005 Compared to the Year Ended December 27, 2003

Net Sales. Net sales for the year ended January 1, 2008 $&43.7 million, an increase of $43.3 million 4&%, from the year ended
December 27, 2003. This increase was entirely dirgcteased net sales to one key customer of @uet2form factor planar memory
subsystem.

Sales of our component inventory to distitios and other users of memory ICs representeda$20% of net sales in fiscal 2004 and
fiscal 2003, respectively. Although sales of comgrdrinventory increased $10.4 million from 2002 ghoportion of component sales
remained constant due to the overall increasetisales.

Gross Profit and Gross Margin. Gross profit for the year ended January 1, 2085 $10.2 million, a decrease of $4.1 million26#%,
from fiscal 2003. Gross margin decreased to 7.1%saal 2004 from 14.3% in fiscal 2003. The deceeimsboth gross profit and gross margin
was attributable to price decreases related tddteriorating cost advantage of our 2-inch formidaplanar memory subsystem relative to
competing alternatives.

Research and DevelopmentResearch and development expenses in fiscdl @@@e $3.8 million, a decrease of $8.0 milliomfiro
fiscal 2003. This decrease was attributable tatheence in fiscal 2004 of $9.7 million of stock-dsompensation expense incurred in fiscal
2003 related to the forgiveness of debt used tohasge restricted stock by one of our company'sders; offset by an increase in personnel
and higher material and overhead costs relatedougtion of engineering samples.

Selling, General and Administrative.Selling, general and administrative costssodl 2004 were $6.3 million, a decrease of
$8.9 million compared to fiscal 2003. This decreass primarily related to the absence in fiscal£260$10.0 million in stock-based
compensation expense incurred in fiscal 2003 rettet¢he forgiveness of debt used to purchaseictsirstock by one of our company's
founders, offset by costs incurred in fiscal 208kted to our proposed equity financing via anahjublic offering. These offering-related
costs totaled $1.0 million. In addition, we incuttgigher material and overhead costs related tbfigaéion of our products at customers.

Other Expense, Net. Other expense, net, in fiscal 2004 was $1.4anjlan increase of $0.5 million compared to fls2@03. The
increase was related to interest costs due to higdreowings under our revolving line of credit.

Provision (Benefit) for Income TaxesThe benefit for income taxes was $0.3 millinfiscal 2004 compared to an income tax provi
of $2.3 million in fiscal 2003. The change was #@weur incurring pre-tax losses in fiscal 2004 cangal to pre-tax income before stdukser
compensation expenses in fiscal 2003.

Selected Quarterly Financial Information

The following table presents our unaudiedrterly statements of operations for each ofdbefiscal quarters in the year ended
December 31, 2005, for the quarter ended AprilOD&? for the quarter ended July 1, 2006, and ferharter ended September 30, 2006.
should read the following table in conjunction withr audited and unaudited consolidated finan¢&@ements and related notes contained
elsewhere in this prospectus. We have preparedrtierlying unaudited financial statements on thmeeshasis as our audited consolidated
financial statements included in this prospectuscivinclude all adjustments, consisting only ofmal recurring adjustments, that we
consider necessary for a fair presentation of mamtial position and operating results for thertpra presented. Operating results for any
guarter are not necessarily indicative of resutsahy future periods.
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Three Months Ended

April 2, July 2, October 1, December 31, April 1, July 1, September 30,
2005 2005 2005 2005 2006 2006 2006

(in thousands, except per share data)

Net sales $ 20,95t $ 15,53¢ $ 20,057 $ 23,30¢ $ 26,02($ 39,91 $ 43,50¢
Cost of sale: 20,081 14,23: 18,16 21,41( 23,46¢ 33,98! 36,52«
Gross profit 86¢ 1,307 1,89/ 1,894 2,55¢ 5,93t 6,981
Operating expense
Research and developmt 91¢€ 96( 617 46¢ 66€ 84¢ 874
Selling, general &
administrative 1,19¢ 1,10¢€ 1,39¢ 1,36¢ 1,80¢ 2,10¢ 2,58:
Total operating expens 2,11( 2,06¢€ 2,011 1,83¢ 2,46¢ 2,95¢ 3,451
Operating income (lost (1,24 (759) (117 58 85 2,97 3,524
Other expense, n 24¢ 23t 254 463 41C 534 652

Income (loss) before provision

(benefit) for income taxe (1,489 (999 (377) (40%) (325) 2,44: 2,872
Provision (benefit) for income

taxes (399 (29¢) (11€) (1073) (89) 89t 1,08¢
Net income (loss $ (1,090 $ (69¢) $ (255 $ (304 $ (242) $ 1,54¢ $ 1,78¢

Net income (loss) per comm

share;
Basic $ 0.10% 0.0 $ (0.09 % (0.02) $ (0.02) $ 014 % 0.1€
Diluted $ 0.10 % (0.0 $ (0.09 $ (0.02) $ (0.02) $ 0.11 $ 0.12

Weighted-average common

shares outstandin
Basic 10,67: 10,67: 10,67 10,67 10,75 11,22 11,23t
Diluted 10,67: 10,67: 10,67: 10,67: 10,75: 15,68: 15,40:

Historically, our quarterly operating reasuhave fluctuated significantly. These fluctuati@me primarily attributable to the cyclical
nature of the industry in which we operate, inahgdchanges in revenue related to additions of nestomers, the ramp up of new products,
products reaching the end of their life cyclestamers' technology transitions, and other simigsons. As a result, we believe that the
period-to-period comparisons of our net sales getating results are not necessarily meaningfulsemes of future operating performance
and should not be relied upon as indications dffitare performance. We expect that our futureratireg results will fluctuate from quarter-
to-quarter and year-to-year, which may make itiditf to predict our future performance and cowddige our stock price to fluctuate and
decline.
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Liquidity and Capital Resources
Cash Flows

The following table summarizes our caslwidor the periods indicated:

Year Ended Nine Months Ended
December 27, January 1, December 31, October 1, September 30,
2003 2005 2005 2005 2006
(unaudited)

(in thousands)

Net cash provided by (used in)

Operating activitie: $ 3,65¢ $ (6,567 $ (4,609 $ 1,770 $ (1,439
Investing activities (1,515 (49¢) 1,332 (4649) (919
Financing activitie: (32¢) 5,91t 3,47( 95( 2,39¢

Net increase (decrease) in Ci
and cash equivalen $ 181¢ $ (1,149 $ 194 $ (1,289 $ 48

Since our inception in 2000, we have fireghour operations primarily through issuances oitg@nd debt securities and cash generated
from operations. We received gross proceeds of $@lidn from the sale of shares of our capitalcktin 2000. During 2001 and fiscal 2003,
we received total proceeds of approximately $1.anifrom the sale of convertible notes. Duringdal 2005, we received total proceeds of
$1.0 million from the sale of convertible notes Aangust and September 2006, we received total paxef $2.0 million under a new term
loan facility. We have also funded our operatioritha revolving line of credit under our bank crediility, from capitalized lease
obligations, financing of receivables and from $la¢e and leaseback of our manufacturing facilityaikability under our revolving line of
credit decreased to $800,000 at the end of thensleqpaarter of fiscal 2005 due to a reduction intmarrowing base caused by the decrease in
revenue from Dell. Availability has increased to&6illion as of September 30, 2006 due to an exean our borrowing base primarily as a
result of revenue growth during fiscal 2006.

Operating Activities. Cash used in operating activities for the mmanths ended September 30, 2006 was $1.4 milliotpaoed to
$1.8 million for the nine months ended OctoberdQ2 This change was due to an increase in cashréllated to net income of $5.1 million
offset by a decrease in cash flow related to adsowateivable of $6.0 million due to a higher pndjom of net sales being generated by
customers with longer payment terms; a decreasash flow related to net inventory of $9.2 millias we increased inventory levels to
support higher sales volumes; and an increasesim ftaw related to accounts payable of $7.1 milisnwe trade financed our inventory
increase and other operating expenses. In adddash flow related to income taxes receivable ay@dlple increased $1.7 million as we
attained profitability in the first half of fisc&006 and started to accumulate income tax liabifigt will be paid later in fiscal 2006.

Cash used in operating activities for fi@05 was $4.6 million compared to $6.6 milliorfiscal 2004. This change was attributable to
a decrease in cash flow related to net loss of Billlbn, a decrease in cash flow related to act®ueceivable of $0.8 million due to a higher
proportion of sales being generated by custometslamger payment terms, and a decrease in castréiated to inventories of $2.2 million.
These declines were offset by an increase in dashrélated to accounts payable of $4.0 million andncrease in cash flow related to
income taxes of $2.9 million as we continued taimosses, did not have to pay income taxes arelwed a tax refund in fiscal 2005 as a
result of carrying back net operating losses torprears.

Cash used in operating activities in fis2@04 was $6.6 million compared to cash generayagpkrating activities of $3.7 million in
fiscal 2003. This change was primarily due to aelase in
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cash flow related to net loss of $5.5 million, lrefstock compensation charges, a decrease inloasheflated to accounts receivable of
$1.4 million due to higher sales volumes, a de@d@asash flow related to accounts payable of #ilbon, and a decrease in cash flow
related to income taxes of $5.8 million as we gaidr tax liabilities and increased refunds recblealue to tax losses in the year. These
decreases were offset by an increase in cash #tated to inventories of $10.7 million as we trépnsied from building inventory in fiscal
2003 to lower inventory levels as volumes with oheur key customers decreased.

Investing Activities. Net cash used in investing activities for tiieermonths ended September 30, 2006 was $0.9 mdbonpared to
$0.5 million for the nine months ended October@2 This change was attributable to manufactuespgpment purchases required to
support increased sales volumes.

Net cash provided by investing activitiesss$1.3 million in fiscal 2005 compared to net caséd in investing activities of $0.5 million
in fiscal 2004. This change is attributable to pheceeds of $1.8 million from the sale of the bimiddcontaining our manufacturing operation
in fiscal 2005 to raise capital to fund our opemasi. We currently lease back the building, andethveas no disruption of manufacturing due to
this transaction.

Net cash used in investing activities was$nillion in fiscal 2004 compared to $1.5 millienfiscal 2003. This change is attributable to
reductions in capital expenditures as our manufaggfacility became fully equipped and the liquida of a certificate of deposit of
$0.5 million that had previously been required adiateralize a letter of credit.

Financing Activities. Net cash provided by financing activities foe thine months ended September 30, 2006 was $Ridnmi
compared to $1.0 million for the first nine montfdiscal 2005. This change was primarily due toding of the new term loan facility durii
fiscal 2006.

Net cash provided by financing activitindiscal 2005 was $3.5 million compared to $5.9iomlin fiscal 2004. This change is
attributable to approximately $1.4 million lessniet borrowings against our revolving line of creaid an increase in net payments on capital
leases and other debt of $1.0 million.

Net cash provided by financing activitiediscal 2004 was $5.9 million compared to net aastd in financing activities of $0.3 million
in fiscal 2003. This change was primarily attrihléato increased usage of our revolving line oflitre finance working capital needs as a
result of our accelerating growth.

Capital Resources

In July 2006, we amended our credit agregmith our bank. The credit agreement, as amengledjdes for a revolving line of credit
with borrowings of up to $25 million, a term loaiitlvborrowings of up to $2 million, and an equiprhiénancing line of credit with
borrowings of up to $2 million. Prior to July 20G6ge credit agreement provided for a revolving lifieredit of $15 million and no term loan
or equipment line of credit. In August 2006, wediapproximately $1 million of the proceeds from teem loan to repay convertible debt of
$950,000 plus accrued interest that had becomauwdipayable. The interest rate under the termikauarrently, and is expected to continue
to be, less than that of the convertible debt kpai

Under the revolving line of credit, we mayrrow up to 85% of eligible accounts receivablesphe least of (i) a percentage of eligible
inventory determined from time to time by our bafi,80% of the appraised orderly liquidation valaf eligible inventory and
(iii) $7 million. Interest is payable monthly atifue plus 0.5% (prime plus 3.5% prior to July 20@B)tstanding borrowings under the
revolving line of credit were $11.2 million as of@@ember 30, 2006 and
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$9.5 million as of December 31, 2005. Borrowingikaklity as of September 30, 2006 was $6.7 million

Under the new equipment financing line i&dit, we may borrow up to 80% of the cost of eqapt purchases up to the maximum of
$2 million. Interest on equipment line of credivadces is prime plus 0.5%. Principal is due monthigugh the maturity date of the credit
agreement in July 2008, when all unpaid principel enterest is due.

The term loan is amortized and paid monttdyn September 2006 through July 2008. Intereat ime plus 0.5%. Should we
successfully complete an initial public offeringafr stock, such as this offering, during the tefrthe credit agreement, we will be required
to fully repay the term loan upon the closing & thitial public offering.

Under the terms of the credit agreemenanasnded, we are required to comply with certaiarftial and other covenants. The financial
covenants require us to achieve minimum book nethwan a monthly basis, minimum net income on artguly basis, and limit annual
capital expenditures under a defined annual cagn,Ale are required to achieve a minimum debt sermdverage ratio in relation to the term
loan and equipment line of credit. While we arerently in compliance with all financial covenantsdeexpect to maintain compliance for the
foreseeable future, we have in the past been iation of one or more covenants. As of Decembe2805, January 28, 2006 and
February 25, 2006, we were not in compliance withemants related to minimum book net worth, maxiny@ar to date and monthly net lc
as a result of the unanticipated decline in ouenexes in fiscal 2005 and early fiscal 2006 as caoatpto the forecasts that were utilized to
establish the covenants. A delay in the deliversuafited financial statements for fiscal 2004 aadal 2005 due to turnover in staffing within
our finance department caused us to violate anathenant. Our finance staffing has been stabilsrde the beginning of fiscal 2006. In
April 2006, we received a waiver from our lender &l of these covenant violations. We cannot asgou that we will not violate one or
more covenants in the future. If we were to beidatation of covenants under our credit agreemeuntJender could choose to accelerate
payment on all outstanding loan balances. Therdearo assurance that we would be able to quididsio equivalent or suitable
replacement financing in this event. If we were alole to secure alternative sources of fundingy siceleration would have a material
adverse impact on our financial condition.

We have in the past utilized equipmentiteaarrangements to finance capital expenditurgsifinent leases will continue to be a
financing alternative that we may pursue in therfeit

We believe our existing cash balances,dvarrg availability under our bank credit facilitgnd the cash expected to be generated from
operations, will be sufficient to meet our anticgghcash needs for at least the next 12 monthsfudure capital requirements will depend on
many factors, including our levels of net sales,timing and extent of expenditures to supportaedeand development activities, the
expansion of manufacturing capacity both domesdyieaid internationally and the continued marketeptance of our products. We could be
required, or may choose, to seek additional funtlimgugh public or private equity or debt finangngn addition, in connection with any
future acquisitions, we may require additional fungdwhich may be provided in the form of additiodabt or equity financing or a
combination thereof. These additional funds mayt®oavailable on terms acceptable to us, or at all.
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Contractual Obligations

The following table outlines our principsiligations and commitments, excluding periodieiast payments, as of December 31, 2005:

Within After
One Year 1-3 Years 4-5 Years 5 Years Total

(in thousands)

Scheduled payments under contractual obligati

Long-term deb $ 29C $ 127 $ 6 $ — 422
Convertible note 1,00( 1,75( — — 2,75(
Capital lease obligatior 431 73¢ 11t — 1,28t
Operating lease 21€ 301 25€ — 773
Purchase commitmen 65& — — — 65&
Total 2,592 2,917 377 — 5,88¢
Potential cash requirements under existing comnfitm
Letters of credi 50C — — — 50C
Total $ 3,092 $ 2917 $ 377 $ — $ 6,38¢

We believe that funds expected to be geéaeraom future operations will be sufficient tdisty these contractual obligations and
commercial commitments and that the ultimate paymassociated with these commitments will not leweaterial adverse impact on our
liquidity position.

In addition, as of September 2006, we fathin commitments with some of our executive efficpursuant to agreements with those
officers. For further information, see "Managememmployment Agreements" and "Certain Relationships Related Transactions—Other
Transactions."

Changes in and Disagreements with Accountants on Acunting and Financial Disclosure

In December 2005, we dismissed Deloitteddhe LLP as our independent registered publiciattorg firm and engaged Corbin and
Company, LLP as our independent registered pubtioanting firm. Our board of directors approved ttihange.

Prior to the dismissal, we did not consuth Corbin and Company, LLP regarding the appiaabf accounting principles to a specific
completed or contemplated transaction or any mtttgrwas either the subject of a disagreementrepartable event. We also did not con
with Corbin and Company, LLP regarding the typeauwdit opinion that might be rendered on our consddid financial statements.

Deloitte & Touche LLP's report on our colidated financial statements as of January 1, 2868,for each of the two years in the period
ended January 1, 2005, did not contain an adveisga or disclaimer of opinion, nor was it moddias to uncertainty, audit scope, or
accounting principles. There were no disagreemeittsDeloitte & Touche LLP on any matter of accangtprinciples or practices, financial
statement disclosure, or auditing scope or proeedur

Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

Our exposure to market risk for changesterest rates relates primarily to our bank créatitlity because borrowings under all lines
under the facility are variable rate borrowingsgrally at prime plus 0.5%. Assuming that all linesler the facility are fully drawn and
holding other
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variables constant, each 1.0% increase in inteaés$ on our variable rate borrowings will resalein increase in annual interest expense and
a decrease in our cash flows and income before t@ixapproximately $0.3 million per year. We do nsé derivative instruments to hedge
interest rate risk related to our credit facility.

Upon completion of this offering, some loé proceeds may be invested in securities whichbeagubject to market risk for changes in
interest rates. To mitigate this risk, we plan @imain a portfolio of cash equivalents and shentrtinvestments in a variety of securities,
which may include commercial paper, money markatf) government and non-government debt secur@esently, we are exposed to
minimal market risks.

Off-Balance Sheet Arrangements

We do not have any relationships with usodidated entities or financial partnerships, saskentities often referred to as structured
finance or special purpose entities, which wouldehlaeen established for the purpose of facilitatifigpalance 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 any financing, liquidity, market orditeisk that could arise if we had engage
such relationships.

New Accounting Pronouncements

In November 2004, the Financial Account8tgndards Board ("FASB") issued SFAS No. 16%entory Costs, an amendment of ARB
No. 43, Chapter .. SFAS No. 151 amends ARB No. 43, Chapter 4, tofglthat abnormal amounts of idle facility expengeight, handling
costs, and wasted material (spoilage) should begrézed as current period charges. In addition, SR&. 151 requires that allocation of
fixed production overhead to the cost of converdierbased on the normal capacity of the produdéoitities. The provisions of SFAS
No. 151 are effective for inventory costs incurdeding fiscal years beginning after June 15, 208 earlier application permitted for fisc
years beginning after the issue date of the staterbe adoption of SFAS No. 151 did not have aifigant impact on our consolidat
financial condition or results of operations.

In December 2004, the FASB issued SFASI¥8(R),Share-Based Paymenivhich requires the measurement and recognition of
compensation expense for all share-based paymemtiawnade to our employees and directors using edlae method and to record such
expense in our consolidated financial statemerifective January 1, 2006, we adopted SFAS No. 1p8étg the modified prospective
transition method. The impact of adoption of SFAS W23(R) is described in Note 2 to the consolidéitgancial statements, which are
included elsewhere in this prospectus.

In June 2006, the FASB issued Interpretao. 48,Accounting for Uncertainty in Income Taxes—an iptetation of FASB Statement
No. 109("FIN 48"), which clarifies the accounting for umtanty in income taxes. FIN 48 prescribes a redagnthreshold and measurem
attribute for the financial statement recognitiord aneasurement of a tax position taken or expdotbe taken in a tax return. The
Interpretation requires that we recognize in tharicial statements the impact of a tax positiothat position is more likely than not of being
sustained on audit, based on the technical mdriteegoosition. FIN 48 also provides guidance oredegnition, classification, interest and
penalties, accounting in interim periods and disaies. The provisions of FIN 48 are effective fecdl years beginning after December 15,
2006 with the cumulative effect of the change iocamting principle recorded as an adjustment tartydigg retained earnings. The adoption
of this statement is not expected to have a maierfaact on our consolidated financial positiorresults of operations.
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BUSINESS
Overview

We design and manufacture high performanemory subsystems. We sell our subsystems to OBMeiserver, high performance
computing and communications markets. Within thaaekets, we target applications in which memorypla key role in enabling overall
system performance. Our memory subsystems arepioed into multiple platforms at IBM, Dell, Gatayy Lenovo and Hewlett-Packard.
Our subsystems are designed and manufactured ¢dispky address the high performance needs add@lmistomers' systems.

We collaborate with our OEM customers i@ &arliest stages of their new product design sydlkis collaboration provides us with
unique insight into the OEM's system architecture performance requirements and expands our systepestise. In addition, we have
developed a portfolio of proprietary technologiesd @esign techniques to meet OEM needs, includiingjent planar design, alternative
packaging techniques and custom semiconductor.légi@ result, we are able to design applicatipaeific memory subsystems with optir
combinations of high memory density, small formtéachigh signal integrity, effective heat dissipatand low cost per bit. We also offer ¢
OEM customers flexible order fulfillment and rapigdnaround times.

Industry Background
Memory isa Critical Element of Virtually All Electronic Systems

Semiconductor memory is a fundamental etgrogelectronic systems. It is used in virtuallyeey computing, communications,
consumer electronics, defense, aerospace and iiiadlagtplication. Some of the most memory-intensipelications include high-end PCs,
servers, workstations, storage systems, routedss@iiches. Other memory-intensive applicationuide mobile phones, personal digital
assistants, digital cameras and digital audio playdemory is particularly important in systemsuiing greater processing power and hic
functionality, and comprises a significant portifrthe total cost of materials. For example, wedwel that memory comprises up to two-
thirds of the total cost of materials for a typibédde server.

The market for memory is large and rapghgwing. In 2005, the most common type of memorRAM, generated $25.2 billion of
revenue, or 51% of global memory revenue, accorttirthe market research firm Gartner Dataquesttn@abDataquest further estimates that
worldwide DRAM shipments will grow at a compounchaal growth rate, or CAGR, of 54.6%, from 238 bitlimegabytes in 2005, to 1.36
trillion megabytes in 2009.

The market for servers is growing, andah®unt of memory in these servers is increasingekample, market research firm
International Data Corporation, or IDC, noted infgril 2006 report that it expects server shipmeéatgrow from 7.0 million in 2005 to
10.7 million in 2009, representing a CAGR of 10.9¥d it noted in a December 2005 report that theusrnof DRAM memory in those
servers is expected to increase at a higher CAGR.@P. These market projections underscore théntong importance of memory in
electronic systems.

Designing Sufficient Memory into Advanced Systems Has Become I ncreasingly Difficult

Memory-intensive applications continualyol/e to keep pace with end user demands for highdgbrmance, as measured by speed,
functionality, or smaller physical size. OEMs demghew technologies and innovative system architestto meet these requirements. For
example, enterprise computing has migrated towatdiark and Internet computing models that rely upimh performance servers and
storage systems. In telecommunications, the emeegefithe Internet Protocol has led OEMs to devslsjiches and routers that offer
enhanced functionality and services. Consumerrelaics are also converging to offer both commutcest and
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computing functionality in ever smaller form facd@nd at lower prices. Each successive generatittrese new systems is increasingly
sophisticated.

As OEMs continue to develop new generataffsigher performance electronic systems, desgjtiie requisite amount of memory into
increasingly complex system architectures has beasignificant challenge. Shrinking form factonsl digher performance demands req
low profile, high-density memory subsystems thatrage at high speeds. This poses significant aigdle for system designers. For example,
shrinking form factors necessitate tight spacinvbeen memory ICs and require new methods of heatgdition. The migration to more
powerful, multi-processor architectures increabésdesign challenge. System designs must enstireadlectronic signal integrity and
efficient board layout to capture the performanepdiits of these technological advances. OEM dsdigmhigh performance systems with
powerful processors and high density memory typicahploy unique system architectures. As a rethidise systems require application-
specific memory subsystems with distinct memoryacitfes and configurations.

