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Part |

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, which
include, without limitation, statements about the market for our technology, our strategy, competition, expected financial performan
and other aspects of our business identified in this Annual Report, as well as other reports that we file from time to time with the
Securities and Exchange Commission. Any statements about our business, financial results, financial condition and operations
contained in this Annual Report that are not statements of historical fact may be deemed to be forward-looking statements. Withot
limiting the foregoing, the words “believes,” “anticipates,” “expects,” “intends,” “plans”, “projects,” or similar expressions are
intended to identify forward—looking statements. Our actual results could differ materially from those expressed or implied by these
forward—-looking statements as a result of various factors, including the risk factors described in Part I., Item1, “Business—Risk
Factors,” and elsewhere in this report. We undertake no obligation to update publicly any forward-looking statements for any
reason, except as required by law, even as new information becomes available or other events occur in the future.

MoSys®, MultiBank® and 1T-SRAM® are our trademarks. Product names, trade names and trademarks of other companies
also referred to in this report.

Item 1. Business
Company Overview

We design, develop, license and market memory technologies used by the semiconductor industry and electronic product
manufacturers. We have developed a series of patented semiconductor memory technologies, called 1T- SRAM technologies, tha
offer a combination of high density, low power consumption and high speed at performance and cost levels that other available
memory technologies do not match. We license this technology to companies that incorporate, or embed, memory on complex
integrated circuits. We generate revenue from intellectual property licensing, which consists of licensing and royalty revenues. We
have in the past also sold memory chips based on our 1 T-SRAM technologies.

Using elements of our existing memory technology as a foundation, we completed development of our first memory chips
incorporating our 1.T-SRAM technologies in the fourth quarter of 1998. Through the second quarter of 2001, almost all of our rever
was generated by product sales of our memory chips. Since then, however, licensing and royalty revenues have represented the
majority of our revenues. Our licensing revenue consists of fees paid for engineering development and engineering support service
We are entitled to receive royalties under each of our licensing agreements when our licensees manufacture or sell products that
incorporate our technology.

We signed our first license agreement related to our 1.T-SRAM technology at the end of the fourth quarter of 1998 and first
recognized revenue from licensing our 1T-SRAM technology in the first quarter of 2000. In 2001, we introduced enhancements to
original technology with 1”T-SRAM-M, a lower power version and 1T-SRAM-R, a version offering improved quality and reliability
features. In 2002, we introduced 1T-SRAM-Q, which offers twice the density of our original technology.

As of December 31, 2004, we had signed license agreements related to our 1 T-SRAM technologies with 48 companies. Our
licensing sales cycle is lengthy. Generally, we expect the period from our initial discussion with a prospective licensee to a signed
agreement to last from three to six months. Once our customer signs a license agreement, we generally will recognize revenue frol
fees for developing and delivering 1 T-SRAM designs to the customer over a period of 6 to 18 months. If the customer subsequent
uses our 1T-SRAM design in production, we would not expect to receive any royalty payments until 18 to 24 months after the
commencement of the project.

To complement our existing high—density, low—power 1T-SRAM technologies, we announced the availability of our low power
6 T-SRAM-R compilers in early 2004. The 6T-SRAM-R compilers incorporate the same technologies that deliver the quality and
low—power advantages offered by our




1T-SRAM technologies for large memories and can extend these benefits to small memories of less than one megabit in size, for
system-on—chip, or SoC designers. To date we have not licensed these compilers to any customers.

In 2004, we phased out of selling our proprietary IT-SRAM memory chips. Currently, our product sales consist of selling
existing inventory. We do not expect to make and sell memory chips in the future.

Industry Background
Trends in the Semiconductor Industry

Electronic products play an increasingly important role in our lives, as evidenced by the growth of the personal computer,
wireless communications, networking equipment and consumer electronics markets. These markets are characterized by intensifyi
competition, rapid innovation, increasing performance requirements and continuing cost pressures. To manufacture electronic
products that achieve optimal performance and cost levels, semiconductor companies must produce integrated circuits that offer
higher performance, greater functionality and lower cost.

Two important measures of performance are speed and power consumption. Higher—speed integrated circuits can allow
electronic products to operate faster, enabling the performance of more functions. Reducing the power consumption of integrated
circuits contributes to increased battery life and reduced heat generation in electronic products. Reduced power consumption also
enables integrated circuit designers to overcome costly design hurdles, such as meeting the thermal limitations of low—cost packac
materials.

