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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K, particularly in the sections entitled “Business,” “Risk Factors,” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” contains forward-
looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities
Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), that involve
substantial risks and uncertainties. All statements other than statements of historical facts contained in this
document, including statements regarding our future financial position, business strategy and plans and
objectives of management for future operations, are forward-looking statements. In some cases, you can identify
forward-looking statements by terminology such as “believe,” “may,” “estimate,” “continue,” “anticipate,”
“intend,” “should,” “plan,” “expect,” “predict,” “potential,” or the negative of these terms or other similar
expressions. We have based these forward-looking statements largely on our current expectations and projections
about future events and financial trends that we believe may affect our financial condition, results of operations,
business strategy and financial needs. These forward-looking statements are subject to a number of risks,
uncertainties and assumptions described under the caption “Risk Factors” and elsewhere in this document,
regarding, among other things:
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e our limited operating history and history of losses;

e our ability to integrate the technologies and employees from acquisitions into our existing business;
e decreased demand for our semiconductors;

e selling prices of products being subject to declines;

e our dependence on a few customers;

e market acceptance of new products and technologies;

e the complexity of our technology;

e our reliance on subcontractors to manufacture, test and assemble our products;

e the future growth of the high-speed interactive broadband and network processing markets;
e competition and competitive factors of the markets in which we compete; and

e future costs and expenses and financing requirements.

These risks are not exhaustive. Other sections of this annual report on Form 10-K may include additional
factors that could adversely impact our business and financial performance. Moreover, we operate in a very
competitive and rapidly changing environment. New risk factors emerge from time to time and it is not possible
for our management to predict all risk factors, nor can we assess the impact of all factors on our business or the

extent to which any factor, or combination of factors, may cause actual results to differ materially from those
contained in any forward-looking statements.

You should not rely upon forward-looking statements as predictions of future events. We cannot assure you
that the events and circumstances reflected in the forward-looking statements will be achieved or occur.
Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Moreover, neither we, nor any other
person, assume responsibility for the accuracy and completeness of the forward-looking statements. Except as
required by law, we undertake no obligation to update publicly any forward-looking statements for any reason
after the date of this annual report on Form 10-K to conform these statements to actual results or to changes in
our expectations.



ITEM 1. BUSINESS

The following information should be read in conjunction with audited consolidated financial statements and
the notes thereto included in Part II, Item 8 of this annual report on Form 10-K.

Overview

Ikanos develops high performance semiconductor and software products that enable network equipment
manufacturers and service providers to deliver broadband to the digital home. We are the leading supplier in the
very-high-bit rate digital subscriber line (VDSL) market, with more than 20 million VDSL central office ports
shipped to date, and we are a top provider of network processors and other products that enable the delivery of
so-called triple- and quadruple-play services: voice, video and data over wireline and wireless networks. Our
products have been deployed by service providers in Asia, Europe and North America and power a range of
central office (CO) and customer premises equipment (CPE) including digital subscriber line access multiplexers
(DSLAMs), optical network terminals (ONTSs), concentrators, modems, voice over Internet Protocol (VoIP)
terminal adapters and residential gateways (RGs).

Ikanos has a history of innovation in the broadband market. We have developed programmable, scalable
chip architectures that directly address the requirements of advanced broadband applications including voice,
video and data services. In addition, we have expertise in the creation and integration of unique digital signal
processing algorithms that further differentiate our offerings. These capabilities allow us to better support the
deployment of new revenue-generating services while keeping service providers’ capital and operating
expenditures low.

We outsource all of our semiconductor fabrication, assembly and test functions, which enables us to focus
on the design, development, sales and marketing of our products and reduces the level of our capital investment.
Our customers consist primarily of original design manufacturers (ODMs), contract manufacturers (CMs), and
original equipment manufacturers (OEMs), who in turn sell our semiconductors as part of their product-solutions
to the service provider market.

We offer multiple product lines. Our high-performance processors are designed for customer premises
equipment in the fiber, VDSL and asynchronous digital subscriber line (ADSL) 2+ markets; our VDSL2
standalone chipsets and integrated processors enable the broadband over copper market and provide transmission
rates up to 100 megabits per second (Mbps) downstream and upstream; and our integrated processor and ADSL
data pump can be used for modems and other devices targeting the ADSL modem market.

Corporate Information

Our principal executive office is located at 47669 Fremont Boulevard, Fremont, CA 94538. Our telephone
number at that location is (510) 979-0400. Our website address is www.ikanos.com. This is a textual reference
only. We do not incorporate the information on our website into this annual report on Form 10-K, and you should
not consider any information on, or that can be accessed through, our website as part of this annual report on
Form 10-K. We were incorporated in 1999 as Velocity Communications and changed our name to Ikanos
Communications in December 2000. When we reincorporated in Delaware in September 2005, our name
changed to Ikanos Communications, Inc.