Servers illustrate the increasing compleaitd importance of innovative memory design irhlpgrformance systems. Servers play an
important role in the enterprise information tedogy infrastructure, as they execute a broad rarfidenctions, including email
communication, video streaming, data mining, daaeelvousing and web-based services. These serggiiser@igh performance
microprocessors and large memory capacities toastippultiple functions, concurrent users and insiegly complex applications. Strong
market demand, coupled with OEM efforts to increasstem performance while reducing total cost ofiewship, has fueled the development
of innovative server architectures such as lowifgdiade servers. According to a September 2008 i&port, blade server shipments are
expected to grow from 502,900 in 2005 to approxatyaB.2 million in 2010, representing a 45.1% CAGRrthermore, IDC projects end-
user spending on blade servers will represent 18%teovorldwide server market by 2010.

Blade servers are characterized by smahiphl size and shape, which allows for dense gardition in a high performance computing
cluster. These clusters occupy less space thaitidread rack-mounted servers, and can achieve sopgputing performance at a fraction of
the cost. In addition, blade servers are rapidigrating to 2-way and 4-way processor systems teegelgreater computing performance, but
the use of multi-processor architectures requireac@ompanying increase in system memory capaaityexample, a server with a 4-way
processor could require four times the memory typ&cal single processor server. Blade serverslidoran factors, typically with a vertical
height of less than 1.75 inches, or 1-U, createiitgnt memory subsystem design challenges. Bsadeers may have up to 64 gigabytes of
memory, and designing such large densities of mginéo a low profile system faces numerous phystcaistraints. For example, high
density memories concentrate heat in a tight spetedemperature variations of as little as a fegrdes can lead to systemic failure.

The Traditional Memory Supply Chain Cannot Déliver High Performance Memory Solutions

Memory ICs are typically assembled togethrern card, or module, before being incorporatéal éhectronic systems. Memory modules
save valuable motherboard space in an electrostesy allow for the use of different types and d@ssof memory in the same system, and
facilitate subsequent upgrading of the memory diffarent type or density. According to iSupplifrearket research firm, the global DRAM
module market was $21.4 billion in 2005, represen86% of the total DRAM market.

Most DRAM memory modules sold to OEMs h&aalitionally been produced by the same compahiasnhanufacture DRAM ICs. In
an effort to continually reduce costs and achidgbdr memory densities, DRAM manufacturers typicalperate their own fabrication
facilities and use
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leading edge manufacturing processes, which requilé-billion dollar capital investments. To maxie capacity utilization and reduce unit
costs, DRAM manufacturers have historically focusadhe highest volume applications, such as RO®doup their investments. Memory
modules used in PCs employ industry standard corgtgns, are largely commoditized, and requiratéohsystems expertise to develop.
Therefore, DRAM manufacturers generally have notiged on developing the systems expertise necassprgduce application-specific
memory subsystems that incorporate small form factigh speed, optimal thermal characteristicssagidal integrity.

DRAM manufacturers have historically attéetpto address increased demands for memory itratéc systems by developing new
generations of memory ICs with increased densiby.example, the density of a 1 gigabyte memory nf@damprised of eighteen 512
megabit ICs can be doubled to 2 gigabytes by usigigteen 1 gigabit ICs. This approach of using fyexteration ICs, however, can be
problematic for OEMs. When first introduced, nexngration DRAM ICs are only available in limitecpply and typically command a
premium price on a per-byte basis compared to ntsgeneration DRAM ICs. Next-generation DRAM ICsicsell at prices up to ten times
higher than current-generation ICs at introductanm it may take as long as five years to achieioe parity between the generations. Thus,
the increasing demand for higher density memonytemis exceeds the pace at which memory IC manufrst are able to cost-effectively
produce next-generation memory ICs and reducedbeat current-generation memory ICs. One appréactdressing the need for high
density memories in a more cost-effective mann#rasstacking of memory ICs, or chip-stacking. Gétigcking is a process in which DRAM
ICs are stacked prior to assembly of the memorgystbm. For example, a 4 gigabyte memory moduldeanade with 36 stacks of two £
megabit ICs. While it can be less expensive thanstacked solutions, stacking costs can still ¢arista significant portion of the cost of
materials for a memory module.

Other industry dynamics are reducing theARmanufacturers' focus on the high density DRANSgstems market. In an effort to
achieve greater diversification and profitabilittye largest DRAM manufacturers have dedicated aging design resources and
manufacturing capacity to non-DRAM products sucfiash memory and complementary metal oxide sendgigotor, or CMOS, image
sensors, further decreasing their desire andyabidlisupply high performance, application-speaifiemory subsystems that may sell in
relatively low volumes. In addition, an increasjgrtion of global DRAM supply is being manufactutadintegrated device manufacturers
and third party foundries that lack back-end cdjiglfieyond wafer fabrication. In contrast to triéaiial DRAM manufacturers with fully
integrated operations, these companies generaltie internal packaging and assembly capabilitggoduce modules. The most recently
established DRAM manufacturers have focused on oodhitgrdriven, mass-production business models rdtren the memory module
market.

A Need for High Performance Memory Subsystem Suppliers Exists Today

Historically, many OEMs designed and maotufied their memory ICs and subsystems in-houseigder, the increasing complexity of
systems, proliferation of different platforms, doning evolution of industry standards, increasmegd for customization and OEM desire to
reduce capital investments are driving OEMSs to pase ICs and subsystems from specialized supfdieused on developing innovative
subsystem solutions. These suppliers require eixeergstems expertise to engage with the OEM custdhmoughout the product
development cycle to produce a highly differentiateemory solution that addresses the issues argiraorts specific to a particular higimd
system. Since industrstandard products are inadequate, these soluttiders must employ innovative technologies, suckficient plana
design, alternative packaging techniques and custamiconductor logic design capabilities, to depaeteemory subsystems customized for
OEMs' specific systems. OEMSs also require thesplgrp to meet a number of
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additional criteria beyond innovation, such as tmsgt, rapid time-to-market and high product quality
Our Solution

We provide high performance memory subsgste the server, high performance computing ameheconications markets. We utilize
our innovative and proprietary technology, as wslbur extensive systems expertise, to bridgedpebgtween industry standard approaches
and the requirements of complex OEM systems. Oplicgiion-specific solutions provide customers wvitik following key benefits:

Highly Differentiated Memory Solutions Tagh Deep Customer EngagementWe work closely with our OEM customers, frone th
earliest stages of new product definition throughtamp up to mass production, to develop and @edipplication-specific memory
subsystems which address the full range of systehitacture and performance requirements. Our closiaborative relationships with our
OEM customers give us early insight both into tloeiment needs and into future technology tremasddition, our in-depth systems
expertise, coupled with our ability to customizéusons, enables our OEM customers to offer diffitieted products that feature high levels
of performance while improving reliability and, $ome cases, reducing cost.

High Performance Through Proprietary Teclugies and Design Techniques.We have developed a portfolio of proprietary
technologies and design techniques to achieve apgtactronic signal strength and integrity, higemory density and improved heat
dissipation. For example, our innovative printet@it board, or PCB, designs enhance electronitasigtegrity, allowing our customers to
design and market products that operate at theebtgtommercially available speeds, such as the DépR2ification, which is designed to
operate at speeds up to 800 MHz. Another techniguatilize is to embed passive devices within tldBPthereby freeing valuable board
space to reduce form factors and improve signadiitty. Our solutions also address the system-linerimal issues encountered at high
operating speeds via such innovations as planégrgeand proprietary heat dissipation technolotfies allow us to minimize heat
concentrations within the system.

High Quality and Reliability. We perform a full range of product reliabiltgsting and share the results with our customenoon-
going basis. We use advanced design tools to simatxurately the system performance targets ofestomers and to ensure that our
products comply with our customers' specificatigkisof our memory subsystems undergo both funal@and system burn-in testing prior to
delivery to our customers. We complement our tapabilities with advanced imaging technology tgax the quality of our micro ball grid
array, or microBGA, assemblies. We believe thattesting procedures significantly enhance the guald reliability of our products.

Rapid Order Fulfillment Capability. We operate our manufacturing facility in a manthat maximizes our ability to meet changing
customer demand. Our turn-around times are typicale week or less, and in some cases as few agdays which allows us to match
unforeseen customer demand and to provide our OEtbmers with timely access to products.

Cost-Effective Memory SolutionsWe provide high performance memory subsystamsat we believe to be the lowest cost per bi
many applications. Our portfolio of proprietaryheologies and design techniques allow us to useetfective, current generation DRAM
ICs and in some cases avoid additional costs froipstacking to significantly lower the cost of auemory subsystems. Additionally, the
superior thermal characteristics and electroninaigntegrity of our subsystems helps OEMs redwstscthrough simplified system design.
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Our Strategy
Our objective is to be the leading providehigh performance memory subsystems. Key elesnaginbur strategy include:

Further Sales Penetration of Existing Cuséos. Our current OEM customer base has a large evedsified portfolio of system
platforms that require high performance memory timhs. Today, we sell our products into a relaghvahall number of those platforms. As
our relationships continue to develop with eacbufexisting customers, we will seek to providenthgith memory solutions for a greater
number of their existing and future platforms. Amwey subsystem supplier's track record of qualitgt eeliability is an important factor in a
customer's purchase decision for each individugtf@m. We believe that our demonstrated abilitdétiver high quality products meeting
stringent customer demands will facilitate the agtopof our products into additional platforms witiese OEMs. We believe that in some
cases we will be able to migrate into these adufiplatforms with products that are already qiedifor use by the customer, thereby
significantly decreasing the time and expense reduo bring that particular product to market wiliat customer.

Establish Relationships with New Customer¥Ve will continue to dedicate significant sadesl marketing resources to establish new
relationships with industry-leading OEMs. We aretipalarly focused on customers for whom memorysyskem performance is a key
determinant of overall system performance. Ourssedam, which includes field application engineergjages with OEMs to understand tl
memory subsystem requirements, identify and detiveoptimal solution to meet those requirememtd, assist with the implementation of
that solution within the OEMSs' overall system atebiure. We believe that engaging with these prsmecustomers at an early stage of t
system development will facilitate the adoptioroaf products, grow sales volumes and help us to @dditional insight into market and
technology trends.

Target New Applications and Product Oppoities. We have applied our technology successfully bwoad range of server products,
from rack-mounted and tower servers to low-prdfiede servers and other space constrained serpkcatons, although we currently rely
on the server market for most of our revenues. Ménd to develop additional memory solutions, usiath DRAM and flash memory, based
on our core technology capabilities. In particulae, intend to develop flash memory solutions togbeate the communications, industrial and
embedded systems markets, targeting OEM applicatiwat require high densities of non-volatile meynor

Continue to Invest in the Development afdfietary Technology. We intend to actively expand our intellectuadgerty portfolio and
engineering capabilities by investing in reseanuth development. We have filed, and intend to castito file, patent applications covering
our current and future intellectual property. Oagyéted area of technology development is the desfigustom logic ICs that can be used in
memory subsystems to provide value-added featierew technologies are developed, we intend tamdur product offerings to
incorporate the performance enhancements theyenabl

Establish International Operations and Méaziuring Capabilities. We plan to establish a manufacturing facilityGhina during the
first half of fiscal 2007. We believe that thisemational expansion will allow us to improve oupport of major OEMs with manufacturing
sites in China, lower our production costs and g®waccess to engineering talent residing in Chiva.have identified a site near Shanghai
for our China operations and have commenced réaguibcal personnel. We believe that our presendghina will help us develop products
and participate more effectively in the high growglional markets.
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Our Products

We design and manufacture high performanemory subsystems for the server, high performanoguting and communications
markets. We currently sell memory subsystems witteds up to 667 MHz, densities up to 8 gigabytes farm factors as small as 0.72
inches, or 18.3 millimeters, in height. Our produfctr the server market address a broad varietyeshory capacity and configuration
requirements, as well as a broad range of serpestyincluding tower, rack-mounted, and blade sen@ur current products primarily
support DDR and DDR2 DRAM technologies.

The following table lists representativegucts from our major families of high performameemory subsystems:

DDR2 Registered Dual In-line Memory Modules

Density Height Speed (MHz) Applications

256MB 30 mm 400/533 RAID Memory

1GB 18.3 mm 400/533/667 Blade Server

1GB 30 mm 400/533/66 1U, 2U+ Servers, Networkin
2GB 30 mm 400/533/667 1U, 2U+ Servers, Networkin
2GB 18.3 mm 400/533/66 Blade Servers, Networkir
4GB 30 mm 400/533/667 1U, 2U+ Servers, Workstatiol
4GB 18.3 mm 400/533/66 Blade Server

DDR2 Fully Buffered Dual In-line Memory Modules

Density Height Speed (MHz) Applications

1GB 30 mm 400/533/667 1U, 2U+ Servers, Workstatiol
2GB 30 mm 400/533/667 1U, 2U+ Servers, Workstatiol
2GB 18.3 mm 400/533/667 Blade Server

4GB 30 mm 400/533/667 1U, 2U+ Server:

DDR2 Unbuffered Dual In-line Memory Modules

Density Height Speed (MHz) Applications
1GB 30 mm 400/533/667 Workstations
2GB 30 mm 400/533/667 Workstations

DDR2 Small Outline Dual In-line Memory Modules

Density Height Speed (MHz) Applications
1GB 30 mm 400/533/667 Notebooks, Networkin
2GB 30 mm 400/533/667 Notebooks, Networkin

DDR Registered Dual In-line Memory Modules

Density Height Speed (MHz) Applications

1GB 1.2" 400 1U, 2U+ Server:

1GB 0.72" 400 Blade Servers, Networkir
2GB 1.2" 400 1U, 2U+ Server:

2GB 0.72" 400 Blade Servers, Networkir
4GB 2" 400 1U, 2U+ Server:

4GB 1.2" 400 1U, 2U+ Server:

8GB 1.2" 400 1U, 2U+ Server:
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DDR Unbuffered Dual In-line Memory Modules

Density Height Speed (MHz) Applications
1GB 1.2" 400 1U, 2U+ Servers, Workstatiol
2GB 1.2" 400 1U, 2U+ Servers, Workstatiol

DDR Small Outline Dual In-line Memory Modules

Density Height Speed (MHz) Applications

1GB 1.2" 400 Notebooks, Networkin
Technology

We have a portfolio of proprietary techrgés and design techniques and have assembledjareering team with expertise in
semiconductor, PCB, memory subsystem and systeignd&3ur technology competencies include:

Very Low Profile Designs. We were the first company to create a 1 gigaby¢émory subsystem in a form factor of less thanioch ir
height. We believe our proprietary board desighnetogy is particularly useful in the rapidly growiblade server market, where efficient
use of motherboard space is critical. Our technolwas allowed us to decrease the system board spgeieed for memory, and improve
thermal performance and operating speeds, by enablir customers to use alternative methods of coent layout.

Proprietary PCB Designs. We utilize advanced, proprietary techniquesgtmize electronic signal strength and integriiyhin a
PCB. These techniques include the use of 8- oagérlboards, matching conductive trace lengthsnamized number of conductive
connectors, or vias, and precise load balancingrntmng other things, help reduce noise and créds¢diveen adjacent traces. In addition, our
proprietary designs for the precise placementéisubstrate components allow us to assemble membsystems with significantly smal
physical size, enabling OEMs to develop producth winaller footprints for their customers.

Planar Design. Our planar solutions are designed to providg liensity solutions in a more cost-effective manhan traditional
chip-stacking. We believe traditional chip-stackaan represent up to 30% or more of the total gbatmemory subsystem. Our planar
solutions achieve the same densities as chip-danlelules but do so by leveraging our PCB desigesrise to place ICs in two rows in the
same plane rather than on top of each other. Guaplmemory subsystem designs feature high menapgcity with improved thermal
characteristics by dissipating heat uniformly tigloout the PCB.

Advanced Planar Designs.We plan to extend our planar design capatsliitedevelop very high density memory subsysteres@&
advanced planar designs may allow us to build nadidlutions at lower costs compared to other mgiokaechnologies. Additionally, these
advanced planar solutions may remove heat gendogteemory components in a more effective manndrcam be used to build memory
subsystems in a number of densities and form factor

IC Design Expertise. We have designed blocks of custom logic thatlmimplemented in a stand-alone IC or integraiid other
functional blocks in other ICs. We use these cudtmgit blocks to effectively increase density aaduce costs by allowing the use of two
current-generation, lower density DRAM ICs in lielua single next-generation higher density IC.

Innovative Design Verification Tools.We use our innovative and proprietary DRAM Isadulators during the product development
stage to carefully assess DRAM IC load balancimgirements in our memory subsystems. Our DRAM kiatllators are mounted in a
memory subsystem in place of DRAM ICs to test tleeteonic signal strength and integrity of the meyno
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design without disrupting signal quality. This piges us with more accurate feedback than that geavby conventional means because we
are able to measure the signals at the precisé g@lodmigination.

Thermal Management DesignsWe design our memory subsystems to ensuretiofidreat dissipation. We use thermal cameras to
obtain thermal profiles of the memory subsystenindputhe design phase, allowing us to rearrange ooimis to enhance thermal
characteristics and, if necessary, replace compsitieat do not meet specifications. We use thesmnalilation and modeling software to
create comprehensive heat transfer models of ooranesubsystems, which enables our engineers tkigudevelop accurate solutions to
potential thermal issues. We also develop and umgriptary heat spreaders to enhance the thermahgement characteristics of our mem
subsystems.

Customers

We primarily market and sell our productdeading OEMs in the server, high performance aging and communications markets. (
memory subsystems are incorporated into multip¢f@ms at IBM, Dell, Gateway, Lenovo and HewletteRard. Sales to IBM, Dell and
Lenovo generated approximately 20%, 35% and 13%pectively, of our net sales in fiscal 2005, an#h436% and 2%, respectively, of our
net sales in the first nine months of fiscal 2006.

The following chart summarizes some of moresentative customers in our principal end mariae the first nine months of 2006(1):

Servers Workstations Mobile Computing

Dell, Gateway, Dell, Hewlett-Packard,
Google, IBM Hewlet-Packarc Lenovo

High Performance Computing Communications

PSSC Labs, Verari, ForcelO, Spirent,
Western Scientific Stoke, Tekele

(1) Listing does not include all representative marketsustomers due to contractual confidentialityvisions.

Our sales are made primarily pursuantaadsard purchase orders that may be reschedulehoeled on relatively short notice. Thus,
we do not have a significant backlog.

Sales and Marketing

We market and sell our products througiirectisales force and a network of independensgalgresentatives. Our sales activities focus
primarily on developing strong relationships at thehnical, marketing and executive managementdevighin market-leading OEMs. These
OEMs design systems for a variety of applicatidva tequire a significant number of high performanemory subsystems, representing
substantial opportunities for us. We have beenessfal in developing OEM relationships through ahitity to provide high performance
memory subsystems. Our direct sales group anddigtdication engineers work closely with our OEMstmmers at an early stage of their
design cycles to solve their design challengestamigsign our products into their systems.

We believe in the timely communication axdhange of information with our customers. Wezdilwell-trained, highly technical
program management teams to successfully drivegmeduct development and quickly respond to ourarasts' needs and expectations.
program
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management teams provide quick response timesairas a single point-of-contact for routine issdasng the sales process. Additionally,
they address the long-term business and techngioglg of our customers. We employ a team appraabhginess development whereby our
sales team and independent representatives ideqt&ify and prioritize customer prospects throoffices in a number of locations
worldwide.

Our marketing efforts are twofold: creatangareness of the benefits of our proprietary tetdgies and design techniques in the
development of application-specific memory subsysteand building our brand awareness with our octi@ad potential customers.

Manufacturing

We currently manufacture all of our produat our facility in Irvine, California. Our advasat engineering and design capabilities,
combined with our in-house manufacturing processésy us to assemble our memory subsystems rglad in high volume. Our
advanced, customized manufacturing facility is tépaf surface mount assembly, subsystem testysges-level burn-in testing,
programming, marking, labeling and packaging. Athestage of the production cycle, including productotyping, qualification sample
production and high-volume manufacturing and deivere focus on providing our customers with rag@dponse and short manufacturing
turn-around times. Manufacturing cycle times for ptoducts are typically one week or less, ancdime cases as few as two days, from
receipt of order.

We plan to expand our manufacturing cafi#slby opening a new facility near Shanghai, @himhich we expect will begin production
in the first half of fiscal 2007. This facility wibe configured in the same manner as our Irvicdifiaand, once operating, will significantly
increase our manufacturing capacity. We believettiia facility will enable us to achieve bettereogting leverage through lower material
labor costs. This facility will also put our prodsén closer proximity to a number of our end custes allowing us to fulfill customer orders
more quickly.

We acquire components and materials sué&yR#sM ICs from third party suppliers and assemblen into finished subsystems. We
believe that one of our key strengths is the premient and efficient management of components fosobisystems, which benefits our
customers in the form of lower costs and incregseduct availability. We have developed strong $ieppelationships with key DRAM IC
manufacturers, which we believe gives us directraady access to the critical components that vee far our production activities. We
typically qualify our products with our customersing several manufacturers of DRAM ICs. The flelitipito choose from several DRAM IC
providers allows us to minimize product cost ancimée product availability.

We schedule production based on purchater eommitments and anticipated orders. In additimuse advanced inventory
management and material resource planning techsitpumanage our supply chain. Using electronic oéschange with our suppliers, we
are able to react quickly to changes in raw mdtariailability. We release raw materials to the ofanturing floor by means of an on-line
computerized system, which allows for internal dyalnalysis, direct access to inventory informatamd production floor material tracking.
We have a flexible manufacturing system, and weshibg capability to sell excess quantities of DRADS to mitigate inventory risks. Our
sales of excess inventory to distributors and otisers of memory ICs generated $19.1 million, @&624nd $10.1 million, or 9%,
respectively, of our net sales for fiscal 2005 #redfirst nine months of fiscal 2006.

Our quality assurance engineers work withsuppliers to ensure that the raw materials weive meet our high quality standards.
These engineers also perform onsite quality comindits and use our internal test and inspectistesys to verify that purchased components
and materials
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meet our specifications. Our supplier quality pesgrand incoming material quality control program @nportant aspects of our overall
manufacturing process.

Some of our manufacturing processes mayiregs to handle and dispose of hazardous magdrah time to time. We believe we are
now and have in the past been in compliance witeralironmental laws and regulations applicabledo manufacturing processes, but if
these laws and regulations change, we could inguifigant costs to remain in compliance, which lcbliave a material adverse effect on our
operating results. The manufacture and deliveryuofproducts to our customers also could be delédytbd implementation of such changes
requires extensive modifications.

We strive to reduce product failures toltheest possible rate. To achieve this goal, wéoper ongoing reliability testing on our
memory subsystems and share the results of thatgesith our customers. We believe that this im@®the system design process and
allows for the elimination of potential problemstla¢ earliest possible stage. In addition, we hianygemented procedures that require all of
our memory subsystems to undergo functional angtsyburn-in testing prior to delivery to the custam/Ve complement our test
capabilities with advanced imaging technology &pect the quality of our microBGA assembilies.

We are certified in 1ISO 9001:2000 Qualitahdhgement Systems, 1SO 14001:1996 EnvironmentablylEament Standards, and OSHAS
18001:1999 Occupational Health and Safety ManageBystems.

Competition

Our products are primarily targeted for seever, high performance computing and commuminatmarkets. These markets are inter
competitive, as numerous companies vie for busioppsrtunities at a limited number of large OEMsIr @rimary competitors are memory
module providers such as SimpleTech, Inc., SMARTdMar Technologies, Inc., and Viking Interworksjigision of Sanmina-SCI
Corporation. We also face competition from DRAM mtacturers in a limited range of applications. As enter new markets and pursue
additional applications for our products, we magefaompetition from a larger number of competitors.