In addition to offering high—performance products, semiconductor companies must produce integrated circuits that are cost
effective. High—density integrated circuits require less silicon, thus reducing their size and cost. Cost reductions also can be achiev
by simplifying the integrated circuit's manufacturing process and improving the manufacturing yield.

To avoid the high cost of substantial redesign, semiconductor companies typically use technology that is scalable, which mear
can be readily incorporated into multiple generations of manufacturing process technologies. Process technology generations are
distinguished in terms of the dimension of the integrated circuit's smallest topographical features, as measured in microns (one
millionth of a meter). The semiconductor industry has continuously developed advanced process technologies that enable the
reduction of silicon area on integrated circuits and consequently lower costs. The industry is predominantly using 0.25—-micron,
0.18-micron and 0.15-micron manufacturing process technology. However, current designs are now being implemented in
0.13-micron and in 0.09—micron manufacturing process technologies.

Importance of Integration

For decades, the semiconductor industry has continuously increased the value of integrated circuits by improving their density
power consumption, speed and cost. The main driver for these improvements has been the success of shrinking the size of the ba
semiconductor building block, or transistor. Transistors have become small enough to make it economical to combine multiple
functions, such as microprocessors, graphics, memory, analog components and digital signal processors, on a single integrated cil
or System—-on—Chip (SoC). Highly integrated circuits such as SoCs often offer advantages in density, power consumption, speed a
cost that cannot be matched using separate, discrete integrated circuits. SoCs are essential for most electronic products, such as
cellular phones, video game consoles, portable media players, communication and networking equipment and internet appliances,
achieve increasing performance requirements at a reasonable cost.




Importance of Embedded Memory

Historically, semiconductor companies implemented memory in separate integrated circuits. Rather than using separate memc
chips, semiconductor companies today are embedding memory on highly integrated circuits in order to optimize performance and ¢
At the same time, the increasing sophistication of electronic products is driving a rapid increase in the amount of memory required.
Current industry estimates are that more than half of the chip area of a SoC is comprised of embedded memory and this proportior
forecasted to increase in the future with the growth of more memory—-intensive applications.

The high cost of incorporating the memory component represents a major challenge to achieving high levels of integration. As
embedded memories account for an increasing percentage of the size of a highly integrated circuit, they are often the slowest or
limiting function in the circuit. Not only must integrated circuits contain a larger amount of embedded memory, this memory must be
dense enough to be economically attractive and must offer sufficiently high speed and low power consumption. In many applicatior
embedded memory has become a crucial design consideration for determining the overall cost and performance of highly integrate
circuits and the growing number of electronic products in which they are incorporated.

Traditional SRAM

The most common form of embedded memory today utilizes traditional static random access memory, or SRAM technology, t
we refer to as traditional SRAM. This technology is in the public domain and can be used by any semiconductor company. Traditio
SRAM has the following characteristics—

it can operate at the same high speeds as other functions of the integrated circuit;

« it provides a simple and familiar interface that allows for quick design into an integrated circuit with less risk that the design
will not function according to specification; and

« it utilizes the standard logic manufacturing process that is both economical and the most widely available.

As memory requirements increase, however, traditional SRAM becomes relatively more expensive compared to the total cost
the integrated circuit. Specifically, traditional SRAM has the following drawbacks that can lead to higher cost—

* it requires a substantial amount of silicon area because of its low density; and
it consumes a significant amount of power when operating at high speeds.

To overcome the density limitations of traditional SRAM, some manufacturers have utilized embedded dynamic random acces
memory, or embedded DRAM. While embedded DRAM is denser than traditional SRAM, it is typically ten times slower.
Manufacturing embedded DRAM also requires additional process steps and results in low yields, which translate into increased
manufacturing time and cost. Additionally, because of its complex interface requirements, embedded DRAM is more difficult to
incorporate on integrated circuits, leading to a higher risk of failure. As integrated circuit designers have experimented with embedc
DRAM, they have discovered that these limitations of embedded DRAM preclude its use in almost all applications. Therefore,
traditional SRAM continues to be the most widely used technology for embedded memory. One of the major challenges for the
semiconductor industry today is to find an embedded memory solution that combines high density, low power consumption, high
speed and low cost.

