
SanDisk Corporation
Reconciliation of GAAP to Non-GAAP Operating Results (1)

(in thousands, except per share data, unaudited)

Three months ended Six months ended 
June 29, 2008 July 1, 2007 June 29, 2008 July 1, 2007

SUMMARY RECONCILIATION OF NET INCOME (LOSS)
GAAP NET INCOME (LOSS) (67,877)$                 28,484$                  (49,997)$                 27,909$                  
  Adjustments:
    Share-based compensation (a) 25,108                  36,971                  48,334                   68,190                   
    Amortization of acquisition-related intangible assets (b) 19,135                  21,633                  38,192                   51,795                   
    Inventory step-up expense related to msystems acquisition (c) -                            2,119                    -                             7,066                     
    Income tax adjustments (d) 1,293                    (17,364)                 (11,084)                  (38,283)                  
NON-GAAP NET INCOME (LOSS) (22,341)$                 71,843$                  25,445$                  116,677$                

GAAP COST OF PRODUCT REVENUES 665,140$               603,319$               1,256,326$             1,194,469$            
   Share-based compensation (a) (2,009)                   (3,307)                   (5,638)                    (6,521)                    
   Amortization of acquisition-related intangible assets (b) (14,582)                 (14,583)                 (29,164)                  (35,645)                  
   Inventory step-up expense related to msystems acquisition (c) -                            (2,119)                   -                             (7,066)                    
NON-GAAP COST OF PRODUCT REVENUES 648,549$                583,310$                1,221,524$             1,145,237$             

GAAP GROSS PROFIT 150,871$                223,713$                409,652$                418,649$                
  Share-based compensation (a) 2,009                      3,307                      5,638                      6,521                      
  Amortization of acquisition-related intangible assets (b) 14,582                    14,583                    29,164                    35,645                    
  Inventory step-up expense related to msystems acquisition (c) -                              2,119                      -                              7,066                      
NON-GAAP GROSS PROFIT 167,462$                243,722$                444,454$                467,881$                

GAAP RESEARCH AND DEVELOPMENT EXPENSES 112,143$                101,185$                223,577$                196,825$                
  Share-based compensation (a) (9,324)                     (13,013)                   (18,150)                   (25,700)                   
NON-GAAP RESEARCH AND DEVELOPMENT EXPENSES 102,819$                88,172$                  205,427$                171,125$                

GAAP SALES AND MARKETING EXPENSES 77,638$                  60,517$                  157,794$                116,723$                
  Share-based compensation (a) (6,423)                     (10,361)                   (9,934)                     (17,284)                   
NON-GAAP SALES AND MARKETING EXPENSES 71,215$                  50,156$                  147,860$                99,439$                  

GAAP GENERAL AND ADMINISTRATIVE EXPENSES 53,684$                  41,165$                  111,488$                88,156$                  
  Share-based compensation (a) (7,352)                     (10,290)                   (14,612)                   (18,685)                   
NON-GAAP GENERAL AND ADMINISTRATIVE EXPENSES 46,332$                  30,875$                  96,876$                  69,471$                  

GAAP TOTAL OPERATING EXPENSES 252,103$                210,129$                505,972$                424,582$                
  Share-based compensation (a) (23,099)                   (33,664)                   (42,696)                   (61,669)                   
  Amortization of acquisition-related intangible assets (b) (4,553)                     (7,050)                     (9,028)                     (16,150)                   
NON-GAAP TOTAL OPERATING EXPENSES 224,451$                169,415$                454,248$                346,763$                

GAAP OPERATING INCOME (LOSS) (101,232)$               13,584$                  (96,320)$                 (5,933)$                   
  Cost of product revenues adjustments (a) (b) (c) 16,591                    20,009                    34,802                    49,232                    
  Operating expense adjustments (a) (b) 27,652                    40,714                    51,724                    77,819                    
NON-GAAP OPERATING INCOME (LOSS) (56,989)$                 74,307$                  (9,794)$                   121,118$                

GAAP NET INCOME (LOSS) (67,877)$                 28,484$                  (49,997)$                 27,909$                  
  Cost of product revenues adjustments (a) (b) (c) 16,591                    20,009                    34,802                    49,232                    
  Operating expense adjustments (a) (b) 27,652                    40,714                    51,724                    77,819                    
  Income tax adjustments (d) 1,293                      (17,364)                   (11,084)                   (38,283)                   
NON-GAAP NET INCOME (LOSS) (22,341)$                 71,843$                  25,445$                  116,677$                

Net income (loss) per share calculation: GAAP
Net income (loss) used in computing basic GAAP net income per share (67,877)$                28,484$                 (49,997)$                 27,909$                 
Tax-effected interest costs related to convertible long-term debt -                        116                       -                         232                        
Net income (loss) used in computing diluted net income per share (67,877)$                 28,600$                  (49,997)$                 28,141$                  

Net income (loss) per share calculation: Non-GAAP
Net income (loss) used in computing basic Non-GAAP net income per share (22,341)$                71,843$                 25,445$                  116,677$               
Tax-effected interest  costs related to convertible long-term debt -                        116 -                         232
Net income (loss) used in computing diluted net income per share (22,341)$                 71,959$                  25,445$                  116,909$                

Diluted net income (loss) per share:
  GAAP (0.30)$                     0.12$                      (0.22)$                     0.12$                      
  Non-GAAP (0.10)$                     0.30$                      0.11$                      0.49$                      

Shares used in computing diluted net income (loss) per share:
  GAAP 224,888                  236,036                  224,703                  235,951                  
  Non-GAAP 224,888                  236,855                  227,703                  236,649                  
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(a) Share-based compensation expense.
(b) Amortization of acquisition-related intangible assets, primarily core and developed technology, related to the acquisition of Matrix (January 2006),
      msystems (November 2006), and MusicGremlin (June 2008).
(c) Inventory step-up expense related to msystems acquisition.
(d) Income taxes associated with certain non-GAAP adjustments.

(1) To supplement our consolidated financial statements presented in accordance with generally accepted accounting principles (GAAP), we use non-GAAP
measures of operating results, net income and earnings per share, which are adjusted from results based on GAAP to exclude certain expenses, gains and 
losses. These non-GAAP financial measures are provided to enhance the user's overall understanding of our current financial performance and our prospects
for the future. Specifically, we believe the non-GAAP results provide useful information to both management and investors as these non-GAAP results 
exclude certain expenses, gains and losses that we believe are not indicative of our core operating results and because it is consistent with the financial 
models and estimates published by many analysts who follow the Company.  For example, because the non-GAAP results exclude the expenses we recorded 
for share-based compensation in accordance with SFAS 123(R) effective January 2, 2006 and the acquisition of Matrix Semiconductor, Inc. in January 
2006,  msystems Ltd. in November 2006 and MusicGremlin, Inc. in June 2008, we believe the inclusion of non-GAAP financial measures provide 
consistency in our financial reporting. These non-GAAP results are some of the primary indicators management uses for assessing our performance, 
allocating resources and planning and forecasting future periods.  Further, management uses non-GAAP information as certain non-cash charges such as 
amortization of purchased intangibles and share-based compensation do not reflect the cash operating results of the business and certain one-time expenses 
such as write-off of acquired in-process technology do not reflect the ongoing results.  These measures should be considered in addition to results prepared 
in accordance with GAAP, but should not be considered a substitute for or superior to GAAP results.  These non-GAAP measures may be different than the 
non-GAAP measures used by other companies.