Many of our competitors have substantighgater financial, technical, marketing, distribatiand other resources, broader product lines,
lower cost structures, greater brand recognitiahlanger standing relationships with customers suppliers. Some of our competitors may
also have a greater ability to influence industandards than we do, as well as more extensivaipatetfolios.

Some of our customers and suppliers mag paeprietary products or technologies which amampetitive with our products, or could
develop internal solutions or enter into strateglationships with, or acquire, existing high-dépsnemory module providers. Any of these
actions could reduce our customers' demand fopmducts. Some of our significant suppliers of mgni@s may be able to manufacture
competitive products at lower costs by leveragirtgrnal efficiencies, or could choose to reducesoyaply of memory ICs, adversely
affecting our ability to manufacture our memory sygiems on a timely basis, if at all.

Our ability to compete in our current targearkets and in future markets will depend in éapgrt on our ability to successfully develop,
introduce and sell new and enhanced products wnedytand cost-effective basis, and to responchinging market requirements. We
believe that the principal competitive factorshe selection of high performance memory subsystenpotential customers are:

. understanding of OEM system and business requiresnen
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. timeliness of new product introductior

. design characteristics and performance;
. quality and reliability;

. track record of volume delivery;

. credibility with the customer;

. fulfillment capability and flexibility; and

. price.

We believe that we compete favorably wébpect to these factors. We expect, however, tiratworent and future competitors could
develop competing products that could cause ardegii sales or loss of market acceptance of owdymts.

Research and Development

The market for high performance memory gatesms is characterized by rapid and continuousi@ogy development and product
innovation. We believe that the continued and tintdvelopment of new products and the enhancenientisting products are critical to
maintaining our competitive position. Our reseaaold development engineers focus on new produogul@sid development, the
development of thermal and electronic signal iritggolutions, new product testing techniques amthmdologies and improvements to our
manufacturing processes.

Our engineering staff continually explopeactical applications of new technologies, workthwur OEM customers and provides
support services throughout the product life cyitieluding architecture definition, component sétat, schematic design, layout,
manufacturing and test engineering. An importapeasof our research and development effort imtetstand the challenges presented by
our OEM customers' requirements and satisfy themtitigzing our industry knowledge, proprietary techogies and technical expertise.

We believe that to remain competitive westraontinue to focus on developing advanced mersgingystem technologies to address our
customers' increasingly complex memory subsystemirements. Our total expenditures for researchdavelopment were $11.8 million,
$3.8 million and $3.0 million for the years endeddember 27, 2003, January 1, 2005 and Decemb@085, respectively, and $2.5 million
and $2.4 million for the nine months ended Octdhe2005 and September 30, 2006, respectively. declun total research and development
expense was stock-based compensation expenseran@iBon, $0.1 million and $(0.1) million for figd years 2003, 2004 and 2005,
respectively. Stock-based compensation expengaddirst nine months of fiscal 2005 was not siguifit and was $0.1 million for the first
nine months of fiscal 2006.

We use advanced design tools to develogyats that operate at high frequencies. These niésads enable real-time simulation and
behavioral modeling of our designs using the irgutput buffer information specification of our slipps' components. These simulation tc
help us reduce or eliminate electronic signal meites, clock skews, signal jitter and noise, &lvbich can reduce system performance and
reliability.

Intellectual Property

Our high performance memory subsystemsl@veloped in part using our proprietary intelletpraperty, and we believe that the
strength of our intellectual property rights wilt bmportant to the success of our business. Wieatdatent and trade secret protection,
confidentiality agreements with customers and gastndisclosure and invention assignment
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agreements with employees and consultants and otinémractual provisions to protect our intellectpedperty and other proprietary
information.

As of September 30, 2006, we had four gatissued and eleven patent applications pendiaguring that they are properly
maintained, one of our issued patents will expir2022 and the other three will expire in 2024. 8gued patents and patent applications
relate to PCB design and layout techniques, panlgagichniques, and the use of custom logic in pegtiormance memory subsystems. We
intend to actively pursue the filing of additionmetent applications related to our technology adearents. While we believe that our patent
and other intellectual property rights are impartanour success, our technical expertise andtalbdiintroduce new products in a timely
manner also will continue to be important factersnaintaining our competitive position. Accordinglye believe that our business is not
materially dependent upon any one claim in anywfpending patent applications.

Despite our precautions, a third party meerse engineer, copy or otherwise obtain anduseroducts, services or technology with
authorization, develop similar technology indepenrilyeor design around any patents issued to usieTten be no assurance that our efforts
taken to prevent misappropriation or infringemefmur intellectual property by third parties haveeh or will be successful.

Employees

As of September 30, 2006, we had 115 faietemployees, including 71 employees in operatibBemployees in research and
development, 18 employees in sales and marketintdy1@ employees engaged in other administrativetimms. Our operations department
performs manufacturing, procurement and planniriyities. We use contract employees in our openatidepartment from time to time to
effectively manage our manufacturing workflow. AsSeptember 30, 2006, our operations departmen?amntract employees engaged
full-time in manufacturing. We are not party to armflective bargaining agreements with any of aupbyees. We have never experienced a
work stoppage, and we believe our employee relatiwa good.

Facilities

Our corporate headquarters are locategpnoximately 7,000 square feet of space in Irvibaljfornia, under a lease that expires in
June 2007. We also lease approximately 8,000 sdeetref space for our manufacturing facility lae@in Irvine, California. This lease
expires in November 2010. In addition, we leasece$f on a monthly basis in corporate office cenlterated in Austin, Texas, Raleigh, North
Carolina and Dublin, Ireland. We believe that ourrent facilities are adequate for our current explected operations for the next 12 months
and that additional space can be obtained if needed

We plan to open a manufacturing facilitan8hanghai, China in the first half of fiscal 20@7e currently plan to lease a facility and are
seeking a building with combined manufacturing afféte space consisting of approximately 30,000esqeet.

Legal Proceedings

From time to time, we may be involved tigktion relating to claims arising out of our ogigons in the normal course of business. To
date, no legal proceeding has had a material effects and, as of the date of this prospectusrevaat party to any material legal
proceeding. However, we believe that protectingiotallectual property is integral to our futureceass and competitive advantage, and as
such, we may be involved in material legal procegslirelating to our intellectual property on a lagbasis in the future.
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MANAGEMENT
Executive Officers and Directors

Our executive officers and directors, amgirtages and positions, are as follows:

Name Age Position

Chun K. Hong 45 President, Chief Executive Officer and ChairmaithefBoarc
Jayesh Bhakt 49 Vice President of Engineerir

Lee Kim 47 Vice President, Chief Financial Officer and Seane
Christopher Lope 46 Vice President of Sale

Nam Ki Hong 43 Director

Thomas F. Lagatt 48 Director

Alan H. Portnoy 61 Director

David M. Rickey 50 Director

Preston Romn 52 Director

Chun K. Honghas been our President and Chief Executive Offitere our inception, and assumed the title of @mair of the Board in
January 2004. From September 2000 to September BIOHong served as President and Chief Operdffiger of Infinilink Corporation,
a DSL equipment company. Mr. Hong assisted us maratime basis until his departure from Infinilirdt which time he assumed full-time
responsibilities with us. In the third quarter @02, Infinilink filed for bankruptcy under Chaptér From July 1998 until September 2000,
Mr. Hong served as Executive Vice President of MikComponents, Inc., a memory subsystems manuiagtcompany. From
November 1997 to June 1998, he was General Mamd@ales at LG Semicon Co., Ltd., a public semicmbor manufacturing company
South Korea. From April 1992 to October 1997, Monlg served as Director of Sales at LG Semicon Agagincorporated, a subsidiary of
LG. From December 1983 to March 1992, Mr. Hong heldous management positions at LG subsidiari&ointh Korea. Mr. Hong receiv
his B.S. in economics from Virginia Commonwealthiwgmsity and his M.S. in technology management fldepperdine University's
Graduate School of Management.

Jayesh Bhaktaas been our Vice President of Engineering singeihed us full-time in January 2001. From Novemp@®@0 to
January 2001, Mr. Bhakta was a staff engineer agttospace manufacturer Hyddare, Inc., a Crane Co. subsidiary. From Novemi#93lto
October 2000, Mr. Bhakta was Chief Engineer at MikComponents. Prior to Viking Components, Mr. Bhakas a senior design engineer
and Engineering Manager with SMT Products Corp. Birakta has represented us at the Joint Electretit®&ngineering Council, or
JEDEC, since he joined us, and has represented thedooard of directors of JEDEC for the last y&&r Bhakta holds a B.S. in electrical
engineering from the University of California atdAngeles.

Lee Kimhas been our Vice President, Chief Financial Offaoed Secretary since January 2006. Since Octdli¥s, Mr. Kim has been a
partner in Tatum, LLC, a national professional gms firm providing senior financial executive-légervices. While Mr. Kim maintains an
affiliation with Tatum, he is our full-time emplogeand devotes all of his working time to us. Frogbifaary 1999 to May 2003, Mr. Kim was
Senior Vice President and Chief Financial OfficBEpicor Software Corporation, a publicly-tradedrel®per of enterprise resource planning
software for mid-market companies. From October71t@9February 1999, he served as Vice PresidempdCate Controller and Chief
Accounting Officer of FileNet Corporation, a puljid¢raded developer of enterprise content managéswtware. From April 1993 to
October 1997, Mr. Kim served as Director of Finant®/onderware Corporation, a publicly-traded depek of supervisory control and data
acquisition software. Mr. Kim began his career vidloitte Haskins & Sells (now known as DeloitteT&uche LLP), serving in the audit
practice from July 1981 to December 1987. Mr. Kenaived his

58




B.S. in Economics, majoring in accounting, from Wharton School of the University of Pennsylvamidiay 1981.

Christopher Lopebas been our Vice President of Sales since oupiioze From November 1997 to August 2000, Mr. Lop@as an
account executive, and then the Director of OEMeSdNorth America, at Viking Components. From J1886 to November 1997, Mr. Loy
was an account executive with Platinum Associaesanufacturer's representative sales company. Brgjast 1990 to June 1996,

Mr. Lopes was an account executive with Philips Benductors. Mr. Lopes began his career as a desigimeer with Lockheed Martin
Corporation. Mr. Lopes received his B.S. in el@etriengineering from California State UniversitacBamento and his M.B.A. from Santa
Clara University.

Nam Ki Hong, who is the brother of our President, Chief Exaeu©fficer and Chairman of the Board, Chun K. Hohags served as a
member of our board of directors since March 2084.Hong has served as Chairman of the board etthrs of Northpoint Investment
Partners, Pte. Ltd., a private investment firm bdaeeSingapore, since September 2003. From Septe2®0€ to November 2002, he serve
Executive Director of Morgan Stanley & Co. Intelinagl Ltd., Seoul Branch. From June 1998 to Au@@t0, he served as a First Vice
President of Merrill Lynch International Inc., Sé®@ranch. From September 1994 to May 1998, he skeagea Vice President and portfolio
manager of J.P. Morgan Investment Managementlased in Singapore. Prior to joining J.P. Morgan, Nbng was as an equity research
analyst of J. Henry Schroder Wagg & Co. Ltd., im@eMr. Hong holds a B.S.E. in chemical enginegffiom Princeton University and an
M.B.A. from Columbia University. Mr. Hong is a Chiared Financial Analyst.

Thomas F. Lagatthas served as a member of our board of directoce dlanuary 2006. Mr. Lagatta has served as SeiterPresident
of Worldwide Sales for Broadcom Corp. since Jun@&2®rior to that, he had served as the Entersaputing Group's Senior Vice
President and General Manager since 2003. He j@neadcom in 2002. Prior to that, Mr. Lagatta sdras Vice President and General
Manager of Anadigics, Inc., a semiconductor manufac. Before Anadigics, Mr. Lagatta served as \Recesident of Business Development
at Avnet, Inc. Prior to Avnet, Mr. Lagatta servedvarious senior management and technical posifmmaver 11 years at Symbios Logic, a
storage systems company. Mr. Lagatta received &HB=Sfrom Ohio State University and an M.S.E.Bnfrthe University of Southern
California.

Alan H. Portnoyhas served as a member of our board of directoce $flarch 2004. Mr. Portnoy has served as Presafévibicronix
America, Inc., since May 1996. From June 1995 talA®96, he served as Managing Director for PN¥d#onics, Inc., a memory module
manufacturer. Mr. Portnoy was the Chief Operatiffificr of LG Semicon America from 1988 to 1994, &&/President for General
Instruments Corporation from 1987 to 1988, a Sevlioe President for Silicon Systems from 1981 t87,%nd a Vice President for
Macrodata Corporation from 1975 to 1980. Mr. Paythegan his career with Fairchild Semiconductor. Rbrtnoy presently serves on the
board of Macro-Port, Inc. Mr. Portnoy received BiS. in electrical engineering from the RensseRaytechnic Institute and his M.S in
Industrial Administration from Carnegie-Mellon Ueirsity.

David M. Rickeyhas served as a member of our board of directocg #arch 2004. Mr. Rickey served as Chairman gilispl Micro
Circuits Corporation, or AMCC, from August 2000March 2005 and as the President and Chief ExecQiffieer from February 1996 to
March 2005. From 1993 to 1995, he served as the Riesident of Operations of AMCC. During his tiaveay from AMCC, Mr. Rickey
served as the Vice President of Operations of Nex@®e. For eight years beginning in 1985, Mr. Rigkvas employed by Northern
Telecom, Inc. Mr. Rickey began his career at Iradaomal Business Machines Corporation. Mr. Rickegspntly serves on the board at Cytori
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Therapeutics, Inc. Mr. Rickey graduated Summa Cuande from Marietta College with a B.S. in MathemstHe also has a B.S. in
Metallurgy and Materials Science from Columbia Wmaity, and an M.S. in Material Science and Engingefrom Stanford University.

Preston Romrhas served as a member of our board of directoce $larch 2004. Mr. Romm has served as Vice Presafd-inance
and Chief Financial Officer of lomega Corporatiamce March 2006. Prior to that, he served as Viasident of Finance and Chief Financial
Officer of Dot Hill Systems beginning in Novembed9B. From January 1997 to November 1999, Mr. Rorrvesl as Vice President of
Finance, Chief Financial Officer and Secretary eftéq, Inc., a semiconductor equipment manufactérem November 1994 to
January 1997, Mr. Romm served as Vice PresideRinaince and Chief Financial Officer of STM Wirelgkg. From July 1990 to
November 1994, Mr. Romm served as Vice PresideshiController of MTI Technology Corporation. Mr. Ramholds a B.S. from th
University of Maryland and an M.B.A. from Americamiversity.

Board of Directors

Our board of directors currently considtsin directors. All of our directors will standrfelection at each annual meeting of
stockholders.

Our board of directors has establishedualit @ommittee, a compensation committee and a matimg and governance committee. The
responsibilities of these committees are, and Wahg the completion of this offering the compositiof these committees will be, as follows:

Audit Committee. Our audit committee oversees our accountingfimadcial reporting processes and the audits ofiaancial
statements. Our audit committee reviews the qaalifoins, independence and performance of our indkpe auditor, and approves the terms
of engagement of our independent auditor. Followimrgcompletion of this offering, the members of audit committee will be Messrs. N¢
Ki Hong, Rickey and Romm. Mr. Romm will serve asicherson of the audit committee. Each member okodit committee other than
Mr. Hong meets the requirements for independendertihe Nasdaqg Marketplace Rules and applicabds rarid regulations of the Securities
and Exchange Commission, and our board of direcamiews the qualifications of our audit committeembers from time to time to
determine whether they continue to meet these emtgnce requirements. Mr. Hong will be replaced llyrector that meets these
independence requirements prior to the first anmsany of the completion of this offering, whichtie date on which the applicable rules and
regulations require that all members of this cortemimeet these independence requirements. Mr. Rqumalfifies as an "audit committee
financial expert," as defined in Rule 401(h) of Rlegion S-K of the Securities Exchange Act of 198 amended.

Compensation Committee.Our compensation committee discharges the nsdpitities of our board of directors relating to
compensation and benefits of our executive offieed directors and reviews our general policy mejgtto compensation and benefits.
Following the completion of this offering, the meenb of our compensation committee will be Messegdita, Portnoy and Rickey.
Mr. Rickey will serve as chairperson of the compgiosn committee.

Nominating and Governance CommitteéDur nominating and governance committee consided makes recommendations to our
board of directors regarding candidates to servaexabers of our board of directors, reviews ouregalnpolicy relating to selection of
director candidates and members of committees oboard of directors, and reviews and makes recamdaténs to our board of directors
regarding corporate governance principles. Follgvihre completion of this offering, the members of bominating and governance
committee will be Messrs. Chun K. Hong, Portnoy &uinm. Mr. Portnoy will serve as chairperson oftbeninating and governance
committee.
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Compensation Committee Interlocks and Insider Parttipation

None of the members of our compensationmsiti@e is or has been one of our officers or emgdsy No member of our board of
directors or compensation committee currently seroeserved during fiscal 2005, as a member obtad of directors or compensation
committee of any entity that has one or more exeeutfficers serving as a member of our board oéatbrs or compensation committee.

Director Compensation

Our non-employee directors receive annaakltompensation of $30,000, paid in four quariegiallments, and compensation of
$1,000 for each regularly scheduled board meetingpmmittee meeting not held on the same daytemed meeting, that is attended. The
chairperson of our audit committee receives antentail $5,000 per year. All of our directors, inding our non-employee directors, are
reimbursed for their reasonable out-of-pocket egpsrincurred in attending board and board committeetings. Our noemployee directol
are also granted an option to purchase 25,000 sbéeir common stock upon appointment or initiatgon to the board of directors, and
will receive a grant of an option to purchase 10,6Bares of our common stock on August 1st of gaahin which they continue to be a
board member. These existing option grants arefwtnce option grants will be, subject to vestingeofour years, contingent upon continued
service as a director on the vesting date, and Aaexercise price equal to the fair market valub® shares of common stock underlying the
option on the date of grant. Generally, the peresleaercise price of these options granted afeectimpletion of this offering will be the fair
market value of a share of our common stock ord#tie of grant as determined in accordance withethmas of our 2006 Equity Incentive
Plan. Our employee directors do not receive cashpenmsation or option grants for their servicesigesctbrs.

Indemnification of Directors and Officers and Limitation of Liability

Our amended and restated certificate afriparation will become effective upon the completad this offering. Our amended and
restated certificate of incorporation will elimieahe personal liability of each of our directavs fnonetary damages resulting from any
breach of his fiduciary duty as a director, exdeptiability:

. for any breach of the director's duty of loyaltyu®or our stockholders;

. for acts or omissions not in good faith or thatalve intentional misconduct or a knowing violatiohlaw;
. for unlawful payments of dividends or unlawful staepurchases, redemptions or other distributions;
. for any transaction from which the director deridimproper personal benefit.

Our amended and restated bylaws provide tha

. we are required to indemnify our directors and etige officers to the fullest extent permitted g tDelaware General
Corporation Law, subject to limited exceptions;

. we are required to advance expenses, as incuoredy tdirectors and executive officers in connecttigth a legal proceeding
the fullest extent permitted by the Delaware Gelnéaaporation Law, subject to limited exceptionsda

. the indemnification rights conferred in the bylaave not exclusive.

We have entered into indemnification agreets with each of our current directors and exgeutificers. Subject to limited exceptions,
these agreements require us to indemnify these
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individuals to the fullest extent permitted undexl@vare law against liabilities that may arise &égson of their service to us, and to advance
expenses incurred as a result of any proceedingsighem as to which they could be indemnified. &l&® intend to enter into
indemnification agreements with our future direstand executive officers.

We intend to obtain directors' and offic@msurance to cover our directors, officers antis@f our employees for liabilities, including
liabilities under securities laws prior to the cdetipn of this offering. We believe that these indgfication provisions and agreements and
this insurance are necessary to attract and rqtsilified directors and executive officers.

The exculpation of liability and indemnéiwon provisions in our certificate of incorporatiand indemnification agreements may
discourage stockholders from bringing a lawsuitisgtaour directors for any breach of their fidugialuties. They may also reduce the
likelihood of derivative litigation against our diators and officers, even though an action, if easful, might benefit us and other
stockholders. Furthermore, a stockholder's investmmay be adversely affected to the extent thapawethe costs of settlement and damage
awards against directors and officers as requiyeithése indemnification provisions. At presentréhis no pending litigation or proceeding
involving any of our directors, officers or empl@gefor which indemnification is sought, and we moeaware of any threatened litigation t
may result in claims for indemnification.

Code of Ethics

We have adopted, and intend to post om@lnsite prior to the completion of this offeringCade of Ethics that applies to all directors,
officers and employees, including our Chief ExegDfficer, Chief Financial Officer and Principatéounting Officer.

Executive Compensation

The following table presents informatiogaeding the compensation received for the yeare@RgEember 31, 2005, by our chief
executive officer and each of our other named etkezofficers. The compensation table excludesrotbenpensation in the form of
perquisites and other personal benefits to a nawredutive officer where that compensation congtituéss than the lesser of $50,000 or :
of his total annual salary and bonus for such pgerio
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Summary Compensation Table

Annual Compensation Long Term Compensation

Other Restricted Securities
Annual Stock Underlying All Other
Name and Principal Position Salary Bonus Compensation Awards Options Compensation

Chun K. Hong $ 323,73. $ — $ — $ — — $ =
President, Chief Executive Officer ¢

Chairman of the Boar

Jayesh Bhakta 153,00: — — — — —
Vice President of Engineerir

Lee Kim(21) — — — — — —
Vice President, Chief Financial

Officer and Secretar

Christopher Lopes 202,20: — — — — —
Vice President of Sale

Daniel Skaggs(2) 162,00( — — — 30,00( —
Vice President of Financ

1) Mr. Kim joined us in January of 2006. For a summairir. Kim's terms of compensation, see "—Emploptnégreements."

2) Mr. Skaggs' employment terminated in February 2006.

Option Grants in Fiscal 2005

The following table presents informatiogaeding grants of stock options that we made duiistgl 2005 to the named executive
officers. We granted these options to the namedwixe officers under our Amended and Restated Zfility Incentive Plan. All of the
options listed on the following table expire teraggefrom the date of grant and were granted akarcise price equal to the fair market value
of our common stock as determined in good faitlotayboard of directors on the date of grant. Thegage of total options granted to
employees in fiscal 2005 is based on options tohmase a total of 691,000 shares of our common shatkwere granted to employees for the
year ended December 31, 20

Individual Grants

Number of % of Total

Securities Options Granted

Underlying to Exercise

Options Employees in Price Expiration

Name Granted Fiscal Year Per Share Date(1)
Chun K. Honc — — — ]
Jayesh Bhakt — — — —
Lee Kim — — — —
Christopher Lope — — — —
Daniel Skaggs(1 30,00( 42%$ 2.5¢ —

Q) Mr. Skaggs' employment terminated in February 2006.Skaggs did not exercise his vested optionkiwithe 90-day period
following his termination in accordance with th@yisions of his option grant, and his options tfaneterminated as of the end of 1
90-day period and are no longer outstanding.
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Aggregate Option Exercises in Fiscal 2005

None of the named executive officers exetiany stock options or stock appreciation righfsscal 2005. The following table presents
the number of shares of our common stock subjeghéxercised options held by the named executifieeo$ at December 31, 2005, and the
value of the unexercised options that were in-tloevay at that date. This value is calculated baseti® difference between $1.48, the
estimated fair market value of our common stodRexttember 31, 2005, and the exercise price fortihees underlying the option, multiplied
by the number of shares.