Our Solution

We have developed a series of innovative memory technologies, 1T-SRAM technologies, which provide major advantages ov
traditional SRAM in density, power consumption and cost, thus making it




more economical for designers to incorporate large amounts of embedded memory in their designs. In addition, our 1 T-SRAM
technologies offer all the benefits of traditional SRAM, such as high speed, simple interface and ease of manufacturability. Its core
circuitry is already production proven in millions of our memory chips and offers integrated circuit designers the following
characteristics compared to traditional SRAM:

Parameters Typical Characteristics of 17T-SRAM technologies vs. traditional SRAM

Density Uses 50% to 75% less silicon for the same amount of memory

Cost 50 to 70% less cost for the same amount of memory

Power Can save up to three—quarters the power when operating at the
same speed

Speed Can provide speeds equal to or greater than those offered by

traditional SRAM, especially for larger memory sizes

Our 1T-SRAM technologies can achieve these advantages while utilizing standard logic manufacturing processes and providi
the simple, standard SRAM interface that designers are accustomed to today.

High Density

Embedded memory utilizing our 1 T-SRAM technologies is typically two to three times denser than traditional SRAM. Increase
density enables manufacturers of electronic products, such as cellular phones, video game consoles and digital cameras and
camcorders, to incorporate additional functionality into a single integrated circuit, resulting in overall cost savings. Semiconductor
designers can take advantage of the high density of our 1”T-SRAM technologies and embed large quantities of high—performance
memory and other components that in the past might not have been feasible.

Low Power Consumption

Embedded memory utilizing our 1 T-SRAM technologies can consume as little as one—quarter the power and generates less f
than traditional SRAM when operating at the same speed. This feature facilitates longer battery life, reduces system level cooling
costs and enables reliable operation using lower—cost packaging.

High Speed

Embedded memory utilizing our 1 T-SRAM technologies typically provides speeds equal to or greater than the speeds of
traditional SRAM, especially for larger memory sizes. Our 1”T-SRAM memory designs can sustain random access cycle times of le
than three nanoseconds. In today’s 0.13—micron manufacturing process technology, our 17T-SRAM technologies can operate with
random access frequency in excess of 400 megahertz for multi-megabit memory.

Manufacturing Process Independence

We have been able to implement our technology without requiring the manufacturer to make any significant changes to either stan
logic or alternative manufacturing processes. 1T-SRAM's portability, or the ease with which it can be implemented in different
semiconductor manufacturing facilities, has been proven operational in the fabrication of chips at Taiwan Semiconductor
Manufacturing Co., Ltd., or TSMC, United Microelectronics Corporation, or UMC, Chartered Semiconductor Manufacturing Ltd., or
Chartered and Semiconductor Manufacturing International Corporation or SMIC, the world’s largest independent foundries.
1T-SRAM’s scalability, or the ease with which it can be implemented in different generations of manufacturing processes, has
already been demonstrated in the fabrication of chips in 0.25-micron, 0.18—micron, 0.15—-micron, 0.13—-micron and 0.09—micron
process generations, without extensive modifications. We expect our technology to continue to scale readily to future process
generations. This portability and scalability provides for wide availability, inexpensive implementation and quick product time to
market for our licensees.




Simplicity of Interface

Our 1T-SRAM technologies’ internal circuitry connects to the simple, standard SRAM interface that designers are accustomec
to today. Our use of this standard high—performance interface minimizes design time, thus optimizing time to market for our license
This simple interface also helps minimize the risk that integrated circuit designs will not operate according to specifications.

Our Strategy

Our goal is to establish our 1.T-SRAM technologies as the standard for all large embedded memories in SoC applications. We
intend to achieve this goal by licensing our technology on a non—exclusive and worldwide basis to foundries, integrated device
manufacturers, fabless semiconductor companies and electronic product manufacturers.

We have extended the coverage of our technologies to smaller memory blocks by offering our 6T-SRAM memory compilers.
Utilizing the same low—power benefits built into our 1T-SRAM technologies, our licensees can have a complete range of
low—-powered embedded memory solutions to meet their demanding SoC requirements.

The following are integral aspects of our strategy.

Target Large and Growing Markets

We target the large and growing market for system—-on—a—chip applications requiring large embedded memories, which are in
excess of one megabyte. Our 1T-SRAM technologies that offer chip designers improved performance in embedded memories thu
optimizing the cost and performance of the SoC.