Number of Securities Underlying

Unexercised Options at Value of Unexercised In-the-Money
December 31,2005 Options at December 31, 2005

Name Exercisable Unexercisable Exercisable Unexercisable
Chun K. Hong — — — —
Jayesh Bhakt — — — —
Lee Kim — — — —
Christopher Lope — — —
Daniel Skaggs(1 68,79¢ 65,000 $ 43,26: —

@ Mr. Skaggs' employment terminated in February 2006.Skaggs did not exercise his vested optionkiwithe 90-day period
following his termination in accordance with the@yisions of his option grant, and his options tfaneterminated as of the end of
90-day period and are no longer outstanding.

Recent Option Grants to Management

In August 2006, our board of directors geanoptions to purchase the following numbers afss of our common stock to the following
members of our management: Chun K. Hong, 500,088;Kim, 100,000 (85,000 of which were granted diyeto him and 15,000 of which
were granted in the form of a warrant to Tatum, L.B@ompany with which he is affiliated pursuanatoagreement between that company
and us); Jayesh Bhakta, 100,000; Christopher Ld@#s000; and Paik Ki Hong, our Vice President afd@rement, 100,000. Each of these
options has an exercise price of $7.00 per shdre options granted to Chun K. Hong and Lee Kim gestrterly over four years. The options
granted to the other three employees vest upotethenation of the lock-up period included in agnemts that they entered into with us in
August 2006 provided that they have not termin#éteit employment with us prior to that time. Theggeements provide that they will not
sell any of their shares of common stock duringtéih@year period following the termination of théick-up agreements with the
underwriters other than the sale of up to 25,0@0esheach quarter pursuant to a written trading hlat complies with SEC Rule 10b5-1 and
is approved by us. In October 2006, our board i&adors granted options under our Amended and Res2H00 Equity Incentive Plan to
purchase 150,000 shares of our common stock taawently hired officers at an exercise price ob$7er share. These options will become
25% vested on the first anniversary of the datgraht, with the remainder to vest in equal quaytertallments over the following three
years.

Employment Agreements

We entered into an employment agreemenit @ftun K. Hong, our President, Chief Executive €ffiand Chairman of the Board, in
September 2006. This agreement provides for aialibidse salary of $323,000 plus other customanefits, including the reimbursement of
professional fees and expenses incurred in corareeiith income and estate tax planning and prejgerancome
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tax audits and the defense of income tax claingsreimbursement of membership fees and expensesdi@ssional organizations and one
country club, the reimbursement of employment-ezldegal fees, the use of a company automobilettendceimbursement of health club
dues and other similar health-related expensesHwing will also receive a $200,000 cash succesadapon the completion of this offering
and may earn annual performance bonuses, at threetiis of our board of directors, of up to 75%hef base salary based upon the
achievement of performance objectives, beginnirfiscal 2007. The initial term of this agreementieé years will automatically be
extended for additional one-year periods unlesemir. Hong provide notice of termination six mostbrior to the renewal date, but at all
times Mr. Hong may terminate his employment upamsonths' advance written notice to us. If we teate Mr. Hong's employment withc
cause or if he terminates his employment for g@ason, which includes a change of control of oangany, Mr. Hong will be entitled to
receive continued payments of his base salaryrfery@ar, reimbursement of medical insurance presiguning that period unless he
becomes employed, a pro-rated portion of his anpeidbrmance bonus, and, if any severance payrmatgamed to be an "excess parachute
payment" within the meaning of Section 280G ofltiternal Revenue Code, an amount equal to anyexaisimposed under Section 499¢
the Internal Revenue Code. In addition, his optmpurchase 500,000 shares of our common stoak exercise price of $7.00 per share,
granted in August 2006, shall immediately vestih 1f Mr. Hong's employment is terminated duedeath or disability, he or his estate will
receive a lump sum payment equal to half his anbasé salary and the above option shall partiast.\f Mr. Hong resigns without good
reason or is terminated for cause, we will havéuntiner obligation to him other than to pay hisdaalary through the date of termination.

We entered into an employment agreemett kée Kim, our Vice President, Chief Financial ©&i and Secretary, at the time of his
hiring in January 2006. Mr. Kim's employment agreetrprovides for an initial base salary of $200,00@ agreed to reimburse Mr. Kim for
the costs of his health and welfare plan premiumramni amount up to $750 per month. Our employmdatioaship with Mr. Kim is at-will,
and either we or Mr. Kim may terminate the emplogtrelationship on 30 days' written notice. If Mim is terminated by us for any reason
other than cause within his first year of employtmée will be entitled to a severance payment etpuahe months' salary; if he is terminated
by us for any reason other than cause after asyfear of employment, he will be entitled to asgance payment equal to four months' sa
if he is terminated by us for any reason other ttearse after his second year of employment, hebeiéntitled to a severance payment equal
to six months' salary; and for each six monthsnopleyment after his second year of employmenteifdterminated by us for any reason
other than cause he will be entitled to an additiame month's salary, capped at twelve months 1btdr. Kim is terminated by us without
cause, or without 30 days' prior notice, or if Mim resigns for cause, Mr. Kim will be entitled ttee applicable severance compensation
described above, plus one additional month's sademy all of Mr. Kim's cash bonuses and stock astiwill immediately vest and become
payable and exercisable, as applicable. If Mr. kKrterminated by us without cause, or if Mr. Kinsighs for cause, as a result of, or within
six months following, a change in control of ourrqmany, he will be entitled to a payment in the amaf 12 months' salary. Pursuant to this
agreement, we granted Mr. Kim an option to purcH#&#&:000 shares of our common stock at an exepcise of $7.00 per share. That option
will vest with respect to 25% of those shares anfitst anniversary of Mr. Kim's date of hire andl west evenly on a monthly basis with
respect to the rest of those shares so that ib&ikntirely vested on the fourth anniversary efddte of hire.

In connection with the hiring of Mr. Kim,eaentered into an agreement with Tatum, LLC in dan@006 to compensate Tatum for
placing Mr. Kim with us. That agreement also pr@dadvr. Kim with access to Tatum's services forind@s employment with us. We are
required to pay to Tatum, as partial compensatoitife services provided, a monthly fee equal 8% of Mr. Kim's monthly compensation
during the first and second year of his employmgri@9% of Mr. Kim's
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monthly compensation during the third year; and8Q,per month thereafter. In addition, we are neglio pay directly to Tatum 15% of any
cash or equity bonus that otherwise would be gcat@eMr. Kim. If Mr. Kim is terminated and we arequired to pay him severance as
described in his employment agreement, we are redjth pay directly to Tatum 1.67% of the amounthaeft severance payment if it is made
to Mr. Kim in the first two years; 1.00% of the anmb of that severance payment if it is made to Kim in the third year; and $1,000 per
month of that severance payment if it is made toHim thereafter. If Mr. Kim is terminated and we-Inire him within 12 months of his
termination for substantially the same job dutieslgding as an independent contractor), we woelddguired to pay Tatum a placement fee
equal to 45% of Mr. Kim's then yearly compensatibime agreement with Tatum will terminate immediatgbon the termination of Mr.

Kim's employment with us or his affiliation with fian.

Employee Benefit Plans
Amended and Restated 2000 Equity I ncentive Plan

We recently amended and restated our 2@@@tEIncentive Plan. The Amended and Restated Zififity Incentive Plan is administel
and interpreted by our board of directors or a cdtemthereof. The plan administrator, subjech®terms of the plan, determines the rights
and obligations of participants under the plan auithorizes the amendment of the terms of any mdstg awards. Our board of directors
alone has the authority to grant options and séwekrds under the plan and to determine, subjdabietterms of the plan, the terms and
conditions of those awards, provided that no awardg be granted under the plan after the completidhis offering.

Shares Reserved for IssuanceSubject to certain adjustments, we are abisstee a maximum of 5,750,000 shares of common stock
pursuant to awards granted under the Amended asited 2000 Equity Incentive Plan.

Participants and Awards. Any of our employees, our non-employee direstand any consultants and advisors to us, asietd by
the plan administrator, may be selected to pasdteiin the Amended and Restated 2000 Equity InoeRtian. Prior to the completion of this
offering, we will be able to award these individsalith stock options and stock grants. Stock grarag, but do not need to be, subject to
restrictions.

Sale of the Company. Generally, upon a merger of our company witinto another entity, the sale of substantiallyohlbur assets, or
the acquisition by any entity of more than 50% wif outstanding common stock, the plan administratay accelerate the vesting, or lapsing
of restrictions, of any outstanding awards in fithose awards are not assumed or replaced by a@ble awards of the successor or
acquiring entity. All awards not assumed or repiblog comparable awards will then terminate. The @dittee may also, at or prior to such a
sale, accelerate the vesting, or lapsing of rag&iris, of any outstanding awards assumed by theirdicg entity or replaced by comparable
awards if the employment of those plan particip@terminated following the sale.

Amendment and Termination.Our board of directors may terminate, amendnodify the Amended and Restated 2000 Equity
Incentive Plan at any time; however, stockholdgarapal will be obtained for any amendment to theeeknecessary and desirable to comply
with any applicable law, regulation or stock exapanule. We may not make any grants under the Aettadd Restated 2000 Equity
Incentive Plan after the completion of this offgrimand the plan will terminate no later than Novem2010.

Adoption by Stockholders.The Amended and Restated 2000 Equity Inceftiaa has been approved and adopted by the holflars o
majority of the outstanding shares of our capitats.
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2006 Equity I ncentive Plan

We have adopted a new 2006 Equity IncerRiam that will become effective on the date onchitthe registration statement in which
this prospectus is included is declared effectilee 2006 Equity Incentive Plan will be administebgtthe compensation committee of our
board of directors. The compensation committee heille the authority to administer the plan, inahgdihe power to determine eligibility to
receive awards, the types and number of shardsak subject to the awards, the price and timingwérds, the acceleration or waiver of any
vesting, and the imposition of performance or filufe restrictions. The compensation committee, dxaw, does not have the authority to
waive any performance restrictions for performahased awards. The compensation committee may eeqrictherwise amend the terms of
any award granted under the plan, prospectivetgtooactively, consistent with the terms of thenplih also may at any time offer to buy out
for a cash payment an award previously grantedutorize the recipient of an award to elect tdveag an award previously granted. As
used in this prospectus, the term "administratagans the compensation committee.

Shares Reserved for IssuanceSubject to certain adjustments, we initiallg able to issue a maximum of 500,000 shares of @mm
stock pursuant to awards granted under the 2008yHgaentive Plan. That maximum number will autdioally increase on a fixed date e
year by the lesser ¢

. 500,000 shares; and

. such smaller number of shares as may be deterrbinedr board of directors prior to that date.

The following types of shares issued unider2006 Equity Incentive Plan may again becomdabla for the grant of new awards under
the plan:

. shares that are forfeited to us or repurchasedkat less than fair market value; and

. shares tendered to us to pay the exercise priaa option.

Participants. Any of our employees, our non-employee direstand any consultants and advisors to us, asnietsd by the
administrator, may be selected to participate @2006 Equity Incentive Plan. We may award thedividuals with one or more of the
following:

. stock options;

. stock appreciation rights;

. restricted stock and stock unit awards;
. performance units;

. stock grants; and

. performance-based awards.

Stock Options. Stock options may be granted under the 2006t¥ ncentive Plan, including incentive stock opt# as defined under
Section 422 of the Code, and nonqualified stockoogt The option exercise price of all stock opsigmanted under the 2006 Equity Incen
Plan will be determined by the administrator, exd¢bpt any incentive stock option or any optioreimded to qualify as performance-based
compensation under Section 162(m) of the Codenatilbe granted at a price that is less than 100#teofair market value of the stock on
date of grant. Unless otherwise determined by timeiistrator, the fair market value of the stocktloe date of grant will be the closing price
for the stock as quoted on the Nasdag Global Mddkatn any other national securities exchange biclnthe stock is then listed) for that
date or, if no closing price is
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reported for that date, the closing price on thd peeceding date for which a closing price wasregd. Stock options may be exercised as
determined by the administrator, but in no evetgrahe tenth anniversary date of grant.

Upon the exercise of a stock option, thespase price must be paid in full in either casiisoequivalent. The administrator may also
allow payment by tendering previously acquired ehaf our common stock with a fair market valuthattime of exercise equal to the
exercise price, provided such shares have beerfdredd least six months prior to tender and bredssisted cashless exercises and may
authorize loans for the purpose of exercise as ittedrunder applicable law.

Stock Appreciation Rights. Stock appreciation rights, or SARs, entitleagtipipant to receive a payment equal in valuéneodifference
between the fair market value of a share of stocthe date of exercise of the SAR over the graioemf the SAR. The administrator may |
that amount in cash, in shares of our common starck, a combination of both. The terms, methode)@frcise, methods of settlement, form
of consideration payable in settlement, and angragrms and conditions of any SAR will be deterdity the administrator at the time of
the grant of award and will be reflected in the ehvagreement.

Restricted Stock and Stock Un#srestricted stock award or restricted stock unmitiad is the grant of shares of our common stodieeit
currently (in the case of restricted stock) or &itare date (in the case of restricted stock Ynétlsa price determined by the administrator
(including zero), that is nontransferable and igjesct to substantial risk of forfeiture until spigciconditions or goals are met. Conditions may
be based on continuing employment or achievingoperéince goals. During the period of restrictiontipgants holding shares of restricted
stock may, if permitted by the administrator, h&wévoting and dividend rights with respect to sgoshares. The restrictions will lapse in
accordance with a schedule or other conditionsrohéted by the administrator.

Performance UnitsA performance unit award is a contingent rightdoaive the value of a pre-determined number ofeshaf our
common stock if certain performance goals are & value of performance units will depend on tegrde to which the specified
performance goals are achieved, but are generafigcdon the value of our common stock. The admatistmay, in its discretion, pay eart
performance units in cash, or stock, or a combamatif both.

Stock GrantsA stock grant is an award of shares of common stgtihout restrictions. Stock grants may only be madlimited
circumstances, such as in lieu of other earned eosgtion.

Performance-Based Awards.Grants of performance-based awards enable tusabother awards granted under the 2006 Equity
Incentive Plan as "performance-based compensatiothér Section 162(m) of the Code and preservedtadibility of these awards for
federal income tax purposes. Because Section 16#(thg Code only applies to those employees whd@vered employees" as defined in
Section 162(m) of the Code, only covered employeekthose likely to become covered employees @iblel to receive performance-based
awards. Participants are only entitled to recemgnpent for a performance-based award for any gdegformance period to the extent that
pre-established performance goals set by the adirator for the period are satisfied. These prakdished performance goals must be based
on one or more of the following performance criaepre- or after-tax net earnings, sales growtkraging earnings, operating cash flow,
return on net assets, return on stockholders'gqeiturn on assets, return on capital, stock mrosvth, stockholder returns, gross or net
profit margin, earnings per share, price per shatkmarket share. These performance criteria mawydasured in absolute terms or as
compared to any incremental increase or as companesults of a peer group. With regard to a paldir performance period, the
administrator will have the discretion to sele@ tangth of the performance period, the type ofggerance-based awards to be granted, and
the goals that will be
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used to measure the performance for the periodetermining the actual size of an individual perfance-based award for a performance
period, the administrator may reduce or eliminatg ot increase) the award. Generally, a partitipall have to be employed on the date
performance-based award is paid to be eligibl@afperformance-based award for that period.

Sale of the Company.Generally, upon a merger of our company witinto another entity, the sale of substantiallyohlbur assets, or
the acquisition by any entity of more than 50% wf outstanding common stock, the plan administratay accelerate the vesting, or lapsing
of restrictions, of any outstanding awards in fithose awards are not assumed or replaced by aahje awards of the successor or
acquiring entity. All awards not assumed or reptblog comparable awards will then terminate. The @ittee may also, at or prior to such a
sale, accelerate the vesting, or lapsing of reg&iris, of any outstanding awards assumed by theirdicg entity or replaced by comparable
awards if the employment of those plan participgiterminated following the sale.

Amendment and Termination.Our board of directors may terminate, amendnodify the 2006 Equity Incentive Plan at any time;
however, stockholder approval will be obtaineddoy amendment to the extent necessary and desicabtenply with any applicable law,
regulation or stock exchange rule. We may not naakegrants under the 2006 Equity Incentive Plagrdfte tenth anniversary of the date on
which the plan becomes effective.

Adoption by Stockholders.We intend to seek approval of the 2006 Equitehtive Plan by the holders of a majority of thistanding
shares of our common stock and preferred stock fwithe completion of this offering.

401(k) Plan

We sponsor a defined contribution plar4@k (k) Plan, intended to qualify under Section 40bf the Internal Revenue Code.
Employees are eligible to participate in this pteavided they are employed full-time and have redc®l years of age. Participants may
make pre-tax contributions to the plan subject $tatutorily prescribed annual limit. Each partazipis fully vested in his or her contributions
and the investment earnings. Under the plan's sureems, we may match the contributions of a pgoaint, to the extent they do not exceed
6% of the participant's compensation, on a dismnetiy basis. Our contributions, if any, would getigrbe deductible by us when made.
Contributions are held in trust as required by law.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The following is a description of certaglationships and related transactions to which swelbeen a party, in which the amount
involved in each transaction or series of relataddactions exceeds $60,000, and in which any rodlioectors, former or current executive
officers or, to our knowledge, holders of more thé&h of our capital stock had or will have a direcindirect material interest.

Related Parties
Loansto Related Parties

Our Vice President of Procurement, Paildiing, is the brother of Chun K. Hong, our Presid@ttief Executive Officer and Chairman
of the Board, and of Nam Ki Hong, one of our diogst Mr. P. K. Hong received salary and bonusekeéramounts of $165,806, $109,291
and $125,693 for the fiscal years 2003, 2004 arh 28s of December 27, 2003, January 1, 2005 amgber 31, 2005 and September 30,
2006, respectively, Mr. P. K. Hong owed $21,2281,$84, $22,865 and $22,865 in outstanding prin@pal accrued and unpaid interest on a
full-recourse promissory note issued to us by MiKPHong in February 2003 as part of the exerpisee of then-vested options to acquire
100,000 shares granted to him pursuant to our Aecadd Restated 2000 Equity Incentive Plan. This hears interest at a rate of 7% per
annum and is due on February 17, 2008. Any procieedsthe sale of Mr. P. K. Hong's shares as coptated by this prospectus will be
applied first to pay off this note in full.

In November 2000, we made loans to ead®hoistopher Lopes, our Vice President of Sales,Jaygsh Bhakta, our Vice President of
Engineering, in connection with their respectivegmases of 1,000,000 shares of restricted stoak.ofiginal principal amount of each of
these loans was $199,000, and they each accrierdshat a rate of 7% annually. As of DecembeRR03, the outstanding principal and
accrued and unpaid interest on each of these togaled $246,299. On December 27, 2003, we forglawentire outstanding principal
amount, as well as accrued and unpaid interestalus, on those loans. In addition, we gave eadirof_opes and Mr. Bhakta a cash bonus
of $165,100, which was intended to be equal taakdiability incurred by each of these individualih respect to the forgiveness of each of
their loans.

Loans From and Guaranties by Executive Officers

In August and October 2002, Chun K. Honglenbans to us to finance our working capital néedsxchange for two promissory notes
in the original principal amount of $97,894 and P00, respectively. Interest on each of these rentesied at a rate of 7% per annum and all
principal and accrued interest was due in July 208 October 2004, respectively. We prepaid inteneder these notes on a monthly basis
as it accrued. As a result, the total outstandadgrice of these notes on December 27, 2003 was8b6On that date, we offset $167,894 of
prior advances made to Mr. Hong, as described helgainst that outstanding balance, effectivelyceling each of these notes.

Mr. Hong has personally guaranteed theymgat of $1,750,000 in aggregate principal amotiniuo outstanding convertible
promissory notes. Messrs. Hong, Lopes and Bhakta bach personally guaranteed the repayment af 8,000,000 of borrowings under
the existing credit agreement with our bank. Thargntees of our bank debt will terminate upon trametion of this offering.

In November 2002, Julie Skaggs, the wif®ahiel Skaggs, our former Vice President of Firamsade a loan to us to finance our
working capital needs in exchange for a promissatg
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in the original principal amount of $100,000. Irg&tron this note accrued at a rate of 15% per aramdall principal and accrued interest \
due in fiscal 2004. We repaid this loan in Decenfti3.

Advances to Executive Officers and Other Management

We made a series of advances in 2001 ad@ @0the aggregate amount of $152,000, $90,000085and $81,120 to Chun K. Hong,
Christopher Lopes, Jayesh Bhakta, and Paik Ki Hoegpectively. These advances accrued interestad @f 7% annually. As of
December 27, 2003, the outstanding balances of tadgances, including accrued and unpaid intersated $174,340, $101,336, $5,454
$90,244, respectively. On that same date, we of567,894 of the advances to Mr. C. K. Hong agahmestwo notes owed to him, as
described above, reducing the amount of his adwaaicgear end to $6,446. On that same date, waverthe entire remaining outstanding
amounts of the advances to Messrs. C. K. Hong, $,dpleakta and P. K. Hong. We also gave cash boris#665, $82,691, $2,133 and
$74,304 to Messrs. C. K. Hong, Lopes, Bhakta ard. Plong, respectively, which amounts were intenttebde equal to the respective tax
liabilities to be incurred by each of these induadk in connection with the forgiveness of eacthefr advances.

Other Transactions

In August 2006, Jayesh Bhakta, Christojlogres, and Paik Ki Hong entered into Performanceritive Agreements with us that
included lockup agreements as part of an overall compensatickaga. These agreements provide that they wilkabbtany of their shares
common stock during the two-year period followihg termination of their lock-up agreements with theerwriters other than the sale of up
to 25,000 shares each quarter pursuant to a wtitiding plan that complies with SEC Rule 10b5-d snapproved by us. In return, we
agreed that each of them would receive a $100,000bupon completion of this offering (which mustrepaid to us if he terminates his
employment prior to the end of the two-year lockpapiod), and that each of them would be able Hlpaepart of the oveallotment option it
connection with this offering, if that over-allotmteoption is exercised by the underwriters, the benof shares of our common stock that
would equal 10% of the total number of shares pasel by the underwriters upon the exercise ofabat-allotment option. Upon signing
these agreements, each of these employees al$eecke@ option to purchase 100,000 shares of aunuan stock at an exercise price of
$7.00 per share as part of this compensation pacKdwese options will vest and become exercisabdesingle installment upon the
expiration of the two-year period described in tlmespective lock-up agreements.

In April 2001, we issued a convertible pissory note, in the original principal amount o500 and bearing interest at 7.5% per
annum, to Serim Paper Manufacturing Co., Ltd. lhriary 2003, we issued a second convertible pramjissote, in the original principal
amount of $500,000 and bearing interest at 6.5%apeum, to that company. Each of these notes waisalty convertible, at the option of
the holder, into shares of a new series of prefesteck at a price equal to the lower of $2.50gb&re or the per share fair market value of the
new preferred stock. In October 2002 we exchanigeatiginal $625,000 note for a new note with thme terms but a new maturity date. In
April 2004, we exchanged that successor $625,008foo a new note with the same terms but a newrritatdate. Effective October 2005,
we exchanged that successor $625,000 note for anamawwith a reduced conversion price of $1.67gbare and a new maturity date of
April 3, 2007. In August 2004 we exchanged theioaf$500,000 note for a new note with the sammsdvut a new maturity date. Effective
February 2006, we exchanged that successor $500¢@80dor a new note with a reduced conversionepoic$1.67 per share and a new
maturity date of August 12, 2007. Immediately ptmthe completion of this offering, each of
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these currently outstanding notes will automatjcatinvert into shares of our common stock at thieseel conversion price.

Stock Options Granted to Directors and Executive (fcers

For more information in addition to thasdebed under "—Other Transactions" above regardirgctor and executive officer
compensation and the grant of stock options tactire and executive officers, please see the faligwubsections under "Management"

above: "—Director Compensation," "—Executive Congaion," "—Option Grants in Fiscal 2005" and "—R®&c®ption Grants to
Management."

Indemnification Agreements

We enter into indemnification agreementthwil of our executive officers and directors. $seinformation provided in this prospectus
under "Management—Indemnification of Officers anidebtors and Limitation of Liability."
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PRINCIPAL AND SELLING STOCKHOLDERS

The following table sets forth informatioegarding the beneficial ownership of our commantistas of September 30, 2006, and as
adjusted to reflect the sale of common stock offdne us in this offering, for:

. each named executive officer;

. each of our current directors;

. all of our current executive officers and directassa group;

. each person known by us to beneficially own moasth% of our outstanding shares of our common seoud
. each stockholder that will sell shares in this iffg if the underwriters' over-allotment optioneisercised.

In the following table, the percentage omshé@ of shares beneficially owned prior to thifedahg is based on 11,244,197 shares of our
common stock outstanding as of September 30, 20@bthe percentage of shares beneficially ownex Hfis offering is based on
17,494,197 shares of our common stock outstandtegthis offering, plus, in each case, the follogwnumber of shares of common stock
issuable upon the conversion of our outstandingexdible securities effective immediately priorthee completion of this offering:

. 1,000,000 shares issuable upon the conversion of alir outstanding shares of convertible pref@stock; and

. 1,050,000 shares issuable upon the conversion.@6$tillion in outstanding principal amount of autstanding convertible
promissory notes.

Beneficial ownership is determined in adeorce with the rules and regulations of the Sdearéind Exchange Commission and does not
necessarily indicate beneficial ownership for atheo purpose. Under these rules, beneficial ownmgisbludes those shares of common s
over which the stockholder has sole or shared gaiimnvestment power. Shares of common stock stibijeoptions or warrants currently
exercisable, or exercisable within 60 days of Saper 30, 2006, are deemed outstanding for purpefsgsmputing the percentage
beneficially owned by the person holding thoseapsior warrants, but are not deemed outstandinguigroses of computing the percentage
beneficially owned by any other person.
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Shares Beneficially Owned Shares Beneficially Owned
Prior to Offering After Offering(3)

Shares Being

Name of Beneficial Owner(1) Number Percent Offered(2) Number Percent

Directors and Executive Officers:

Chun K. Hong(4 6,031,25 45.5% 531,25( 5,500,00t 28.1%
Christopher Lopes(t 1,000,001 7.5% 93,75( 906,25( 4.€%
Jayesh Bhakta(® 1,000,001 7.5% 93,75( 906,25( 4.€%
Lee Kim(6) 5,31 * — 5,31z *
Daniel Skaggs(7 — — — — —
Nam Ki Hong(8) 115,62! * — 115,62! *
Thomas F. Lagatta(¢ 62& * — 62& *
Alan H. Portnoy(10 15,62¢ * — 15,62¢ *
David M. Rickey(10; 15,62¢ * — 15,62¢ *
Preston Romm(1( 15,62¢ * — 15,62¢ *
All executive officers and directors as a grouj

(10 persons 8,199,68: 60.£% 7,480,93! 37.%%
5% Stockholders:

Jae Dong Lee(1] 1,400,001 10.5% 93,75( 1,306,25! 6.7%
Paik Ki Hong(12) 1,000,001 7.1% 93,75( 906,25( 4.4%
Serim Paper Manufacturing Co., Ltd(? 675,00( 5.1% — 675,00( 3.5%
Jun S. Cho(14 1,020,001 7.7% — 1,020,00! 5.2%
Other Selling Stockholder:

Devon Park(15 87,50( * 31,25( 56,25( *

(1)

(2)

(3)
(4)

(5)

(6)

(7)

Represents beneficial ownership of less than 1%.

Unless otherwise indicated, the address of eaettdir, executive officer and person beneficiallynovg more than 5% of the
outstanding shares of our common stock is c/o $tdtic., 475 Goddard, Irvine, California 92618.

Consists entirely of shares subject to the undégvetiover-allotment option, and assumes that tlee-allotment option is exercised in
full. Upon any partial exercise of the over-allotmeption, the shares so purchased by the underamitill be allocated among the
selling stockholders pro rata in accordance withatocation shown in the table with respect toekercise of the over-allotment in
full.

Assumes that the over-allotment option is exercisddll.

Includes 31,250 shares of common stock issuabla tippexercise of options that are or will be vested immediately exercisable
within 60 days of September 30, 2006; and 3,000r80in shares of common stock held by Mr. Hongrastee of the Hong-Cha
Community Property Trust. Mr. Hong disclaims beaiafi ownership of shares held for this trust. Marig acquired the shares that he
is selling in this offering in June 2000 at a pride$0.01 per share. Payment was made throughettiermance of prior services for
our company by Mr. Hong in 2000 without salary tires compensation.

Each of the indicated officers acquired the shtrashe is selling in this offering in November P0& a price of $0.20 per share
pursuant to stock grants made under our 2000 Anteadé Restated Equity Incentive Plan. Payment waderprimarily through the
issuance by these officers of promissory notesnkare information regarding these notes, see "@eRalationships and Related
Transactions." Mr. Lopes transferred all of therehaf our common stock held by him to himselftasttustee of the 2006 Lopes
Family Trust on October 26, 2006.

The number of shares beneficially owned both bedmet after this offering consists entirely of sisasécommon stock issuable upon
the exercise of options that are or will be vested immediately exercisable within 60 days of Sebier 30, 2006.

Mr. Skagg's employment terminated in February 2006.
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(8)

(9)

(10)

(11)

(12)

(13)

(14)

(15)

The number of shares beneficially owned both bedmat after this offering consists entirely of slsasé common stock issuable up
the exercise of options that are or will be vested immediately exercisable within 60 days of Seyer 30, 2006.

The number of shares beneficially owned both befmet after this offering consists of 625 sharesosfimon stock issuable upon the
exercise of options that are or will be vested iamuediately exercisable within 60 days of Septendfgr2006.

The number of shares beneficially owned both bedmat after this offering consists entirely of slsasé common stock issuable upon
the exercise of options that are or will be vested immediately exercisable within 60 days of Sebier 30, 2006.

Mr. Jae Dong Lee's address is 8-108, Hannam Hefgitts Oksu-Dong Seongdong-gu, Seoul, Korea. Me &erved on our board of
directors from our inception through March 2004. Mee acquired the shares that he is selling mdffering in June 2000 at a price
of $0.01 per share. Payment was made through ttierpmnce of prior services for our company by Mge without salary or
compensation therefor.

Mr. Paik Ki Hong has served as our Vice Presidémrocurement since March 2006. Prior to that htderved as our Director of
Procurement since March 2001. He is the broth&taf K. Hong, our President, Chief Executive Offiaad Chairman of the Board.
The number of shares beneficially owned both bedmat after this offering by Mr. Paik Ki Hong inclesi 900,000 shares of common
stock issuable upon the exercise of options tlabawill be vested and immediately exercisabldninit0 days of September 30,
2006. He acquired the shares that he is sellitigisnoffering in February 2003 at a price of $0p&b share upon the exercise of a s
option granted under our Amended and Restated E§0@y Incentive Plan. Payment of the exercisegdtthis option was made
primarily through the issuance by him of a promigswte. For more information regarding this naiee "Certain Relationships and
Related Transactions."

Serim Paper Manufacturing's address is 505, Shinsg; Gangnangu, Seoul, Korea. The number of shares beneficiallged befor
the offering is comprised entirely of shares of ooon stock issuable upon the conversion of converpitomissory notes outstanding
as of the date of this prospectus. We believellhét Lee, as the president and chief executiveceffof this company, has voting and
investment power with respect to these shares.

The number of shares beneficially owned both befmek after the offering includes 500,000 sharesaimon stock held by Mr. Cho
as trustee of the Chun Ki Hong 2004 Trust, whicireb were transferred to this trust by Mr. C.K. glamAugust 2004; and 500,000
shares of common stock held by Mr. Cho as trust#ieeoWon Kyung Cha 2004 Trust, which shares wexedsferred to this trust by
Won Kyung Cha, the wife of Mr. C.K. Hong, in Augi04. Mr. Cho disclaims beneficial ownership oduigls held for these trusts.

Mr. Devon Park's address is c/o Netlist, Inc., &tldard, Irvine, California 92618. Mr. Park seregdour board of directors from ¢
inception through July 2003. The number of shaseeficially owned both before and after the offgrincludes 37,500 shares of
common stock issuable upon the exercise of optimaisare or will be vested and immediately exefdesavithin 60 days of
September 30, 2006. Mr. Park acquired the shaegsthis selling in this offering in June 2000 ariae of $0.01 per share. Payment
was made through the performance of prior senfimesur company by Mr. Park without compensatioeréfor.

75




DESCRIPTION OF CAPITAL STOCK
General

The following information assumes the filjirprior to the completion of this offering, of caimended and restated certificate of
incorporation.

Immediately following the completion of stoffering, our authorized capital stock will castgf 90,000,000 shares of common stock,
par value $0.001 per share, and 10,000,000 shareglesignated preferred stock, par value $0.005lpare.

Common Stock
As of September 30, 2006, we had outstantlin244,197 shares of our common stock held hyol@ers of record.
Dividend Rights

Subject to preferences that may apply jothan outstanding shares of preferred stock, theehns of outstanding shares of our common
stock are entitled to receive dividends out of ssslegally available for distribution at the timesd in the amounts, if any, that our board of
directors may determine from time to time.

Voting Rights

Each holder of our common stock is entitedne vote for each share of our common stoc telall matters submitted to a vote of
stockholders. We have not provided for cumulativenajority voting for the election of directorsanir certificate of incorporation. This
means that the holders of a majority of the shaoésd can elect all of the directors then standangelection and that an individual director
may be elected by the affirmative vote of less thamnajority of the outstanding shares entitleddtevin addition, our certificate of
incorporation and bylaws provide that all actiom$é taken by our stockholders (other than theieleof directors) will require the approval
of a majority of the shares entitled to vote ateeting at which a quorum is present. For a desonf these actions, see "—Anti-Takeover
Effects of Delaware Law and Our Certificate of Irmaration and Bylaws."

No Preemptive, Conversion or Redemption Rights
Our common stock is not entitled to preewgptights and is not subject to conversion or negigon.
Right to Receive Liquidation Distributions

Upon our liquidation, dissolution or windhup, the holders of our common stock are enttiteshare in all assets remaining after
payment of all liabilities and the liquidation peeénces of any then outstanding shares of prefstomit. Each outstanding share of our
common stock is, and all shares of our common stimdle issued in this offering when they are paidaill be, fully paid and nonassessable.

Preferred Stock

Immediately prior to the completion of thiering, each outstanding share of our existieges of preferred stock designated as
Series A Convertible Preferred Stock will be coteérinto one share of common stock.
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Immediately following the completion of shoffering, our board of directors will be authedz subject to limitations imposed by
Delaware law, to issue up to 10,000,000 sharesedéped stock, in one or more series, withoutldtotder approval. Our board of directors
will be authorized to establish from time to tinhe humber of shares to be included in each sen@sto fix the rights, preferences and
privileges of the shares of each wholly unissuettsand any of its qualifications, limitationsrestrictions. Our board of directors will also
increase or decrease the number of shares of aieg,deut not below the number of shares of thaes¢hen outstanding, without any further
vote or action by the stockholders.

The board of directors may authorize tiseasice of preferred stock with voting or conversights that could harm the voting power or
other rights of the holders of common stock. Tiseidsice of preferred stock, while providing flexiyiin connection with possible
acquisitions and other corporate purposes, cooidng other things, have the effect of delayinged&ig or preventing a change of control
and might harm the market price of our common saak the voting and other rights of the holdersaimon stock. We have no current
plans to issue any shares of preferred stock.

Common Stock Warrants

In January 2003, we issued a warrant tolase an aggregate of 60,000 shares of our comimckat an exercise price of $1.25 per
share to a single holder. This warrant expiresitudry 2013. In February 2003, we issued warranpsitchase an aggregate of 300,000
shares of our common stock at an exercise pri§d @0 per share to a total of three holders. Theseants have five-year terms and expire
on February 12, 2008. In May 2006 and August 20@6issued warrants to purchase 22,500 shares add0lshares of our common stock at
exercise prices of $2.55 per share and $7.00 ee stespectively, to a single holder. These wésrhave a ten year term and vest over a four
year period

Anti-Takeover Effects of Delaware Law and Our Certficate of Incorporation and Bylaws

The provisions of Delaware law and of omeaded and restated certificate of incorporatiahlariaws described below may have the
effect of delaying, deferring or discouraging amstharty from acquiring control of us.

Delaware Law

We will be subject to the provisions of @&t 203 of the Delaware General Corporation Lagutating corporate takeovers. In general,
those provisions prohibit a Delaware corporatiamfrengaging in any business combination with atsré@sted stockholder for a period of
three years following the date of the transactiowlich the person became an interested stockhaldigss:

. the transaction is approved by the board of dirsdbefore the date the interested stockholdemaitiathat status;

. upon consummation of the transaction that resuttéde stockholder becoming an interested stocldroltie interested
stockholder owned at least 85% of the voting stafdhe corporation outstanding at the time thedaation commenced; or

. on or after the date the business combinationpsased by the board of directors and authorizesl meeting of stockholders
by at least two-thirds of the outstanding votingcktthat is not owned by the interested stockholder

Section 203 defines "business combinationfclude the following:
. any merger or consolidation involving the corparatand the interested stockholder;
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any sale, transfer, pledge or other dispositiohG86 or more of the assets of the corporation irmglthe intereste
stockholder;

subject to certain exceptions, any transactionrémilts in the issuance or transfer by the cotfmraf any stock of the
corporation to the interested stockholder;

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

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

In general, Section 203 defines an intedestockholder as any entity or person beneficiaiying 15% or more of the outstanding
voting stock of the corporation and any entity ergon affiliated with or controlling or controlldxy any of these entities or persons.

A Delaware corporation may opt out of hisvision either with an express provision in itgymal certificate of incorporation or in an
amendment to its certificate of incorporation olalwys approved by its stockholders. However, we heteopted out of this provision. The
statute could prohibit or delay mergers or othketaer or change in control attempts and, accolglimgay discourage attempts to acquire

Charter and Bylaws

Following the completion of this offeringur amended and restated certificate of incorpmmaand bylaws will provide that:

no action can be taken by stockholders except ahanal or special meeting of the stockholdersdalt accordance with our
bylaws, and stockholders may not act by writtenseo;

our board of directors will be expressly authoriteanake, alter or repeal our bylaws;
our board of directors will be authorized to ispueferred stock without stockholder approval;

a stockholder seeking to bring business beforenana meeting of stockholders, or to nominate cdatehis for election as
directors at an annual meeting of stockholders tas/ide timely notice of this intention in writinand to be timely, a
stockholder's notice must be delivered to our sagyenot less than 120 days prior to the first sarsary of the date of our
proxy statement delivered to stockholders in cotioeavith the preceding year's annual meetingf thé date of this annual
meeting is more than 30 days before the date gftheeding year's annual meeting, or if no progyeshent was delivered to
our stockholders in connection with the precediaegris annual meeting, such notice must be delivesetater than 10 days
following the date on which public announcementhaf date of the annual meeting is made; and

we will indemnify officers and directors against$es that they may incur in investigations andllpgeceedings resulting fro
their services to us, which may include servicesannection with takeover defense measures.

Transfer Agent and Registrar

The transfer agent and registrar for oummmn stock is U.S. Stock Transfer Corporation asdddress is 1745 Gardena Avenue,
Glendale, CA 91204-2991.

Our common stock has been approved foirtgaaihd quotation on the Nasdaq Global Market uttgetrading symbol "NLST."
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SHARES ELIGIBLE FOR FUTURE SALE

Before this offering, there has not begublic market for our common stock. Future salesutifstantial amounts of our common stock,
including shares issued upon exercise of outstgnojitions and warrants, in the public markets dftesroffering could adversely affect
market prices prevailing from time to time. As désed below, only a limited number of shares cuilseaoutstanding will be available for se
immediately after this offering due to contractaad legal restrictions on resale. Neverthelesardutales of substantial amounts of our
common stock, including shares issued upon thecseeof outstanding options and warrants, in th@ipunarket after the restrictions lapse,
or the possibility of the sales, could cause tleaiting market price of our common stock to falirmpair our ability to raise equity capital in
the future.

Upon completion of this offering, we wilate outstanding 19,544,197 shares of our commak,sassuming that there are no exercises
of outstanding options after September 30, 2006h&de shares, all of the 6,250,000 shares sdldsiffering will be freely tradable in the
public market without restriction or further regatton under the Securities Act, unless these stameheld by "affiliates,” as that term is
defined in Rule 144 under the Securities Act. Rappses of Rule 144, an "affiliate" of an issuea {gerson that, directly or indirectly through
one or more intermediaries, controls, or is cotgwbby, or is under common control with, the iss&rares purchased by an affiliate may not
be resold except pursuant to an effective registratatement or an exemption from registrationluding the exemption under Rule 144 of
the Securities Act described below. Our sharesdanding prior to this offering are "restricted seties,” as that term is defined in Rule 144
under the Securities Act. These restricted seegritiay be sold in the public market only if theg @egistered or if they qualify for an
exemption from registration under Rule 144 or 7@dler the Securities Act. These rules are summalkigéxiv. Subject to the lock-up
agreements described below and the current infoomananner of sale and volume restrictions of Rulé and Rule 701, these restricted
securities will be available for sale in the pulttiarket as follows:

Date Number of Shares Comment

On the date of this prospectus —  Shares not locked up and eligible for sale under
Rule 144

90 days after the date of this prospectus 24,197  Shares not locked up and eligible for resale under

Rule 144 and Rule 7C

180 days after the date of this prospectus 13,270,000  Lock-up released; shares eligible for sale under
Rule 144 and Rule 7(

Lock-up Agreements

We and the selling stockholders, our exgeutfficers and directors and substantially albaf other existing security holders have
agreed, subject to limited exceptions, not to offéedge, sell, contract to sell, sell any optiorcontract to purchase, purchase any option or
contract to sell, grant any option, right or watrempurchase, lend or otherwise transfer or dismdsdirectly or indirectly, any of their shares
of our common stock or any securities convertibte br exercisable or exchangeable for shares mé@mmon stock; or enter into any swap
or other arrangement that transfers to anothevhiole or in part, any economic consequences of ostie of our common stock (other than
with respect to shares being sold by a sellingk$tolcler in this offering) during the period endib@0 days after the date of this prospectus
without the prior written consent of Thomas WeBattners LLC, on behalf of the underwriters. Ifdafing the last 17 days of this 180-day
period, we release earnings results or announceri@atews or a material event or (b) prior to éxgiration of this 180-day period, we
announce that we will release earnings results
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during the 15-day period following the last daythé 180-day period, then in either case the abestictions will continue to apply until 18-
days after the date of release of the earningdtsemuthe announcement of the material news oern@tevent, as applicable, unless Thomas
Weisel Partners LLC waives, in writing, such extensThese restrictions apply to shares of ourtehptock which are now owned or which
are acquired after the date of this prospectufiéyéerson executing the lock-up agreement, or whéh that person later acquires the power
of disposition.

Rule 144

In general, under Rule 144 as currentlgffact, beginning 90 days after the date of thaspectus, a person who has beneficially owned
shares of our common stock for at least one yean the later of the date on which those sharesmincon stock were acquired from us or
from an affiliate of ours, including the holdingrjpel of any prior owner other than an affiliateafrs, would be entitled to sell, within any
three-month period, a number of shares that isnue than the greater of:

. 1% of the number of shares of our common stock thastanding, which will equal approximately 1924&hares immediate
after this offering; or

. the average weekly trading volume of our commonlkstim the Nasdaq Global Market during the four wdée weeks before a
notice of the sale on Form 144 is filed.

Sales under Rule 144 are also subject tmareof sale provisions, notice requirements aedatfailability of current public information
about us.

Rule 144(K)

In addition, under Rule 144(k), a persorougnot one of our affiliates at any time durihg three months preceding a sale, and who ha:
beneficially owned the shares proposed to be swldtfleast two years from the later of the dagsé¢hshares of our common stock were
acquired from us or from an affiliate of ours, inting the holding period of any prior owner otheart an affiliate, is entitled to sell those
shares without complying with the manner of saigylic information, volume limitation or notice prisions of Rule 144. Therefore, unless
they are subject to other restrictions on theie stlose shares may be sold immediately upon timpletion of this offering.

Rule 701

In general, under Rule 701 of the Secwifiet as currently in effect, any of our employemssultants or advisors who purchases share:
from us in connection with a compensatory stockpifon plan or other written agreement is eligitoigesell such shares 90 days after the
effective date of this offering in reliance on Ra#4, but without compliance with the manner oégalovisions, notice requirements, current
public information requirements, or volume limitats of Rule 144. Based upon the number of sharearafommon stock outstanding as of
September 30, 2006, an aggregate of approxima®3y834 shares of our common stock are eligiblestedid pursuant to Rule 701.

Stock Plans

We intend to file one or more registratstatements on Form S-8 under the Securities Aatraoy all shares of our common stock
subject to options outstanding or reserved foraesa under our Amended and Restated 2000 Equigntive Plan and our 2006 Equity
Incentive Plan. We expect to file this registrat&tatement as soon as practicable after this offellowever, none of the shares registered on
Form S-8 will be eligible for resale until the esqtion of any 180-day lock-up agreements to whingtytare subject.
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MATERIAL UNITED STATES FEDERAL TAX
CONSIDERATIONS FOR NON-UNITED STATES HOLDERS

The following is a general discussion afta@ material U.S. federal income and estate tasiclerations of the ownership and
disposition of our common stock by a beneficial ewthereof that is a "Non-U.S. Holder." A "Non-UHolder" is a person or entity that, for
U.S. federal income tax purposes, is a non-resial@n individual, a foreign corporation or a fayeiestate or trust. The test for whether an
individual is a resident of the U.S. for federaigs tax purposes differs from the test used fderfal income tax purposes. Some individuals,
therefore, may be "Non-U.S. Holders" for purposethe federal income tax discussion below, butfoopurposes of the federal estate tax
discussion, and vice versa.

This discussion is based on the U.S. liaieRevenue Code of 1986, as amended, judicial idesisind administrative regulations and
interpretations in effect as of the date of thisgpectus, all of which are subject to change, @linlychanges with retroactive effect. This
discussion does not address all aspects of U.Brdethcome and estate taxation that may be ret@eadon-U.S. Holders in light of their
particular circumstances (including, without lintiten, Non-U.S. Holders who are pass-through estidewho hold their common stock
through pass-through entities) and does not addrgstax consequences arising under the laws oftatg, local or non-U.S. jurisdiction.
Prospective holders should consult their own tasismils with respect to the federal, state and lowaime, non-U.S. and estate tax
consequences of holding and disposing of our comstamek in light of their particular situations aady consequences to them arising under
the laws of any state, local or non-U.S. jurisdicti

Dividends

Subject to the discussion below, distribugi, if any, made to a Non-U.S. Holder of our comrstock out of our current or accumulated
earnings and profits generally will constitute demds for U.S. tax purposes and will be subjewtitbholding tax at a 30% rate or such lower
rate as may be specified by an applicable incoméréaty. To obtain a reduced rate of withholdimgler a treaty, a Non-U.S. Holder
generally will be required to provide us with a pedy-executed IRS Form W-8BEN certifying the NorBUHolder's entitlement to benefits
under that treaty. Treasury Regulations provideigpeules to determine whether, for purposes ¢éheining the applicability of a tax treaty,
dividends paid to a Non-U.S. Holder that is antgrghould be treated as paid to the entity or ts¢hholding an interest in that entity. To the
extent such distributions exceed our current ardmalated earnings and profits for U.S. tax purppdeey will constitute a return of capital
and will first reduce your basis in our common &tdaut not below zero, and then will be treatedjais from the sale of stock.