Although our 1”T-SRAM technologies are applicable to many markets, we presently focus on the rapidly growing consumer
electronics and communications sectors. These sectors increasingly require embedded memory solutions with higher density, lowe
power consumption, higher speeds and lower cost. We also will focus over the longer term on other markets that are projected to
achieve strong, long—-term growth.

Work Closely with Semiconductor Companies and Foundries to Deliver Optimal Technology Solutions

We work closely with semiconductor companies to gain broad and detailed insight into their own and their customers’ current
and next—generation technology requirements. This insight helps us identify trends and focus our development efforts on optimizin
our technology solution, resulting in shorter product time to market and lower costs. We plan to continue to qualify and license our
technology with the leading foundries to help us understand changing market requirements and to obtain access to advance
manufacturing processes.

Extend our Technology Offerings

Our goal is to continue to enhance our 1 T-SRAM technologies and increase our share of the embedded memory market. We
continue to develop our technology in order to offer even higher—density, lower—power consumption, higher-speed and lower—cost
designs for our licensees. As such, we continue to invest heavily in research to develop more advanced memory technologies. Sin
the introduction of 1T-SRAM in 1998, we have introduced and currently offer the following improved versions of the technology:

e 1T-SRAM-R, a version that includes Transparent Error Correction™ (TEC), which automatically corrects memory errors
during operation, including soft errors caused by high—energy particles, and eliminates the need for laser repair in
manufacturing test. This is accomplished without adding silicon area or cost. Introduced in November 2001, our 1 T-SRAM-
has now become the standard version of 1T-SRAM in most of our licensing activities.
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« 1T-SRAM-M, a lower power version that is well-suited to particular applications requiring very low operating and standby
power, such as cell phone handsets, digital cameras, personal digital assistants and other consumer wireless devices. We
introduced 1T-SRAM-M in April 2001.

« 1T-SRAM-Q, an extended density memory that has twice the density of the original version of our technology and up to fot
times the density of traditional SRAM. We introduced our 1T-SRAM-Q in December 2002.

* 6T-SRAM-R, a memory compiler built on the same technologies that deliver the quality and low—power advantages offerec
by our 1T-SRAM technologies for large memories are now incorporated into our 6T-SRAM-R compilers to extend these
benefits to small memories, those less than one megabit in size, in customers’ chip designs. The compiler, along with our
1T-SRAM technologies, offers semiconductor designers a complete range of embedded memories to meet their demanded
SoC requirements.

In addition, we have developed new generations of our 1.T-SRAM technologies, most recently in the 0.09—-micron manufacturi
process. We intend to continue to develop our technologies for future process generations.

Licensing and Distribution Strategy

We offer our technology on a non—exclusive and worldwide basis to semiconductor companies, electronic product
manufacturers, foundries, intellectual property companies and design companies through product development, technology licensil
and joint marketing relationships.

Licensing

We license our technology to semiconductor companies who incorporate our technology into integrated circuits that they then
sell to their customers. We also license our technology to electronic product manufacturers, who then require their suppliers to ado
our technology. In addition, we engage in joint marketing activities with foundries, intellectual property companies and design
companies to promote our technology to a wide base of customers. These distribution channels have broadened the acceptance a
availability of our technology in the industry. As our technology becomes available through an increasing number of channels, we
believe it will be less likely that customers will have to alter their procurement practices in order to acquire our technology. We inter
to continue to expand significantly this base of strategic relationships to further proliferate our technology.

We form product development and licensing relationships directly with semiconductor companies and electronic product
manufacturers. Generally, we require the prospective licensee to identify one or more specific projects for the use of our technolog
The prospective licensee’s implementation of our 1 T-SRAM technologies typically includes customized development. Usually, the:
relationships involve both engineering work to implement our technology in the specified product and licensing the technology for
manufacture and sale of the product. Although the precise terms contained in our 1 T-SRAM macro development and license
agreements vary, every agreement provides for the payment of contract fees to us at the beginning of the contract and the joint
development of specifications and initial product design and engineering. The agreements usually provide for payment of contract |
to us upon the achievement of specified development milestones. The vast majority of our contracts allow billing between mileston
based on work performed. Typically under our agreements, the licensee is obligated to complete the project within a stated timefra
including assisting us in completing the final milestone, and if we perform the contracted services, is obligated to pay the license fe
even if the licensee fails to complete verification or cancels the project prior to completion. The agreements also often provide for tl
payment of additional contract fees if we provide engineering or manufacturing support services related to the manufacture of the
product. Provisions in all of our license agreements require the payment of royalties to us based on the future sale or manufacture
products utilizing our 1.T-SRAM technologies. Generally,




our licenses grant rights on a nonexclusive, nontransferable basis, limited to the use of our technology as modified for the project
covered by the license agreement or amendment. Our license agreements generally have a fixed five—year term and are subject tc
renewal. Each new project requires a separate agreement or an addendum to modify an existing agreement.

In addition, we also offer our technology to semiconductor companies through 1T-SRAM technology license agreements, und
which we grant the licensee the additional right to create and modify 17T-SRAM designs to offer to its own customers. The contract
fees associated with these arrangements require the licensee to pay us to port our technology to its manufacturing process and de
a template design that the licensee will be able to use to generate future designs. These agreements also obligate the licensee to |
contract fees to us upon the achievement of specified development milestones and may provide for the payment of additional conti
fees if we provide engineering or manufacturing support services. Under these agreements we will be entitled to receive royalties
based on the future sale or manufacture of products utilizing our 1. T-SRAM technologies. The licenses are nonexclusive and
nontransferable and authorize the licensee to modify designs for its customers from the template design that we provide under the
agreement. Typically, the template design applies only to a specified manufacturing process generation. The licensee may add futt
process generations to the license agreement for additional contract fees.

We have license agreements with many companies, including Agere Systems, Inc., Agilent Technologies, Analog Devices, Inc
Applied Micro Circuits Corporation, Broadcom Corporation, eSilicon Corporation, Fujitsu Limited, Hitachi, Ltd., Hudson Soft
Company Limited, LG Electronics, Inc., LSI Logic Corporation, Marvell Semiconductor, Inc., Matsushita Communication Industrial
Co., Ltd., Motorola, Inc., National Semiconductor Corporation, NEC Electronics Corporation, Nintendo, Philips Semiconductors, Inc
Pixelworks, Inc., Pixim, Inc., Sanyo Electric Co., Ltd., SONY Corporation, Stepmind SA, Switchcore AB, TSMC, UMC, Via
Technologies, Inc., and Via Networking Technologies, Inc.

Joint Marketing Arrangement

We have formed joint marketing relationships with dedicated foundries such as TSMC, UMC Chartered and SMIC. These
foundries have cooperated with us to prove the manufacturability of integrated circuits utilizing our 1. T-SRAM technologies in their
particular manufacturing process. Once manufacturability has been proven, the foundries can then offer their manufacturing servic
to our licensees, and their integrated circuit device customers can fabricate integrated circuits incorporating our 17T-SRAM
technologies.

We also have formed an alliance consisting of design service firms to enable our licensees to more rapidly incorporate
1T-SRAM technologies into their design. This Design Services Alliance (DSA) program is intended to provide our licensees with
specialized support as the use of our technology in SoC designs increases. Each DSA member company has been trained to prov
our licensees with design expertise and product engineering resources in order to reduce the design cycle time as well as accelera
ramp to volume production.

Custom Memory Designs
We offer directly to our licensees customized 1T-SRAM memory designs to meet their specific design parameters. We also of
a variety of options for optimizing the design specification in order to improve performance and cost effectiveness.

Standard Macro Designs

In addition to licensing our customized 1T-SRAM designs, companies also can license standard 1T-SRAM off-the-shelf
memory designs from us. These readily available standard memory designs can assist the licensee in getting its SoC quickly to me




Memory Compilers

In 2004, we introduced our 6T-SRAM-R memory compilers to offer our customers a low power alternative to traditional
embedded six—transistor SRAM in applications requiring smaller memory sizes. We plan to offer future compiler products on
advanced generations of manufacturing processes.

Our compilers are offered on a per use basis or under an unlimited use license for fees ranging from ten of thousands of dolla
several hundred thousands of dollars. As with all of our technologies, the licensee is obligated to pay us royalties for products
manufactured or sold utilizing our technologies.