There will be no withholding tax on dividisipaid to a Non-U.S. Holder that are effectivapmected with the Non-U.S. Holder's
conduct of a trade or business within the UnitexteStif a properly-executed IRS Form W-8ECI, stathrat the dividends are so connected, is
provided to us. Instead, the effectively connectietiends will be subject to regular U.S. income generally in the same manner as if the
Non-U.S. Holder were a U.S. citizen or resident abela domestic corporation, as the case may bessialspecific treaty exemption applies.
A corporate Non-U.S. Holder receiving effectivejnmected dividends may also be subject to an additi'branch profits tax,"” which is
imposed, under certain circumstances, at a rad@uf (or such lower rate as may be specified byppfiGable treaty) of the corporate Non-
U.S. Holder's effectively connected earnings aruditsr subject to certain adjustments. If you digilde for a reduced rate of withholding tax
pursuant to a tax treaty, you may obtain a refurghg excess amounts currently withheld if you &éteappropriate claim for refund with the
U.S. Internal Revenue Service.
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Gain on Disposition of Common Stock

A Non-U.S. Holder generally will not be $eitt to U.S. federal income tax with respect tongailized on a sale or other disposition of
our common stock unless:

. the gain is effectively connected with a trade usibess of such holder in the United States anmbeific treaty exemption do
not apply to eliminate the tax;

. if a tax treaty would otherwise apply to elimin#te tax, the gain is attributable to a permanetadéishment of the Non-U.S.
Holder in the U.S,;

. in the case of Non-U.S. Holders who are nonresidien individuals and hold our common stock agital asset, such
individuals are present in the United States f& @Bmore days in the taxable year of the dispmsidind certain other
conditions are met;

. the Non-U.S. Holder is subject to tax pursuanhigrovisions of the Code regarding the taxatiob.&. expatriates; or

. we are or have been a "United States real propettling corporation” within the meaning of Code 88t 897(c)(2) at any
time within the shorter of the five-year period geding such disposition or such holder's holdingope

We believe that we are not, and do notgrate becoming, a United States real propertyihgldorporation. Even if we are treated as a
United States real property holding corporationngealized by a Non-U.S. Holder on a dispositibmar common stock will not be subject
to U.S. federal income tax so long as: (a) the NdB- Holder owned directly or indirectly, no mohan five percent of our common stock at
all times within the shorter of (x) the five yeard preceding the disposition or (y) the holdeokling period; and (b) our common stock is
regularly traded on an established securities nhafkesre can be no assurance that our common stiicdéontinue to qualify as being
regularly traded on an established securities nharke

If you are a NotJ.S. Holder described in either of the first twdlbupoints above, you will be required to pay taxthe net gain derivt
from the sale at regular graduated U.S. federalnmetax rates, and corporate Non-U.S. Holders ihestin either of the first two bullet
points above may be subject to the branch prafiksat a 30% rate or such lower rate as may befgxbly an applicable income tax treaty. If
you are an individual Nc-U.S. Holder described in the third bullet poinbab, you will be required to pay a flat 30% taxtba gain derived
from the sale, which tax may be offset by U.S. sewapital losses (even though you are not coresideeresident of the United States).

Information Reporting Requirements and Backup Withholding

Generally, we must report to the U.S. Iné¢iRevenue Service the amount of dividends ph&lname and address of the recipient, and
the amount, if any, of tax withheld. A similar repis sent to the holder. Pursuant to tax treatresertain other agreements, the U.S. Internal
Revenue Service may make its reports availablax@uithorities in the recipient's country of reaick

Backup withholding will generally not apgly payments of dividends made by us or our paginents to a Nokt.S. Holder if the holde
has provided its federal taxpayer identificatiomoer, if any, or the required certification thaisihot a U.S. person (which is generally
provided by furnishing a properly-executed IRS FOBBEN), unless the payor otherwise has knowledgeason to know that the paye:
a U.S. person.

Under current U.S. federal income tax lafgrmation reporting and backup withholding wiplaly to the proceeds of a disposition of
our common stock effected by or through a U.Sceffif a broker unless the disposing holder cestéig to its non-U.S. status or otherwise
establishes an
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exemption. Generally, U.S. information reportingl dorackup withholding will not apply to a paymentdi$position proceeds where the
transaction is effected outside the United Stdtemugh a non-U.S. office of a non-U.S. broker. Hegre U.S. information reporting
requirements (but not backup withholding) will appd a payment of disposition proceeds where #astiction is effected outside the United
States by or through an office outside the UnitedeS of a broker that fails to maintain documené&idence that the holder is a Non-U.S.
Holder and that certain conditions are met, or thatholder otherwise is entitled to an exemptang the broker is:

. a U.S. person;

. a foreign person which derived 50% or more of itssg income for certain periods from the condu& tfide or business in
the United States;

. a "controlled foreign corporation” for U.S. fedeirmtome tax purposes; or

. a foreign partnership (a) at least 50% of the ehpit profits interest in which is owned by U.Srqmns, or (b) that is engage
a U.S. trade or business.

Backup withholding will apply to a paymeaitdisposition proceeds if the broker has actuabMdedge that the holder is a U.S. person.

Backup withholding is not an additional.t&ather, the tax liability of persons subject &lup withholding will be reduced by the
amount of tax withheld. If withholding results in averpayment of taxes, a refund may be obtainedjged that the required information is
furnished to the U.S. Internal Revenue Service.

Federal Estate Tax

The estates of nonresident alien indivisaaie subject to U.S. federal estate tax on prppéth a U.S. situs. Because we are a U.S.
corporation, our common stock will be the U.S. siwoperty and therefore will be included in theatale estate of a nonresident alien
decedent. This U.S. federal estate tax liabilityhef estate of a nonresident alien may be affdnyeitax treaty between the United States and
the decedent's country of residence.

83




UNDERWRITING

Subject to the terms and conditions sahfor an underwriting agreement, each of the und&awg named below has severally agreed to
purchase from us the aggregate number of shamsahon stock set forth opposite their respectivaambelow:

Number of
Underwriters Shares
Thomas Weisel Partners LL 3,750,001
Needham & Company, LL! 1,875,00!
WR Hambrecht + Co., LL( 625,00(
Total 6,250,00!

The underwriting agreement provides thatdhligations of the several underwriters are siligevarious conditions, including approval
of legal matters by counsel. The nature of the nmders' obligations commits them to purchase pag for all of the shares of common
stock listed above if any are purchased.

The underwriting agreement provides thaiwe the selling stockholders will indemnify thedenwriters against liabilities specified in
the underwriting agreement under the Securities éwcivill contribute to payments that the underenstmay be required to make relating to
these liabilities.

Thomas Weisel Partners LLC expects to delilie shares of common stock to purchasers ohaart &ecember 5, 2006.
Over-Allotment Option

The selling stockholders have granted a&peover-allotment option to the underwriters toghase up to a total of 937,500 additional
shares of our common stock at the public offeririgep less the underwriting discount, as set forilthe cover page of this prospectus. If the
underwriters exercise this option in whole or imtptnen each of the underwriters will be sepayatemmitted, subject to the conditions
described in the underwriting agreement, to pureltias additional shares of our common stock froens#tling stockholders in proportion to
the underwriters' respective commitments set fiorthe table above.

Determination of Offering Price

Prior to this offering, there has been nblig market for our common stock. The initial pigkdffering price has been determined thro
negotiations between us and the representativise afnderwriters. In addition to prevailing markenditions, the factors considered in
determining the initial public offering price indad:

. the valuation multiples of publicly traded companikat the representatives believe are comparahls;t

. our financial information;

. our history and prospects and the outlook for adustry;

. an assessment of our management, our past anchpopseations, and the prospects for, and timin@uoif future net sales;

. the present state of our business and the progfess operating plan; and

. the above factors in relation to market values\aribus valuation measures of other companies exthgactivities similar to
ours.
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We cannot assure you that an active orrlyrdiding market will develop for our common staar that our common stock will trade in
the public markets subsequent to this offeringrathmve the initial offering price.

Commissions and Discounts

The underwriters propose to offer the shafecommon stock directly to the public at the lpubffering price set forth on the cover page
of this prospectus, and at this price less a cammesot in excess of $0.30 per share of commarkgtwother dealers specified in a master
agreement among underwriters who are members ddkienal Association of Securities Dealers, Inse Tunderwriters may allow, and the
other dealers specified may reallow, concessiohinrexcess of $0.10 per share of common stockesd other dealers. After this offering,
the offering price, concessions and other sellmms may be changed by the underwriters. Our constuuk is offered subject to receipt ¢
acceptance by the underwriters and to the othatitons, including the right to reject orders ineid or in part.

The following table summarizes the comp&arao be paid to the underwriters by us and tleeg@eds, before expenses, payable to us
and the selling stockholders:

Total

Without With
Per Share Over-Allotment Over-Allotment
Public offering price $ 7.0C $ 43,750,000 $ 50,312,50
Underwriting discoun 0.4¢ 3,062,501 3,521,87!
Proceeds, before expenses, t( 40,687,50 40,710,36
Proceeds, before expenses, to the selling
stockholders — 6,080,26!

Indemnification of Underwriters

We and the selling stockholders will indéiythe underwriters against some civil liabilitj@scluding liabilities under the Securities Act
and liabilities arising from breaches of our reprégations and warranties contained in the undengragreement. If we or the selling
stockholders are unable to provide this indemniifice we and the selling stockholders will conttibto payments the underwriters may be
required to make in respect of those liabilities.

No Sales of Similar Securities

The underwriters have required all of omectors and officers and the selling stockholderagree not to offer, sell, agree to sell, dixe
or indirectly, or otherwise dispose of any sharfesoonmon stock or any securities convertible inte@xchangeable for shares of common
stock except for the shares of common stock offeredis offering without the prior written consesftThomas Weisel Partners LLC for a
period of 180 days after the date of this prospedfua) during the last 17 days of this 1&8y period, we release earnings results or annc
material news or a material event or (b) priorh® éxpiration of this 180-day period, we annouteg tve will release earnings results during
the 15-day period following the last day of the A& period, then in either case the above resmistwill continue to apply until 18-days
after the date of release of the earnings resuliseoannouncement of the material news or mateviaht, as applicable, unless Thomas
Weisel Partners LLC waives, in writing, such extens

We have agreed that for a period of 18Gddier the date of this prospectus, we will nathewut the prior written consent of Thomas
Weisel Partners LLC, offer, sell or otherwise dispof any shares of common stock, except for theeshof common stock offered in this
offering, the
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shares of common stock issuable upon exercisetsfanling options on the date of this prospectdstiam shares of our common stock that
are issued under our equity incentive plans.

Nasdaq Global Market Listing
Our common stock will be quoted on the Nags@lobal Market under the symbol "NLST."
Short Sales, Stabilizing Transactions and PenaltyiBs

In order to facilitate this offering, persoparticipating in this offering may engage imgactions that stabilize, maintain or otherwise
affect the price of our common stock during aneérathis offering. Specifically, the underwritersyrengage in the following activities in
accordance with the rules of the Securities anchB&mxge Commission.

Short sales. Short sales involve the sales by the underwgrité a greater number of shares than they arereshto purchase in the
offering. Covered short sales are short sales rimade amount not greater than the underwriterg-altetment option to purchase additional
shares from the selling stockholders in this offgriThe underwriters may close out any coveredtgusition by either exercising their over-
allotment option to purchase shares or purchadiages in the open market. In determining the soofehares to close out the covered short
position, the underwriters will consider, amongeutthings, the price of shares available for pusetia the open market as compared to the
price at which they may purchase shares througbybeallotment option. Naked short sales are doytsales in excess of such over-
allotment option. The underwriters must close awt maked short position by purchasing shares irofien market. A naked short position is
more likely to be created if the underwriters asaaerned that there may be downward pressure gprite of the common stock in the open
market after pricing that could adversely affesfeistors who purchase in this offering.

Stabilizing transactions. The underwriters may make bids for or purchagdéle shares for the purpose of pegging, fixing o
maintaining the price of the shares, so long dsilstilng bids do not exceed a specified maximum.

Penalty bids. If the underwriters purchase shares in the aparket in a stabilizing transaction or syndicateezing transaction, they
may reclaim a selling concession from the undeensitind selling group members who sold those sharpart of this offering. Stabilization
and syndicate covering transactions may causerite @f the shares to be higher than it would béhéabsence of these transactions. The
imposition of a penalty bid might also have an effen the price of the shares if it discouragebrggéfforts by the underwriters.

The transactions above may occur on thel&dtp&lobal Market or otherwise. Neither we noruahderwriters make any representation or
prediction as to the effect that the transactieescdbed above may have on the price of the shiitbese transactions are commenced, they
may be discontinued without notice at any time.

LEGAL MATTERS

Bingham McCutchen LLP, Orange County, @aiifa, will pass upon the validity of the issuan€¢he shares of our common stock
offered by this prospectus. Latham & Watkins LLReb Park, California, will pass upon certain legeltters for the underwriters in
connection with this offering.

EXPERTS

The consolidated financial statements ithetlin this prospectus, and the related finant@ément schedule included elsewhere in the
registration statement, of Netlist, Inc. and sulasids
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as of January 1, 2005 and for each of the two yiealrse period ended January 1, 2005, have beedteduuy Deloitte & Touche LLP, an
independent registered public accounting firm,tated in their reports appearing herein and elsesinethe registration statement, and have
been so included in reliance upon the reports ¢l $iim given upon their authority as experts is@mting and auditing.

The consolidated financial statements ishetlin this prospectus, and the related finantaément schedule included elsewhere in the
registration statement, of Netlist, Inc. and sulasids as of December 31, 2005 and for the year ¢éineled, included in this prospectus, have
been audited by Corbin & Company, LLP, an indepehdegistered public accounting firm, as stateth@ir report appearing herein, and
elsewhere in the registration statement, and haea bo included in reliance upon the report of dimshgiven upon their authority as experts
in accounting and auditing.

WHERE YOU CAN FIND ADDITIONAL INFORMATION

We have filed with the Securities and ExagfeCommission a registration statement on ForlmiSeluding exhibits, under the Securit
Act with respect to the common stock to be solthia offering. This prospectus, which constitutgsaa of that registration statement, does
not contain all of the information in that registoa statement or the exhibits. Statements madaisrprospectus regarding the contents of any
contract, agreement or other document are only sanas1 With respect to each contract, agreemeothar document filed as an exhibit to
the registration statement, we refer you to thehéixfor a more complete description of the mattsolved. You may read and copy all or ¢
portion of the registration statement or any rep@statements or other information filed with trec&ities and Exchange Commission at the
Securities and Exchange Commission's Public Reter&oom at 100 F Street, N.E., Washington, D.C4905

You can request copies of these documgmda payment of a duplicating fee by writing to Securities and Exchange Commission.
You may call the Securities and Exchange Commisaidr800-SEC-0330 for further information on thge@tion of its public reference
room. Our filings, including the registration staent, will also be available to you on the web sit@ntained by the Securities and Exchange
Commission at http://www.sec.gov.

We intend to furnish our stockholders vatinual reports containing consolidated financigieshents audited by our independent
registered public accounting firm, and to make ladé to our stockholders quarterly reports forfir& three quarters of each year contair
unaudited interim consolidated financial statements

87




INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page
Report of Independent Registered Public Accounfimm for the Fiscal Year Ended 20 F-2
Report of Independent Registered Public Accounfiing for the Fiscal Years Ended 2003 and 2 F-3

Consolidated Financial Statement:

Consolidated Balance Sheets as of January 1, 2iDBacember 31, 2005, and as of September

2006(1) F-4
Consolidated Statements of Operations for the yeraged December 27, 2003, January 1, 2005 &
December 31, 2005, and for the nine month periode@ October 1, 2005 and September 30, 20! F-5
Consolidated Statements of Stockholders' Equitytferyears ended December 27, 2003, January

2005 and December 31, 2005, and for the nine moatiod ended September 30, 200¢ F-6
Consolidated Statements of Cash Flows for the yeaded December 27, 2003, January 1, 2005
December 31, 2005, and for the nine month periade@ October 1, 2005 and September 30, 20l F-7
Notes to Consolidated Financial Stateme F-10

Q) Balance sheet data as of September 30, 2006, abeteal statements of operations data for the nimetimperiods ended October 1,
2005 and September 30, 2006, consolidated stateroéstockholders' equity for the nine month peeaded September 30, 2006,
and consolidated statements of cash flows for ihe month periods ended October 1, 2005 and Sejgtegth 2006, are each
unaudited.

F-1




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Netlist, Inc.

We have audited the accompanying cons@litibalance sheet of Netlist, Inc. and subsididties"Company") as of December 31, 2(
and the related consolidated statements of opestgiockholders' equity and cash flows for the yleen ended. These consolidated financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these consolidated financial
statements based on our audit.

We conducted our audit in accordance wahdards of the Public Company Accounting Oversigpard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheotieolidated financial statements are
of material misstatement. The Company is not reguio have, nor were we engaged to perform, art andts internal control over financial
reporting. Our audit included consideration of int control over financial reporting as a basisdesigning audit procedures that are
appropriate in the circumstances, but not for tingpse of expressing an opinion on the effectiveiméshe Company's internal control over
financial reporting. Accordingly, we express nolsopinion. An audit includes examining, on a tesdib, evidence supporting the amounts
and disclosures in the consolidated financial stat@s. An audit also includes assessing the adoguptinciples used and significant
estimates made by management, as well as evalubh@rmayerall consolidated financial statement prg@n. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated finanattements referred to above present fairly, imallerial respects, the consolidated financial
position of Netlist, Inc. and subsidiaries as otBaber 31, 2005, and the consolidated resultsenf tiperations and their cash flows for the
year then ended in conformity with accounting piptes generally accepted in the United States oEAoa.

/s/ CORBIN & COMPANY, LLP
Irvine, California
May 11, 200€
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Netlist, Inc.

We have audited the accompanying cons@itiaalance sheet of Netlist, Inc. and subsididties"Company") as of January 1, 2005,
and the related consolidated statements of opestatockholders' equity and cash flows for eadh@two years in the period ended
January 1, 2005. These financial statements anegipnsibility of the Company's management. Ospaasibility is to express an opinion
these financial statements based on our audits.

We conducted our audits in accordance stihdards of the Public Company Accounting Ovetdigtard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of isrirgl control over financial reporting.
Our audits included consideration of internal cohtwer financial reporting as a basis for desigranidit procedures that are appropriate in
the circumstances, but not for the purpose of esging an opinion on the effectiveness of the Comygédnternal control over financial
reporting. Accordingly, we express no such opinin.audit also includes examining, on a test basiglence supporting the amounts and
disclosures in the financial statements, assessagccounting principles used and significannesttes made by management, as well as
evaluating the overall financial statement preg@raWe believe that our audits provide a reastmbhsis for our opinion.

In our opinion, such consolidated finansi@tements present fairly, in all material respettte financial position of Netlist, Inc. as of
January 1, 2005, and the results of its operatmakits cash flows for each of the two years ingeod ended January 1, 2005 in conformity
with accounting principles generally accepted m thited States of America.

/s/ DELOITTE & TOUCHE LLP
Costa Mesa, California
March 1, 2006
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ASSETS
Current asset:
Cash and cash equivalel

Accounts receivable, net of allowance for sales
returns and doubtful accounts of $232 (2004), ¢
(2005) and $132 (2006) (unaudited), respecti

Inventories
Income taxes receivab
Deferred taxe

Prepaid expenses and other current a:

Total current asse
Property and equipment, r
Deferred taxe
Other asset

Total asset

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payabl
Revolving line of credi
Current portion of lon-term debt

Current portion of deferred gain on sale and

leaseback transactic

Current portion of convertible notes paya

Income taxes payab

Accrued expenses and other current liabili

Total current liabilities

Long-term debt, net of current portic
Deferred gain on sale and leaseback transactiomf

current portior

Convertible notes payable, net of current por

Total liabilities

Commitments and contingencies (Note

Stockholders' equity

NETLIST, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(in thousands, except per share amounts)

Pro Forma
as of
January 1, December 31, September 30, September 30,
2005 2005 2006 2006
(unaudited) (unaudited)
$ 75¢ $ 95¢ $ 1,001 $ 1,001
8,81: 13,14( 20,89¢ 20,89¢
7,342 6,81¢ 14,85« 14,85¢
492 25¢ — —
72¢ 90z 1,13¢ 1,13¢
29t 434 1,06( 1,06(
18,43: 22,50¢ 38,94 38,94
3,372 2,437 2,74¢ 2,74¢
25C 75¢ 57¢ 57¢
57 14z 311 311
$ 22,11( $ 25,84: 42,58: 42,58

Series A convertible preferred stock, $2.00 par
value—1,000 shares authorized, issued and

outstanding (liquidation preference of $2,0

Common stock, $0.001 par value—16,000 shal
authorized; 10,672 (2004), 10,673 (2005) 11,2«
(2006) (unaudited) shares issued and outstar

Additional paic-in capital

Note receivable from stockhold
Deferred stoc-based compensatic
Accumulated defici

Total stockholders' equi

$ 5,72¢ $ 6,64¢ 15,34¢ 15,34¢
5,44% 9,46° 11,17: 11,17:
37¢ 72C 2,741 2,741

— 11€ 11€ 11€

— 1,00( 1,75( —

— — 58¢ 58¢
1,74¢ 1,841 2,991 2,991
13,28: 19,78¢ 34,70: 32,95¢
1,81¢ o8¢ 69C 69C
— 464 37¢ 37¢
1,75( 1,75( — —
16,84 22,98° 35,76¢ 34,01¢
2,00( 2,00( 2,00( —
11 11 11 13
23,32t 22,60« 23,13( 26,87¢
(22) (23) (23 (23
(1,000) (337) — —
(19,05%) (21,400) (18,306) (18,306)
5,261 2,85¢ 6,817 8,562



Total liabilities and stockholders' equ $ 22,11 $ 25,84: $ 42,58. % 42,58:

See accompanying notes to consolidated financgtstents.
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NETLIST, INC. AND SUBSIDIARIES

Consolidated Statements of Operations

(in thousands, except per share amounts)

Year Ended Nine Months Ended
December 27, January 1, December 31, October 1, September 30,
2003 2005 2005 2005 2006
(unaudited)
Net sales $ 100,37 $ 143,65¢ $ 79,85¢ $ 56,55 $ 109,43¢
Cost of sales(1 86,107 133,50: 73,89: 52,48: 93,97:
Gross profit 14,26¢ 10,15¢ 5,96¢ 4,07( 15,46¢
Operating expense
Research and development 11,75¢ 3,77(C 2,961 2,49: 2,38¢
Selling, general and
administrative(1 15,21¢ 6,314 5,06z 3,69¢ 6,49¢
Total operating expens: 26,977 10,08¢ 8,02¢ 6,187 8,88:
Operating income (los! (12,709 72 (2,059 (2,119 6,58¢
Other income (expense
Interest expens (772) (1,079 (1,227) (753 (1,519
Other income (expense), r (207) (315 21 16 (82
Total other expense, n (879) (1,38¢) (1,200 (737) (1,596
Income (loss) before provision
(benefit) for income taxe (13,589 (1,319 (3,259 (2,859 4,99(
Provision (benefit) for income tax 2,317 (340 (912 (811) 1,89¢
Net income (loss $ (15,905 $ 974 $ (2,347 $ (2,049 $ 3,09/
I I I I I
Net income (loss) per comm
share:
Basic $ (1.62) $ 0.09 $ (0.29) $ 0.17) $ 0.2¢
Diluted $ (1.62) $ 0.09 $ 0.22) $ 0.17) $ 0.21
Weighted-average common share
outstanding
Basic 9,831 10,671 10,67 10,67 11,07
Diluted 9,831 10,671 10,67 10,67: 15,24¢
(1) Amounts include stock-based compensation expenk@laws:
Cost of sale: $ 69 $ 29 % 56 $ 23 % 60
Research and developm 9,73: 80 (52 (37 71