Technology Licenses

We have licensed our technologies to the two leading foundries; TSMC and UMC. Increasingly, these foundries are now
providing design services and third—party intellectual property directly to their customers. Under our technology license agreements
with them, both TSMC and UMC have acquired a right to offer as part of their design services, 1T-SRAM designs that they create
their customers. These agreements require them to pay us licensing and development fees, as well as royalties on silicon wafers
manufactured by them that incorporate our licensed technology and a percentage of the design fees that they charge their custome
for providing our technology.

We also offer our technologies to leading integrated device manufacturers or, IDMs. Under our technology license agreement
with Fujitsu Limited, which is our first IDM technology licensee, we have granted Fujitsu a worldwide non—exclusive,
non-transferable right to offer its own implementation of our 1 T-SRAM technologies directly to its customers along with its own
design and manufacturing services. Fujitsu has agreed to pay us a license fee for our services in porting our 1”T-SRAM technologi
Fujitsu’s manufacturing process. Fujitsu also is obligated to pay us fees for technical support for the first year, and for each additior
year thereafter if it requests such support. Further, we will be entitled to receive royalties on all integrated circuits incorporating our
licensed technologies that are sold by Fujitsu and its subsidiaries.

Technology

Our innovative 1T-SRAM technologies include many new and proprietary features. Development of our memory chips during
the early years of our existence was critical to validating elements of the 1T-SRAM technologies we license today. These
technologies combine the high—density advantages of DRAM with the high performance and utility of SRAM. Underlying this
technology are several distinct pieces of our proprietary technology.

Single-Transistor Memory Storage Cell

The high density of our 1”T-SRAM technologies stems from the use of a single—transistor, or 1T, which is similar to DRAM,
with a storage cell for each bit of information. Our 1T storage cell using one transistor and one capacitor represents a very significe
improvement in density over the six—transistor storage cells used by traditional SRAM.

The following diagrams, drawn to scale, but not to actual size, are electrical schematics of the traditional SRAM storage cell ar
our 1T-SRAM storage cell. The comparison of the two diagrams illustrates the small size and reduced complexity of the 1 T-SRANMN
storage cell. This results in significant cost savings because less silicon space is required by 17 T-SRAM storage cells.
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Six Transistor SRAM Storage Cell Schematic 1T-SRAM Storage Cell Schematic
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MultiBank Technology

The high speed and low power consumption of 1”T-SRAM are enabled by our MultiBank technology, as illustrated above. This
technology efficiently partitions the memory into many, typically hundreds, of fast, small sub—blocks of memory, or banks, that can
operate independently over high—speed data buses. Only one small bank containing the required memory data must be active for ¢
access to the memory. Therefore, the remaining banks can stay in a low—power, standby mode, reducing the overall power

consumption of the memory.
MultiBank Technology

SRAM Interlace

Many Small, Fast Memeory Banks
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Pipelined Self-timed Access

The easy to use standard SRAM interface of 1.T-SRAM technologies is enabled by our innovative and proprietary circuit
designs, generating all the necessary dynamic memory array operation timing signals transparently to user’s application.

Refresh Management Circuitry

Refresh operations required to ensure data is maintained to a minimum level in dynamic cells may be performed transparently
a user’s application, allowing designers to fully disregard to any of the traditional requirements of dynamic cell arrays.

Leakage Suppression Circuitry

Our unigue patented architecture, circuits and proprietary design techniques that manage process leakage allow MoSys’
1T-SRAM technologies to be manufactured on any CMOS process, including generic ASIC processes, thus removing the need for
complicated embedded memory process development.

Transparent Error Correction (TEC)

We offer our 17T-SRAM technologies with TEC for higher reliability and quality. TEC automatically corrects memory errors
during operation, including soft errors caused by high—energy particles, and eliminates the need for laser repair in manufacturing te
This is accomplished without adding any additional silicon area or cost. TEC is also incorporated into our 6T-SRAM-R memory
compilers extending the same benefits provided in our 1 T-SRAM technologies to the small memory block requirements in custome
chip designs.

Folded Area Capacitor (FAC)

Using an innovative capacitor technology called Folded Area Capacitor (FAC), we can provide our licensees with a very
high—density memory solution. Requiring only one additional non—critical mask during the manufacturing process, utilizing our
Folded Area Capacitor, our 1”T-SRAM-Q can achieve densities up to four times that of traditional SRAM and twice the density of tl
original version of our technology.

Advanced Manufacturing Processes

We have continued to implement our 17T-SRAM technologies on advanced generations of manufacturing processes. As a resl
our licensees are able to implement integrated circuits incorporating 17 T-SRAM embedded memaories on the highest performance
manufacturing processes available. The chart below illustrates a sampling of test chips we have produced made in initially
implementing and verifying 1T-SRAM technologies on the latest generations of manufacturing processes nodes. The processes w
the smaller micron dimensions have higher random access speeds and typically enable larger capacity memories.

Process Generation 0.18—-micron 0.15-micron 0.13-micron 0.09-micron

Date of 1T-SRAM January 2000 May 2000 April 2001  January 2003

Verification

Typical Memory 1-32 1-48 1-64 1-64

Capacity megabits megabits megabits megabits

Random Access Speed 100-250 100-250 100-400 100-450
MHz MHz MHz MHz

Research and Development

Our ability to compete in the future will depend on improving our technology to meet the market’s increasing demand for highe
performance and lower cost requirements. We have assembled a team of highly skilled engineers whose activities are focused on
developing even higher—density, lower—power consumption, higher—-speed and lower—cost 1 T-SRAM designs. We expect to contil
to focus our research
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and development efforts on extending our 1 T-SRAM technologies and developing new memory technologies. We also intend to
continue our focus on porting our technology to additional semiconductor manufacturing facilities and scaling our technology to ne\
generations of manufacturing process technologies.

As of December 31, 2004, we employed 48 engineers, representing 70% of our employees, with specific expertise in circuit
design, layout and a variety of manufacturing processes. Effective November 10, 2004, we closed the ATMOS' research and
development facility and terminated the employment of approximately 20 employees in ATMOS. We have a design center in Seoul
South Korea where nine of our engineers reside. For the years ended December 31, 2004, 2003, and 2002, research and develop
expenditures totaled approximately $8.1 million, $8.6 million, and $6.6 million, respectively.

Sales and Marketing

As of December 31, 2004, we had a staff of 10 sales and marketing executives managing our technology licensing activities. \
have six sales and marketing personnel in U.S. who are responsible for licensing activities in North America and Asia. One is locat
in Sophia—Antipolis, France and is responsible for licensing activities in Europe and the Middle East. Three sales and marketing
personnel are located in Yokohama, Japan and are responsible for licensing activities in Japan. This group manages the negotiatic
license agreements, provides technical support during the sales cycle to licensees and administers the contracts. As we have mult
sales channels through our relationships with semiconductor companies, foundries, intellectual property companies and design
companies, we do not believe that we require a large internal sales force. Our marketing and promotional activities include
participation in industry trade shows, distribution of collateral marketing material, publication of articles in trade journals and
publicizing our licensing activities and technology achievements. We also provide presentations and working sessions with the sen
technical and business staff of prospective customers.

We are expanding our worldwide sales and market presence through the addition of channel sales representatives to augmen
current direct sales personnel, increase sales coverage and provide better support for customers throughout the world. Qualified
independent sales representatives can address regional customer requirements and needs where direct sales activities are not pre
or are too costly. We have appointed independent sales representative in Israel, Taiwan and China. Independent sales representa
receive commissions based on license fees generated from projects with their customers for our technologies, thus limiting the upf
fixed cost and providing a cost effective solution to broaden our sales coverage.

Intellectual Property

We regard our patents, copyrights, trademarks, trade secrets and similar intellectual property as critical to our success, and re
on a combination of patent, trademark, copyright, and trade secret laws to protect our proprietary rights. As of December 31, 2004,
held 75 U.S. patents on various aspects of our technology, with expiration dates ranging from 2011 to 2023. These 75 patents inclt
claims relating to multibank partitioning, 17 T-SRAM internal operation and circuit techniques, high—speed operation techniques,
1T-SRAM refresh management techniques and the interface of embedded 1T-SRAM storage cells in logic processes. We current
have eight pending U.S. patent applications, and have received notices of allowance with respect to two of these applications. We
hold 37 foreign patents with expiration dates ranging from 2012 to 2022, and we have 21 pending foreign patent applications. Ther
can be no assurance that others will not independently develop similar or competing technology or design around any patents that
be issued to us, or that we will be able to enforce our patents against infringement.