Selling, general an



administrative 10,87 141 (65) (41) 31€
See accompanying notes to consolidated finanagstents.
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Balance, January 1, 2003
Issuance of stock options and
warrants to nonemploye:
Issuance of stock options to
employees
Restricted stock deferred
compensation
Amortization of deferred stock-
based compensatic
Exercise of stock options
Interest from stockholder notes
receivable
Forgiveness of stockholder not
receivable
Net loss

Balance, December 27, 20
Forfeiture of stock options and
warrants
Amortization of deferred stock-
based compensation
Exercise of stock options
Interest from stockholder notes
receivable
Payment of interest on
stockholder note receivak
Net loss

Balance, January 1, 2005
Issuance of stock options to
nonemployee
Forfeiture of stock options and
warrants
Amortization of deferred stock-
based compensation
Exercise of stock options
Interest from stockholder note
receivable
Net loss

Balance, December 31, 20
Reclassification of deferred
stock-based compensation upa
adoption of SFAS No. 123(R)
(unaudited;

Estimated relative fair value of
beneficial conversion feature ot
convertible note payable
(unaudited)

Stock-based compensation
(unaudited;

Exercise of warrants (unauditec
Issuance of common stock in
connection with conversion of
note payable (unaudited)

Tax benefit from exercise of
warrants (unauditec

Net income (unauditec

Balance, September 30, 2006
(unaudited)

NETLIST, INC. AND SUBSIDIARIES

Consolidated Statements of Stockholders' Equity

Series A Preferred

(in thousands)

Stock Common Stock
Additional Notes Receivablt  Deferred Stock-

Paid-in From Based Accumulated Net Stockholders'

Shares  Amount  Shares  Amount Capital Stockholders Compensation Deficit Equity
1,00C $ 2,000 10,55( $ 1 $ 1,64¢ $ (460) $ 271) $ (2,179 $ 754
— — — — 1,037 — (1,037 — —
— — — — 2,931 — (2,93)) — —
— — — — 19,02( — (19,020 — —
— — — — — — 20,67¢ — 20,67«
— — 10C — 20 (20) — — —
— — — — — (34) — — (34)
— — — — — 492 — — 492
— — — — — — — (15,90%) (15,90%)
1,00 2,000 10,65( 11 24,65¢ (22 (2,585 (18,079 5,981
— — — — (1,33%) — 943 — (392)
— — — — — — 642 — 642
— — 22 — 4 — — — 4
— — — — (1) — — ©)
— — — — — 1 — — 1
— — — — — — — (974) (974)
1,00 2,00C 10,67 11 23,32t (22 (1,000 (19,057 5,261
— — — — 6 — (6) — —
— — — (730) — 454 — (27¢)
— — — — — — 21E — 21F
— — 1 — 3 — — — 3
— — — — (1) — — ©)
— — — — — — — (2,347) (2,347)
1,00 2,00C 10,67¢ 11 22,60« (23) (337) (21,400 2,85¢
— — — — (337) — 337 — —
— — — — 50 — — — 50
— — — — 447 — — — 447
— — 55C — 11C — — — 11C
— — 21 — 53 — — — 53
— — — — 202 — — — 203
— — — — — — — 3,094 3,094
1,00C $ 2,000 11,24 $ 11 $ 23,13( $ 23) $ — $ (18,30¢) $ 6,81z

See accompanying notes to consolidated financitdsients.
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Cash flows from operating
activities:
Net income (loss

Adjustments to reconcile net

income (loss) to net cash

provided by (used in) operati

activities:

Depreciation and
amortization
Amortization of deferred
gain on sale and leasebacl
transactior
Deferred income taxe
Loss (gain) on disposal of
assets
Stocl-based compensatic
Interest on notes receivabl
from stockholder:
Forgiveness of notes
receivable from stockholde
Amortization of debt
discount
Changes in operating asse
and liabilities:
Accounts receivabl
Inventories
Income taxes receivab
Prepaid expenses and
other current asse
Other asset
Accounts payabl
Income taxes payab
Accrued expenses and
other current liabilitie:

Net cash provided by (used |
operating activitie:

NETLIST, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(in thousands)

Year Ended

Nine Months Ended

December 27, 200

January 1, 200%

December 31, 200

October 1, 200t September 30, 200

(unaudited)
$ (15,909 $ 974 $ (2,34) $ (2,049 $ 3,092
584 867 1,031 751 70k
— — — — (89)
(345) 21¢€ (682) (95) (54)
33 43 (12) 8 15
20,67+ 25C (61) (53) 447
(34) — 1 — —
492 — — — —
— — — — 50
(2,209 (3,570) (4,32)) (1,766) (7,756)
(7,979 2,702 52€ 1,15¢ (8,03
— (499 234 (469) 25¢
18 (11€) 99 (286€) (340)
(39) @) (85) (357) (169)
4,43¢ (3,037 921 1,63( 8,70(
2,621 (2,632 — — 58¢
1,29¢ 177 95 (243) 1,15¢
3,65¢ (6,567) (4,60¢) (1,770 (1,439
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Cash flows from investing
activities:
Acquisition of property and
equipmen
Proceeds from sale of
equipmen
Restricted cas
Proceeds from sale and
leaseback of facilit

Net cash provided by (used |
investing activities

Cash flows from financing
activities:
Borrowings on lines of cred
Payments on lines of cre«
Borrowings from deb
Payments on del
Proceeds from convertible no
payable
Repayment of convertible not
Proceeds from exercise of stc
options and warrani
Tax benefit from exercise of
warrants

Net cash provided by (used |
financing activities

Net increase (decrease) in Ci
and cash equivalen
Cash and cash equivalents,

beginning of perioc

Cash and cash equivalents, enc
period

Year Ended

Nine Months Ended

December 27,

December 31,

2003 January 1, 2005 2005 October 1, 2005  September 30, 200
(unaudited)

(2,019 (557) (484) (464) (959)

— 61 18 — 45

504 — — — —

— — 1,797 — —

(1,515 (496) 1,33: (464) (914

2,92¢ 146,48¢ 82,01t 56,24( 106,97:

(3,697 (141,04Y (77,995 (54,977 (105,269

30C 82C — — 2,00(

(361) (34¢) (1,559 (319 (67€)

50C — 1,00( — —

— — — — (950)

— — 3 — 11C

— — — — 20

(326) 5,91¢ 3,47( 95(C 2,39t

1,81¢€ (1,149 194 (1,289 48

91 1,907 75¢ 75€ 958

$ 1,907 75¢ $ 95¢ $ (525 $ 1,001
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Supplemental disclosure of cash
flow information:
Cash paid during the period fc
Interest

Income taxe:

Supplemental disclosure of non-
cash investing and financing
activities:
Purchase of equipment throug!
capitalized lease obligatiol

Purchase of insurance policies
through notes payab

Deferred gain on sale and
leaseback of facilit

Estimated relative fair value of
beneficial conversion feature o
convertible note payab

Issuance of common stock in
connection with conversion of
note

payable

Year Ended

Nine Months Ended

December 27, 200

January 1, 200¢

December 31, 200

October 1, 200

September 30,
2006

&

794

@

34

©
-
o]
S

©®
I

©
|

See accompanying notes to consolidated financgstents.
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I
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NETLIST, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1—DESCRIPTION OF BUSINESS
Description of Busines

Netlist, Inc. (the "Company") was incorptaion June 12, 2000 in Delaware. Netlist desigusnaanufactures high performance
memory subsystems for the server, high performanoguting and communications markets. The Compaatgions are targeted at
applications where memory plays a key role in nmgesiystem performance requirements.

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentatio

The accompanying consolidated financiaksteents have been prepared in accordance with atiegiprinciples generally accepted in
the United States of America.

Principles of Consolidatiol

The consolidated financial statements ielthe accounts of Netlist, Inc. and its wholly edrsubsidiaries, Netlist Holdings GP, Inc.,
Netlist Holdings LP, Inc., Netlist Technology TexaB, and Netlist International. All intercompanyédizces and transactions have b
eliminated in consolidation.

Interim Financial Informatior

The interim financial information as of $&mber 30, 2006 and for the nine months ended Byete30, 2006 and October 1, 2005 is
unaudited and has been prepared on the same bdkis audited financial statements. In the opimbmanagement, such unaudited
information includes all adjustments consistingyasfl normal recurring adjustments necessary faigresentation of the interim
information. Operating results for the nine morghsled September 30, 2006 are not necessarily thaiaaf the results that may be expected
for the year ending December 30, 2006. All refeesnio September 30, 2006 or to the nine monthsde@d®ber 1, 2005 and September 30,
2006 in the notes to the financial statements aaaidited.

Fiscal Year

Effective January 1, 2003, the Company gkdrits fiscal year from a calendar year to a 52488k fiscal year ending on the Saturday
closest to December 31. The 2003, 2004 and 2068l fyigars ended on December 27, 2003, Januan05, &t December 31, 2005,
respectively, and consisted of 52 weeks.

Use of Estimates

The preparation of financial statementsdnformity with accounting principles generally apted in the United States of America
requires management to make estimates and assas it affect the reported amounts of the assetdiabilities and disclosure of
contingent assets and liabilities at the date effittencial statements, and the reported amountsvehues and expenses during the reporting
period. Significant estimates made by managemetide, among others, provisions for uncollectildeaivables and sales returns, valuation
of inventories, recoverability of long-lived assatl realization of deferred tax assets. Actualltesould differ from these estimates.
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Cash and Cash Equivalents

Cash and cash equivalents consist of castand and highly liquid investments purchased withinal maturities of three months or
less.

Fair Value of Financial Instrumen

The fair values of the Company's cash asth @quivalents, accounts receivable, accountdiegad accrued expenses approximate
carrying values due to their short maturities. Tdievalue of the Company's debt instruments appraies their carrying values based on
rates currently available to the Company.

Concentration of Credit Risk

Financial instruments that potentially ®dbjthe Company to significant concentrations eflitrrisk consist principally of cash and cash
equivalents and accounts receivable. The Compamsis primarily in money market funds and high gualommercial paper instruments.
Cash equivalents are maintained with high quatisgiiutions, the composition and maturities of vihéze regularly monitored by
management. The Company's trade accounts recei@abfgimarily derived from sales to original equgnt manufacturers ("OEMs") in the
computer industry. The Company performs credit@atébns of its customers' financial condition aingits the amount of credit extended
when deemed necessary but generally requires faderal. The Company believes that the concentradfacredit risk in its trade receivables
is moderated by the Company's credit evaluationgss, relatively short collection terms and thénhéyel of credit worthiness of its
customers.

Inventories

Inventories are valued at the lower of avstet realizable value. Cost is determined ains&ih, first-out basis and includes raw
materials, labor and manufacturing overhead. Ahdxrdance sheet date, the Company evaluates itisgeimdentories for excess quantities
and obsolescence. This evaluation includes an sisaly sales levels by product type. Among othetdis, the Company considers historical
demand and forecasted demand in relation to thenbovy on hand, competitiveness of product offesjmgarket conditions and product life
cycles when determining obsolescence and net adddizzalue. Provisions are made to reduce excesissolete inventories to their estimated
net realizable values. Once established, write-doave considered permanent adjustments to thdass of the excess or obsolete
inventories.

Property and Equipmel

Property and equipment are recorded atanu$tepreciated on a straight-line basis over gstimated useful lives, which generally
range from three to 40 years. Leasehold improvesnenat recorded at cost and amortized on a striighbasis over the shorter of their
estimated useful lives or the remaining lease term.
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Impairment of Lon-Lived Assets

The Company evaluates long-lived assets &edl used by the Company for impairment on an @rirasis or whenever events or
changes in circumstances indicate that their nek balue may not be recoverable. When such faetodscircumstances exist, the Company
compares the projected undiscounted future casisféssociated with the related asset or groupseita®ver their estimated useful lives
against their respective carrying amount. Impaitmiéany, is based on the excess of the carrymgunt over the fair value, based on market
value when available, or discounted expected dastsf of those assets and is recorded in the pariadhich the determination is made. At
December 31, 2005 and September 30, 2006 (unajditedCompany's management believes there is paiiment of its long-lived assets.
There can be no assurance, however, that markditioos will not change or demand for the Compapytslucts will continue, which could
result in future impairment of long-lived assets.

Revenue Recognitic

The Company's revenues primarily consigirofluct sales of high performance memory subsysterEMs. Revenues also include
sales of excess inventories to distributors andratlsers of memory ICs totaling approximately $22,800, $28,016,000, $19,127,000 du
the years ended December 27, 2003, January 1,&@0DBecember 31, 2005, respectively, and approeimn&t 5,865,000 (unaudited) and
$10,191,000 (unaudited) during the nine months @@eober 1, 2005 and September 30, 2006, respéctiv

The Company recognizes revenues in accoedaith the Securities and Exchange Commissioa$ &tcounting Bulletin ("SAB") No.
104,Revenue Recognitiarunder the provisions of SAB No. 104, the Compeetognizes revenues when there is persuasive edddran
arrangement, product delivery and acceptance hese@d, the sales price is fixed or determinaduhe] collectibility of the resulting
receivable is reasonably assured.

For all sales, the Company uses a bindinghase order as evidence of an arrangement. Deldeeurs when goods are shipped for
customers with FOB Shipping Point terms and upeeipe for customers with FOB Destination termsyhich time title and risk of loss
transfer to the customer. Shipping documents azd tesverify delivery and customer acceptance. Chmpany assesses whether the sales
price is fixed or determinable based on the payrtenis associated with the transaction and wheligesales price is subject to refund.
Customers are generally allowed limited rightsedfirn for up to 30 days, except for sales of exgesamntories, which contain no right-of-
return privileges. Estimated returns are providacdat the time of sale based on historical expeger specific identification of an event
necessitating a reserve. Returns from customes hatvbeen material in any period as the Compamiyisipal customers have adopted build-
to-order manufacturing models or just-in-time masragnt processes. The Company offers a standardgiradrranty to its customers and
has no other post-shipment obligations. The Compasgsses collectibility based on the creditwoessrof the customer as determined by
credit checks and evaluations, as well as the mete payment history.

Most of the Company's international shipteeare made to third-party inventory warehousesutis, and the Company recognizes
revenue when the inventory is pulled from the hutuise in production by the customer. The Compangives a report from the customer on
a daily basis indicating the inventories pullediira hub for use by the customer, and performslg dai
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reconciliation of inventories shipped to and pultgdthe customer to those inventories reflectethercustomer's reports to ensure that sales
are recognized in the appropriate periods.

All amounts billed to customers relatedhipping and handling are classified as revenubewll costs incurred by the Company for
shipping and handling are classified as cost @&fssal

Warranties

The Company offers warranties generallygiag from one to three years to its customers,rdten on sales of excess inventory,
depending on the product and negotiated termschse agreements. Such warranties require the &onip repair or replace defective
product returned to the Company during such wayrpatiod at no cost to the customer. An estimatthbyCompany for warranty related
costs is recorded by the Company at the time eflsased on its historical and estimated produatmatites and expected repair or
replacement costs. Such costs have historically besignificant.

Beneficial Conversion Featu

The convertible feature of one of the Comy@convertible notes provides for a rate of cosiem that is below market value (see
Note 7). Such feature is normally characterized dseneficial conversion feature” ("BCF"). PursumEmerging Issues Task Force ("EIT
Issue No. 98-5Accounting for Convertible Securities with Beneatfi€€onversion Features or Contingently Adjustabn@ersion Rati@and
EITF No. 00-27Application of EITF Issue No. 98-5 to Certain Cortidée Instruments the estimated relative fair value of the BCF hesn
recorded as a discount from the face amount ofdin@ertible note. The Company amortized the distaaimg the effective interest method
through the conversion of such instrument.

Stock-Based Compensation

The Company accounts for equity issuancemhemployees in accordance with Statement of Finakaabunting Standards ("SFAS
No. 123,Accounting for Stock-Based Compensatiand EITF No. 96-18\ccounting for Equity Instruments that are Issue®ther Than
Employees for Acquiring, or in Conjunction withIBe, Goods and Service. All transactions in which goods or services &ee t
consideration received for the issuance of equigruiments are accounted for based on the faieva@lthe consideration received or the fair
value of the equity instrument issued, whicheven@e reliably measurable. The measurement datktosgetermine the fair value of the
equity instrument issued is the earlier of the detevhich the third-party performance is complet¢he date on which it is probable that
performance will occur.

Prior to January 1, 2006, the Company actsalifor stock-based compensation issued to emgdoysing the intrinsic value method of
accounting prescribed by Accounting Principles Bidapinion ("APB") No. 25Accounting for Stock Issued to Employeand related
pronouncements (see Note 12). Under this methadpeansation expense was recognized over the regpeetsting period based on the
excess, on the date of grant, of the estimated/édire of the Company's common stock over the graog, net of forfeitures. Deferred stock-
based compensation expense was amortized on ghstiaé basis over the vesting period of each graatiigyy the years ended December
2003, January 1, 2005 and December 31, 2005, staskd
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compensation expense, net of forfeitures, was ajpedely $20,674,000, $250,000 and $(61,000), retspedy.

Under SFAS No. 123, entities were requitetecognize as expense over the vesting perioththealue of all stocksased awards on t
date of the grant. Alternatively, SFAS No. 123 a#al entities to continue to apply the provision\BB No. 25 and provide pro forma net
income (loss) disclosures for employee stock opgi@amnts as if the fair value based method defin€8HAS No. 123 had been applied. The
Company has elected to apply the provisions of ARB25 and provide pro forma disclosures requine@BAS No. 123 and SFAS No. 148,
Accounting for Sto-Based Compensation—Transition and Disclosure

Had compensation cost for the Companyskdbased awards to employees been determined bagskd estimated fair value at the gt

dates consistent with the fair value method of SIN8E5123, the Company's net income (loss) for #mry ended December 27, 2003,
January 1, 2005 and December 31, 2005, and themmam¢hs ended October 1, 2005 would have approgitnidie pro forma amounts

indicated below (in thousands, except per shareuatsh

Year Ended

Nine Months Ended

October 1,
December 27, 2003 January 1, 2005 December 31, 2005 2005
(unaudited)
Net loss, as reporte $ (15,905 $ 974 $ (2,347 $ (2,047)
Plus: stock-based employee compensation expeniseléut
in reported net loss, net of t 20,11t 18t (44) (55)
Less: stock-based employee compensation expense
determined under fair value based method, netx (2,000 470) 354 14C
Pro forma net income (los $ 321C % (1,259 $ (2,037 $ (1,95¢)
I I I I
Net income (loss) per common share as repo
Basic $ (1.62 $ 0.09 $ 022 $ (0.17)
I I I I
Diluted $ (1.62) $ 0.09) $ 0229 $ (0.179)
I I I I
Pro forma:
Basic $ 03 $ (0.12) $ 0.19 $ (0.1¢)
I I I I
Diluted $ 02z $ 0.12) $ 0.19 $ (0.1¢)
I I I I

The fair value of options granted under@uenpany's equity incentive plan during the yeaded December 27, 2003 and Decembe

2005, and the nine months ended October 1, 2005
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was estimated on the date of grant using the B&ateles option-pricing model utilizing the singletion approach using the following
weighted-average assumptions:

Year Ended

Nine Months

Ended October
1,
December 27, 2003 January 1, 200¢ December 31, 2005 2005

(unaudited)
Weightec-average ris-free rate 2.73% n/a 4.13% 4.13%
Expected tern 10 year n/a 10 year 10 year
Expected stock volatilit 80% n/a 24% 24%
Dividend yield — n/a — —

There were no options granted during fi@€dl4.

Effective January 1, 2006, the Company sstbBFAS No. 123(RBhare-Based Paymenivhich establishes standards for the
accounting of transactions in which an entity exges its equity instruments for goods or servipasarily focusing on accounting for
transactions where an entity obtains employee @es\in share-based payment transactions. SFAS28¢R) requires a public entity to
measure the cost of employee services receivextim@ge for an award of equity instruments, ingigditock options, based on the grant-
date fair value of the award and to recognize ta@mpensation expense over the period the emplsyeguired to provide service in
exchange for the award, usually the vesting pe@#AS No. 123(R) supersedes the Company's pregicesunting under APB No. 25 for
periods beginning in fiscal 2006. In March 200% 8EC issued SAB No. 103hare-Based Paymentelating to SFAS No. 123(R). The
Company has applied the provisions of SAB No. 10ifsiadoption of SFAS No. 123(R).

The Company adopted SFAS No. 123(R) ugiegiiodified prospective transition method, whictuiees the application of the
accounting standard as of January 1, 2006, thedfing of the Company's fiscal year 2006. The Comjgazonsolidated financial statements as
of and for the nine months ended September 30, &gt the impact of adopting SFAS No. 123(R)attordance with the modified
prospective transition method, the Company's catesteld financial statements for prior periods hasebeen restated to reflect, and do not
include, the impact of SFAS No. 123(R).

SFAS No. 123(R) requires companies to edgrthe fair value of share-based payment awardiseodate of grant using an option-
pricing model. The value of the portion of the agviirat is ultimately expected to vest is recogniaee@xpense over the requisite service
periods in the Company's consolidated statemeopefations. Prior to the adoption of SFAS No. 123{Re Company accounted for stock-
based awards to employees and directors usingttiesic value method in accordance with APB Noag%allowed under SFAS No. 123.
Under this method, stock-based compensation exgetsbeen recognized in the Company's consoliddeements of operations for option
grants to employees and consultants below therfaiket value of the underlying stock at the datgraht.

Stock-based compensation expense recogdin@ny the period is based on the value of théiguoof share-based payment awards that
is ultimately expected to vest during the pericmcE-based compensation expense recognized indhg@ény's consolidated statement of
operations for
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the nine months ended September 30, 2006 inclutiegensation expense for shén@sed payment awards granted prior to, but notestec

as of December 31, 2005 based on the grant dateafaie estimated in accordance with the pro fopmovisions of SFAS No. 123 and
compensation expense for the share-based paymanisagranted subsequent to December 31, 2005 bagbé grant date fair value
estimated in accordance with the provisions of SIN8S123(R). As stock-based compensation experagnized in the consolidated
statement of operations for the nine months endgde®ber 30, 2006 is based on awards ultimatelgagd to vest, it has been reduced for
estimated forfeitures. SFAS No. 123(R) requiregcitures to be estimated at the time of grant aviked, if necessary, in subsequent periods
if actual forfeitures differ from those estimat&be estimated average forfeiture rate for the niimaths ended September 30, 2006 of
approximately 8% was based on historical forfeiexperience and estimated future employee forfestufhe estimated term of option grants
for the nine months ended September 30, 2006 wagears. In the Company's pro forma informatioruiesfl under SFAS No. 123 for the
periods prior to fiscal 2006, the Company accoumedorfeitures as they occurred.

Pursuant to SFAS No. 123(R), deferred stmarsed compensation expense with a balance of @333at December 31, 2005 was
eliminated against additional paid-in capital uploa adoption of SFAS No. 123(R) on January 1, 200@. deferred stock-based
compensation expense was primarily related to steekds granted to various employees and direptavsto the adoption of SFAS No. 123

(R).

The fair value of stock-based awards tolegges and directors is calculated using the Blacheles option pricing model. The Black-
Scholes model requires subjective assumptions degpfuture stock price volatility and expected¢ino exercise, which greatly affect the
calculated values. The expected term of optionstgdhis derived from historical data on employeereises and post-vesting employment
termination behavior. The risk-free rate selectedaiue any particular grant is based on the Ur8adury rate that corresponds to the pricing
term of the grant effective as of the date of theng The expected volatility for the nine monthsied September 30, 2006 is based on the
historical volatilities of the common stock of coanpble publicly traded companies. These factorédochange in the future, affecting the
determination of stock-based compensation expenfdtire periods.