The semiconductor industry is characterized by frequent litigation regarding patent and other intellectual property rights. Our
licensees or we might, from time to time, receive notice of claims that we
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have infringed patents or other intellectual property rights owned by others. For example, on March 31, 2004, we were sued by
UniRAM Technology, Inc. in United States District Court for the Northern District of California based on claims of patent
infringement and misappropriation of trade secrets that were allegedly disclosed by UniRAM to TSMC, which allegedly improperly
provided them to us. In addition, litigation may be necessary in the future to enforce our patents and other intellectual property righ
to protect our trade secrets, to determine the validity and scope of the proprietary rights of others, or to defend against claims of
infringement or invalidity, and there can be no assurance that we would prevail in any future litigation. Any such litigation, whether |
not determined in our favor or settled by us, would be costly and would divert the efforts and attention of our management and
technical personnel from normal business operations, which could have a material adverse effect on our business, financial conditi
and results of operations. Adverse determinations in litigation could result in the loss of our proprietary rights, subject us to significe
liabilities, require us to seek licenses from third parties or prevent us from licensing our technology, any of which could have a
material adverse effect on our business, financial condition and results of operations. Moreover, the laws of certain foreign countrie
in which our technology is or may in the future be licensed may not protect our intellectual property rights to the same extent as the
laws of the United States, thus increasing the possibility of infringement of our intellectual property.

Competition

In order to remain competitive, we believe we must continue to provide higher—density, lower—power—consumption,
higher-speed and lower—cost technology solutions to the semiconductor industry and electronic product manufacturers. We believ
that the principal competitive factors in our industry are—

« density and cost;

* power consumption;

e speed;

» portability to different manufacturing processes;

« scalability to different manufacturing process generations;

« reliability and low manufacturing costs;

« interface requirements; and

» the ease with which technology can be customized for and incorporated into customers’ products.

We believe that our 1T-SRAM technologies offer a high degree of overall performance improvement over traditional SRAM.
Semiconductor companies may satisfy their embedded memory needs through traditional SRAM and embedded DRAM. Traditione
SRAM relies on publicly available process technology and circuit designs, which semiconductor companies can build internally or
acquire through a license from a third party provider, without paying a royalty to us. This is currently the preferred choice for
embedded memory solutions in SoCs. Companies providing traditional SRAM embedded memories include Artisan Components a
Virage Logic. Embedded DRAM is primarily offered by current or former DRAM suppliers, who utilize their own manufacturing
process to compete in the semiconductor foundry business. Suppliers of embedded DRAM include substantial competitors such as
Toshiba Ltd. and IBM, among others. Although each of these two embedded DRAM suppliers has experienced some success in
obtaining new customers for its technology, we believe that many semiconductor companies using embedded memory may prefer
license our technology instead of implementing either of these alternatives because of 17T-SRAM'’s overall advantages.

Not all embedded memory applications benefit sufficiently from technological advantages offered by our 17T-SRAM
technologies to justify the increased cost to the licensee, however. Our licensees and prospective licensees can meet their current
needs for embedded memory using other memory solutions
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with different cost and performance parameters. For example, our technologies are not suitable for replacing lower—cost traditional
DRAM memory chips if higher access speed is unnecessary. In addition, alternative solutions may be more cost-effective for mem
block sizes of less than 1 megabit, or applications in which the embedded memory portion is less than 20% of the total chip area. T
provide a technology offering for these uses, however, in January 2004 we introduced our 6T-SRAM-R memory compilers which
incorporate the same quality and low—power advantages available in our 1”T-SRAM technologies and extend these benefits to the
small memories in customers’ chip designs. Both Artisan Components and Virage Logic license their traditional SRAM embedded
memories thorough the sale of compilers.

Moreover, some companies assess greater uncertainty and risk in relying on our newly established 1T-SRAM technologies. A
result, our ability to compete effectively may be limited because such companies may prefer to use more established traditional
memory solutions that are freely available without a license.

We have designed the circuitry of our 1 T-SRAM technologies so that our licensees can manufacture it in standard logic proce
as well as other widely used embedded memory processes.

Employees

As of December 31, 2004, we had 69 full-time employees, consisting of 48 in research and development and engineering, 10
sales and marketing and 11 in finance and administration. We believe our future success will depend, in part, on our ability to conti
to attract and retain qualified technical and management personnel, particularly highly skilled design engineers involved in new
product development, for whom competition is intense. Our employees are not represented by any collective bargaining unit, and v
have not experienced any work stoppage