Nine Months Ended
September 30, 2006

(unaudited)

Expected tern 6 year:
Expected volatility 40%
Risk-free interest rat 4.55%-4.97%

Expected dividend —
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A summary of option activity as of SeptemB@, 2006 and changes during the nine monthseheded, is presented below (dollars and
shares in thousands, except per share data):

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Exercise Term Intrinsic
Shares Price (Years) Value
Options outstanding at January 1, 2! 2,19C $ 1.2¢
Options granted (unaudite 1,29¢ $ 6.0<
Options exercised (unaudite — $ —
Options forfeited (unaudite« (2449 $ 1.97
Options outstanding at September 30, 2006 (unai)c 3,24¢ % 3.11 7.8¢ $ 19,10¢
| I I I
Options exercisable at September 30, 2006 (unal)c 1,41¢  $ 0.7: 56z $ 11,72¢
| I I I

The weighted-average grant date fair vafugptions granted during the nine months endedeBaper 30, 2006 was $2.91 (unaudited)
per option. The total intrinsic value of optionseesised during the nine months ended Septembe&(B® was zero (unaudited) as no options
were exercised during the period.

A summary of the status of the Companyfswested stock options as of September 30, 200&lkantiges during the nine months then
ended is presented below (shares in thousands):

Weighted-
Average Grant
Date Fair Value

Shares Per Share
Non-vested stock options at January 1, 2 932 $ 1.04
Non-vested stock options granted (unaudit 1,29¢ $ 3.08
Vested stock options (unaudite (250 $ 0.72
Forfeited/cancelled stock options (unaudit (1549 $ 2.8¢
Non-vested stock options at September 30, 2006 (uresd)i 1,82¢ $ 4.9¢
L]

As of September 30, 2006, there was appratély $3,483,000 (unaudited) of total unrecognizethpensation cost, net of estimated
expected forfeitures, related to employee and tlirestock option compensation arrangements. Thettis@xpected to be recognized on a
straight-line basis over the next 4 years. Thd fatavalue of shares vested during the nine memihded September 30, 2006 was
approximately $436,000 (unaudited).

As a result of adopting SFAS No. 123(RYanuary 1, 2006, the Company's income before poovfer income taxes and net income
the nine months ended September 30, 2006 werexdpmtely $335,000 (unaudited) lower than if it lamhtinued to account for share-based
compensation under APB No. 25. Basic net incomespare for the nine months ended September 30, @88@&pproximately $0.03
(unaudited) lower than if the Company had continteedccount for share-based compensation underMd&E5. Diluted net income per
share for the
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nine months ended September 30, 2006 was appradin$0.02 lower due to the adoption of SFAS No.(R)3

The following table summarizes stock-basgthpensation expense related to employee and alirgtcick options under SFAS No. 123
(R) for the nine months ended September 30, 208&hmvas allocated as follows (in thousands):

Nine Months Ended
September 30, 2006

(unaudited)
Stocl-based compensation expense include:
Cost of sale: 60
Research and developmt 71
Selling, general and administrati 30&

Income Taxe

The Company accounts for income taxes @o@ance with SFAS No. 108ccounting for Income Taxe&Jnder SFAS No. 109,
deferred tax assets and liabilities are recogniaedflect the estimated future tax effects, calted at currently effective tax rates, of future
deductible or taxable amounts attributable to ev#mat have been recognized on a cumulative baglieiconsolidated financial statement:
valuation allowance related to a deferred tax assetcorded when it is more likely than not thane portion of the deferred tax asset will
be realized.

Comprehensive Income (Loss)

Comprehensive income (loss) includes aingfes in stockholders' equity during a period frmm-owner sources. For the years ended
December 27, 2003, January 1, 2005 and Decemb@08%,and for the nine months ended October 1, 208&8udited) and September 30,
2006 (unaudited) there were no differences betweeiCompany's net income (loss) and its compreherscome (loss).

Net Income (Loss) Per She

Basic net income (loss) per share is cated by dividing net income (loss) by the weighéegrage shares outstanding during the pe
Diluted net income per share is calculated by digjdhe net income (loss) by the weighted-averdgees and dilutive potential shares
outstanding during the period. Dilutive potentiahees consist of dilutive shares issuable uportieecise of outstanding stock options
computed using the treasury stock method and skemeable upon the conversion of notes payablegyubim "if converted" method. All
potentially dilutive shares of approximately 5,00, 4,001,000, 3,632,000 and 3,447,000 (unauditedhg the years ended December 27,
2003, January 1, 2005 and December 31, 2005, anirtie months ended October 1, 2005, respectikialye been excluded from diluted loss
per share as their effect would be anti-dilutivetfee periods then ended. Potentially dilutive skaof approximately 4,176,000 (unaudited)
for the nine months ended September 30, 2006 hese included in the diluted net income per shamepedation for the period then ended.
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The following table sets forth for all peils presented the computation of basic and dilgeédhcome (loss) per share, including the
reconciliation of the numerator and denominatodusehe calculation of basic and diluted net ineofloss) per share (in thousands, except
per share data):

Year Ended Nine Months Ended

December 27, 2003 January 1, 2005 December 31, 2005 October 1, 2005 September 30, 2006

(unaudited)
Basic income (loss) per sha
Net income (loss $ (15,909 $ 974 $ (2,347 $ (1,837 $ 3,09«
Weighted-average common shares
outstanding, basi 9,831 10,67: 10,67 10,672 11,072
I I I I I
Basic income (loss) per she $ (1.62) $ (0.09) $ (0.22) $ (0.17) 0.2¢
I I I I I
Diluted income (loss) per shai
Net income (loss $ (15,909 $ 974 $ (2,347 $ (1,839 3,09«
Convertible notes interest expense (ne
tax) — — — — 60
Adjusted net income (loss) available tc
common stockholdel $ (15,90 $ 979 $ (2,34) $ (1,839 3,15¢
I I I I I
Weighted-average common shares
outstanding, basi 9,831 10,67: 10,67 10,672 11,072
Effect of dilutive securities
Stock options and warrar — — — — 2,09¢
Convertible preferred stoc — — — — 1,00C
Convertible notes payah — — — — 1,077
Weighted-average common shares
outstanding, dilute: 9,831 10,67: 10,67: 10,67: 15,24¢
I I I I I
Diluted net income (loss) per shs $ 162 $ 0.09 $ 0.22) $ (0.17) 0.21
I I I I I

Unaudited Pro Forma Net Income (Loss) per Sharel@ndudited Pro Forma Balance Sheet Information

Pro forma net income (loss) per share leas lcomputed to give effect to the fact that ifdffering contemplated by this prospectus is
completed it would result in the automatic convamsaf $1,750,000 of the outstanding principle amafrcertain convertible notes payable,
and all of the shares of Series A convertible pretkstock, outstanding at September 30, 2006 dubim if-converted method) into an
aggregate of 2,050,000 shares of common stock inatedy prior to this offering.
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Pro forma basic and diluted net incomes|lger share for the year ended December 31, 2@)Biae months ended September 30, :

is as follows (in thousands, except per share data)

December 31, September 30,
2005 2006
(unaudited)
Numerator:
Net income (loss $ 234) $ 3,09/
Interest on convertible notes payable, net of 70 60
Pro forma adjusted net income (lo $ 2,277 % 3,15¢
I I
Denominator
Weightec-average shares used in computing net income pe—basic 10,67: 11,07:
Adjustment to reflect the assumed conversion offedible notes payabl 1,07 1,077
Adjustment to reflect the assumed conversion ofredible preferred stoc 1,00¢ 1,00C
Adjustment to reflect effect of dilutive stock agtis and warrant — 2,09¢
Weighted average shares used in computing pro foehancome per sha 12,75( 15,24¢
I I
Pro forma net income per sh—basic $ (0.22) $ 0.2¢
I I
Pro forma net income per sh—diluted $ (0.1¢) $ 0.21
I I

The unaudited pro forma balance sheet ptiefer 30, 2006 has been presented to reflecotineersion of convertible notes payable

and preferred stock into shares of common stock.

New Accounting Pronounceme|

In November 2004, the Financial Account8tgndards Board ("FASB") issued SFAS No. 16%entory Costs, an amendment of ARB
No. 43, Chapter . SFAS No. 151 amends ARB No. 43, Chapter 4, tofglthat abnormal amounts of idle facility expenseight, handling
costs, and wasted material (spoilage) should begrézed as current period charges. In addition, SR&. 151 requires that allocation of
fixed production overhead to the cost of conversierbased on the normal capacity of the produd#ottities. The provisions of SFAS
No. 151 are effective for inventory costs incurdeding fiscal years beginning after June 15, 20d#) earlier application permitted for fisc
years beginning after the issue date of the staterfibe adoption of SFAS No. 151 did not have aifitant impact on the Compan
consolidated financial condition or results of Ggigms.
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In December 2004, the FASB issued SFASIRB(R). This statement requires companies to medharcost of all employee stock-
based compensation awards using a fair value methddo record such expense in its financial statés The adoption of SFAS No. 123
also requires additional accounting and disclostgkeing to the income tax and cash flow effeewulting from share-based payment
arrangements. The Company adopted the provisioB§AS No. 123(R) on January 1, 2006 using the nemtlffrospective method. The
impact of the adoption of SFAS No. 123(R) is ddssdliabove.

In June 2006, the FASB issued Interpretaio. 48,Accounting for Uncertainty in Income Taxes—an iptetation of FASB Statement
No. 109("FIN 48"), which clarifies the accounting for umtanty in income taxes. FIN 48 prescribes a redagnthreshold and measurem
attribute for the financial statement recognitiord aneasurement of a tax position taken or expdotbe taken in a tax return. The
Interpretation requires that the Company recoginizbe financial statements the impact of tax positif that position is more likely than not
of being sustained on audit, based on the technieaits of the position. FIN 48 also provides guicon derecognition, classification,
interest and penalties, accounting in interim pisiand disclosure. The provisions of FIN 48 areatife for fiscal years beginning after
December 15, 2006 with the cumulative effect of¢change in accounting principle recorded as ansaaient to beginning retained earnings.
The adoption of this statement is not expectedateta material impact on the Company's consolidé@edcial position or results of
operations.

NOTE 3—INVENTORIES

Inventories consist of the following (irotisands):

January 1, December 31, September 30,
2005 2005 2006
(unaudited)
Raw material $ 411 $ 2551 % 8,29¢
Work in proces: 1,34 1,02% 93t
Finished good 1,882 3,23¢ 5,62:
$ 734z $ 6,81¢ $ 14,85¢
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NOTE 4—PROPERTY AND EQUIPMENT

Property and equipment consist of the foihg (dollars in thousands):

Estimated September 30,
Useful Lives January 1, 2005 December 31, 2005 2006
(unaudited)

Machinery and equipme 37yrs $ 2,60¢ $ 359 $ 4,16¢
Land — 60C — —
Buildings and improvemen 40 yrs 71t — —
Furniture and fixture 5yrs 203 20t 20t
Computer equipment and softwi 3-7 yrs 944 1,241 1,49¢
5,07(C 5,041 5,86¢
Less accumulated depreciation and amortize (1,699 (2,609 (3,125
$ 337 $ 2,431 % 2,744
.| |

Included in property and equipment are taaseder capital leases with a cost of $1,764,82(%(18,000 and $2,599,000 (unaudited) and
accumulated amortization of $508,000, $896,000%in#59,000 (unaudited) at January 1, 2005, Decethe2005 and September 30, 2006,
respectively.

NOTE 5—CREDIT AGREEMENT

The Company has entered into an agreerttentCredit Agreement”) with a bank which, as anezghgrovides for a line of credit facil
up to $25 million ($3 million of which may be ingHorm of letters of credit), limited to 85% ofgilile accounts receivable, plus the least of
(i) a percentage of eligible inventory determinemhf time to time by the Company's bank, (ii) 80%haf orderly liquidation value, as
defined, of eligible inventories, and (iii) $7 nidlh. Interest is payable monthly, at the Compaapton, either at prime rate plus 0.50% or
LIBOR plus 3%. The interest rate will be furthedueed to the prime rate or LIBOR plus 2.50% corentrwvith a capital raise by the
Company with net proceeds of at least $15 millioachievement of annual net income of $2.5 millibhe line of credit facility, as amende
matures on July 31, 2008.

The Credit Agreement also provides for arion term loan to be funded in two advancese Tinst advance of $1 million was made in
August 2006, and the second advance of $1 milliaa made in September 2006. The term loan prinisgadyable in equal monthly
installments of $83,350 commencing on Septemb20Q6. In addition, the Company will be requiredrtake a principal reduction payment
on the term loan in an amount equal to the less@)y ®0% of the Company's excess cash flow, amddf for its year ending December 30,
2006, or (ii) $500,000. Interest is payable monthlythe Company's option, either at the prime phie 0.50% or LIBOR plus 3%. The
interest rate will be further reduced to the prirat or LIBOR plus 2.50% concurrent with a capitase by the Company with net proceed
at least $15 million or achievement of annual nebme of $2.5 million. The term loan, including aticrued and unpaid interest is due and
payable on the earlier of (i) the closing of ariaipublic offering by the Company, or (ii) Julyt,32008.

The Credit Agreement also provides for pqent advances up to $2 million. Interest on thémygent advances is payable monthly, at
the Company's option, either at the prime rate plus
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0.50% or LIBOR plus 3%. The interest rate will bietlier reduced to the prime rate or LIBOR plus Zo5tbncurrent with a capital raise by
the Company with net proceeds of at least $15aniltir achievement of annual net income of $2.5anillinterest only payments are
required on the equipment advances through Jar81ar007. Commencing February 1, 2007, the Comgaraquired to repay the
equipment advances in 42 equal monthly installméfrtie equipment advances, including all accruedwnméid interest, are due on July 31,
2008.

Any borrowings are collateralized by a gahérst priority lien against all Company assdtsth tangible and intangible, and the pers
guarantees of three senior Company executives.

Prior to July 2006, the credit agreement/fed for a revolving line of credit of $15 milhicand no term loan or equipment line of credit.

Interest was payable monthly at the priate plus 0.50% in fiscal 2004 (5.75% at JanuaB005) and in fiscal 2005 at the prime rate
plus 4.75% for eligible foreign accounts (12.009vatember 31, 2005) and at September 30, 200& gtritme rate plus 0.50% (8.75%) and
for all other advances at the prime rate plus 3.80% prime rate plus 0.50% (10.75% at Decembe@15 and 8.75% at September 30,
2006, respectively). Outstanding borrowings on linis of credit at January 1, 2005, December 30526nd September 30, 2006 were
$5,443,000, $9,463,000 and $11,171,000 (unauditesipectively. Borrowing availability under thedinf credit was approximately
$2,400,000 and $6,724,000 (unaudited) at Decenthe2(®5 and September 30, 2006, respectively.

The Credit Agreement, as amended, contarsin restrictions and covenants. Under thegea®sns and covenants, the Company
must maintain certain levels of tangible net wosaithieve minimum monthly and quarterly profitalyiliand limit capital expenditures. The
Company was not in compliance with certain covenahDecember 31, 2005. Effective April 18, 200@, Company executed the Fourth
Amendment to Amended and Restated Credit and $g@Agreement and Waiver of Defaults (the "Fourthé&@mment”). The Fourth
Amendment provides for, among other things, a waW@&oncompliance as of the dates above and aadediditional requirement for the
Company to consummate a private equity offeringlaiet than March 31, 2007, with minimum net prateef $4,000,000.

Effective July 28, 2006, the Company exeduhe Fifth Amendment to Amended and RestatediCard Security Agreement (the "Fi
Amendment"). The Fifth Amendment eliminated thepdovenant that required the Company to raiserénmim of $4 million in a private
equity offering prior to March 31, 2007. As of Septber 30, 2006, the Company was in compliance alitbovenants.
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NOTE 6—LONG-TERM DEBT

Long-term debt consists of the following {housands):

January 1, December 31, September 30,
2005 2005 2006

(unaudited)

Obligations under capital leases (see Not $ 89t $ 1,28t $ 1,06¢
Mortgage note payable to ba 96& — —
Term note payable to bai — — 1,83:
Notes payable to othe 32¢€ 427 52¢
2,18¢ 1,70¢ 3,431

Less current portio (370 (720) (2,747
$ 181t $ 98¢ % 69C

Mortgage Note Payabl

In November 2000, the Company obtained BA-Backed 25-year mortgage note payable collatsgdlby its manufacturing facility in
Irvine, California. This note bore interest at irene rate plus 1.0% (6.25% at January 1, 2008 wiincipal and interest payments due
monthly through 2025. In December 2005, the morgags paid in full in connection with the sale &mseback transaction of the
manufacturing facility (see Note 9).

Notes Payable to Othe

In November 2002, the Company enteredard 00,000 unsecured loan agreement with an ingiidearing interest at 7% payable
annually, principal due, as amended, in June 2@0&anuary 2004, $4,000 of the principal amount used to exercise certain stock options.
The balance of this note was $96,000 at Janua9@5, December 31, 2005 and September 30, 2006ndthds currently due on demand.

In January 2003, the Company entered ir$i800,000 loan agreement with a financing compaolateralized by assets owned by an
employee related to the majority stockholder. Titte bears interest at 14% per annum and matudssimary 2009. Principal and interest
payments of approximately $6,000 are due and payabhthly. The balance of this note was $230,0085%00 and $147,000 (unaudited
January 1, 2005, December 31, 2005 and Septemb&0886, respectively.

In August 2005, the Company entered intagreement with a financing company in connectidh ¥inancing certain insurance
policies. The financing agreement required monghigicipal and interest payments of approximatel§,820 through maturity on June 30,
2006. Interest was payable at 8.55% per annumotitstanding principal balance on this financing $442,000 at December 31, 2005.
During the nine months ended September 30, 20@&hdtance was repaid in full (unaudited). In Aug@6, the Company entered into a
new agreement with the financing company to finateasurance policies. The financing agreemeqaiires monthly principal and interest
payments of approximately $32,000 (unaudited) thhomnaturity on June 30, 2007. Interest is payab®45% per annum. The outstanding
principal balance on this financing was $286,00ta(dited) at September 30, 2006.
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Capital Leases

The Company has purchased manufacturingamgputer equipment through the use of varioustablgiases. These leases require
aggregate monthly payments of $44,450 and matwaratus dates through May 2010. The interest ratethese leases vary between 4.3%
and 10.4% (see Note 9).

As of December 31, 2005, maturities of khagn debt were as follows (in thousands):

Fiscal Year

2006 $ 72C
2007 522
2008 35C
2009 91
2010 25

Interest expense related to long-term detst $156,000, $177,000, $250,000, $177,000 (ured)déiind $153,000 (unaudited) for the
years ended December 27, 2003, January 1, 200becember 31, 2005 and for the nine months endeodb@ctl, 2005 and September
2006, respectively.

NOTE 7—CONVERTIBLE NOTES PAYABLE

In April 2001, the Company issued two catitde promissory notes, each in the original pipat amount of $625,000, to Serim Paper
Manufacturing Co., Ltd. ("Serim Paper") and HeungHwdustries Co., Ltd. ("HeungHwa"), bearing ingtrat 7.50% per annum
(collectively, the "$625,000 Notes"). In Februaf03, the Company issued an additional $500,000amntible note to Serim Paper, bearing
interest at 6.50% per annum (the "$500,000 Nofié1e $625,000 Notes and the $500,000 Note are gueaiby the Company's majority
stockholder and were originally convertible, at tiption of the holder, into shares of a new sesfgwreferred stock at a price equal to the
lower of $2.50 per share or the per share fair etar&lue of the new preferred stock. In the evéat public offering of the Company's
common stock at a price in excess of the conversime, the notes will automatically convert intages of the Company's common stock at
the conversion price.

In October 2002 and April 2004, the Comparghanged the $625,000 Notes (or the applicaldeessor notes) for new notes with the
same terms and new maturity dates. In August 20@4Company exchanged the $500,000 Note for a meevwiith the same terms and a r
maturity date. Effective October 2005, the Compaxghanged the then outstanding $625,000 Notesefornotes which provide for a
conversion price of $1.667 per share (estimateds&due of the preferred stock at the effectiveedztexchange) with new maturity dates of
April 3, 2007. Effective February 2006, the Compamnghanged the then outstanding $500,000 Note hewanote which provides for a
conversion price of $1.667 per share (estimateds&ue of the preferred stock at the effectiveedztexchange) with a new maturity date of
August 12, 2007.
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In December 2005, the Company issued $10000n secured convertible promissory notes (B85 Notes"), bearing interest at 9.96%
per annum. The 2005 Notes are secured (subordit@tbd Credit Agreement) by substantially all @@mpany's assets. The 2005 Notes are
convertible, at the option of the holder, at amyetiafter the earlier of (i) the maturity date drtfie consummation of a private placement
offering of common stock of the Company with graggregate proceeds to the Company of at least D00, and prior to repayment or
automatic conversion (see below). The 2005 Notesanvertible into shares of the Company's comnaeksat either the offering price in a
private placement offering of the Company's commstogk, or if no offering, at the fair value of aasé of common stock as determined by
Company's Board of Directors. In the event of agaetransaction with a public company concurrenb\aiprivate placement offering with
gross aggregate proceeds of at least $5,000,080utistanding principal and accrued but unpaidéstewill automatically be converted into
shares of the Company's common stock at a rat@.6#&of the price per share at which such shamsad in the private placement offeri
In accordance with EITF No. 00-27, since the teofthe contingent conversion option do not perimét Company to compute the additional
number of shares that it would need to issue uporearsion of the notes if the contingent event e&emd the conversion price is adjusted,
the Company determined the value of the benefitialrersion feature as of the commitment date atideciord the beneficial conversion
amount as additional interest expense only if irgingent event occurs. The estimated value ob#resficial conversion feature at the
commitment date was approximately $500,000.

The 2005 Notes had an original maturityedztFebruary 28, 2006. In March 2006, the noteléwsl agreed to extend the maturity date to
May 31, 2006. In June 2006, a note holder of $3DjA@rincipal agreed to extend the maturity ddtiésoconvertible note until August 31,
2006 and fix the conversion price of the note ab%der share. In connection with the amendmettie$50,000 convertible note in
June 2006, the Company recorded a BCF of $50,0@0@sult of fixing the conversion price at a gere amount that was below the
estimated fair value of the Company's common stdd¢ke date of amendment. The BCF has been recasdadliscount from the face amc
of the convertible note and will be amortized udting effective interest method through maturitgoch instrument. In August 2006, the note
holder converted the principal balance of $50,08 @ccrued interest of $3,000 into 20,863 sharéiseoCompany's common stock. As a
result, the Company recorded interest expense@P$5 during the nine months ended September 3B &fated to the amortization of the
debt discount.

On August 4, 2006, the Company repaid ¢émeaining $950,000 of outstanding principal on tA@2Notes, including accrued and
unpaid interest of $59,010 (unaudited). As a resflhe repayment, the Company will not be requitetecord any further beneficial
conversion charge.

As of December 31, 2005, maturities of aatible notes payable were as follows (in thousgnds

Fiscal Year

2006 $ 1,00(

2007 1,75(C
$ 2,75(
|
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NOTE 8—INCOME TAXES

The Company's income tax provision (behebinsists of the following (in thousands):

Year Ended

Nine Months Ended

December 27, 2003

January 1, 2005

December 31, 2005

October 1, 2005

September 30, 2006

(unaudited)
Current:

Federa $ 197/ $ (499 $ (232) $ (718 $ 1,921
State 68¢ (59 2 2 29
Total curren 2,662 (55¢) (230 (71€) $ 1,95(

Deferred:
Federa (111 22t (319) 15€ (242)
State (239 @) (369) (257) 18¢
Total deferrec (34%) 21¢ (682) (95) (54)
Income tax provision (benefi $ 2317 $ (340 $ 912) $ (811) $ 1,89¢
I I I I

Deferred tax assets and liabilities arssifeed as current or noncurrent according to thesi