Acquisitions

In February 2006, we acquired the broadband products product line from Analog Devices, Inc. (ADI), which
we refer to as the NPA acquisition, which consists of network processing and ADSL assets, for $32.7 million in
cash, including transaction costs of $1.8 million. The NPA acquisition enabled us to enter the residential gateway
semiconductor market, allowing us to diversify our product offerings and sell into new markets worldwide.



In February 2008, we purchased DSL technology and related assets from Centillium Communications, Inc.
for approximately $11.9 million in cash. The team of engineers, DSL products, technology, patents and other
intellectual property allowed us to extend our market leadership as well as accelerate our digital home initiatives
and next generation VDSL2 development.

Industry Background
Demand for Broadband Services

The growth of the Internet, the proliferation of advanced digital media and the advancement of
communications infrastructure have fundamentally changed the way people work, shop, entertain and
communicate. According to researchers at iSuppli, worldwide broadband subscribers will grow from 414 million
in 2008 to 721 million by 2013. VDSL and fiber-to-the-home (FTTH) technology will grow to about a third of
the market by 2013, with a compounded annual growth rate of approximately 40%. To remain competitive,
service providers must deliver more bandwidth and increasing speed to enable revenue-enhancing advanced
services. Today, these services include access to advanced digital media, video, communications and interactive
broadband applications, including:

¢ Broadcast television;

* High definition television (HDTV);

e Internet protocol television (IPTV);

¢ Video on demand (VOD);

e Interactive television;

e Peer-to-peer file sharing;

* Sending and receiving advanced digital media such as music, photos and video;
e Video conferencing;

e Video surveillance;

e Streaming video and audio;

*  Online gaming and game hosting; and
*  VoIP.

Additionally, users are increasingly creating, interacting with and transmitting advanced digital media. As a
result, the ability to send information upstream has become as important as the ability to receive information
downstream. For example, applications such as peer-to-peer file sharing or online gaming have the same high
bandwidth requirements for both upstream and downstream transmissions. As data and media files increase in
size, we believe users will become increasingly dissatisfied with their existing first generation broadband
technology, which does not maintain sufficient transmission rates for satisfactory delivery of these advanced

digital media, video, communications and interactive broadband applications. The table below compares
broadband applications and their bandwidth requirements:

Services Downstream (Mbps) Upstream (Mbps)
HDTYV (2-3 per household) ........ 20-50 1-1.5
High Speed Internet .. ............ 20-30 10-20
Video Conferencing .. ............ 2-5 2-5
On-line Gaming . ................ 1-3 1-3
Video Blogging ................. 1-3 1-3

Total Required .................. 44-91 15-33



The Service Provider Market Opportunity for Broadband Services

Historically, service providers have used their copper lines primarily for providing basic voice services.
While demand for Internet access has increased, traditional basic voice service revenue has experienced little to
no growth. Service providers’ legacy voice revenue has also been under pressure due to increased competition
from cable multi-service operators and other alternative service providers.

Anticipating a significant increase in advanced communications traffic, service providers upgraded their
core and metro area networks with millions of miles of high-capacity optical fiber in the 1990s. However,
broadly deploying fiber directly to the end user on the access network to provide high-speed broadband is cost
prohibitive and time consuming. As a result, there is an enormous disparity between bandwidth in the fiber
network and the bandwidth available to the end user. Given that the majority of Internet users are connected to
service providers’ copper lines, the most practical means available to the service providers for delivering
interactive broadband services is to utilize their existing copper lines.

In an attempt to meet the growth in demand for Internet access and to supplement their legacy voice
revenues, most service providers have deployed first generation broadband technologies in the form of DSL
products over copper lines. First generation DSL typically offers transmission rates that are inadequate for
providing the bandwidth necessary for advanced digital media, video and communications applications.

Second-generation broadband offerings, specifically the ADSL2 and ADSL2+ standards, were introduced to
give service providers the ability to offer basic video, voice and data services, and provided speed improvement
over first-generation broadband technologies. While second-generation broadband technologies do not offer the
high maximum upstream and downstream data rates of third-generation, or VDSL-based technologies, second-
generation broadband technology offerings have achieved market acceptance in early deployments of triple play
services.

Third-generation interactive broadband provides a richer user experience through the combination of higher
upstream and downstream transmission rates, which, together with customizable applications, such as interactive
television, provides more personalized services than broadcast-oriented networks. Moreover, high-speed
broadband enables telephone service providers to offer triple play and interactive services that may surpass the
services currently provided by cable operators.

To accommodate the requirements of triple play and interactive services, a number of service providers are
deploying high-speed broadband services over their existing copper infrastructure. High-performance, interactive
broadband technology bridges the bandwidth gap between fiber and copper while avoiding the costs and time of
deploying fiber all the way to the premises. This enables service providers to quickly meet the needs of their
users and increase their revenues through the delivery of advanced digital media, video, communications and
interactive broadband applications while minimizing costs and capital expenditures.

In order to deliver triple play and interactive services, service providers are increasingly offering customers

residential gateway equipment that implements some or all of the following key functions:

*  Wide area network (WAN) physical layer (PHY): VDSL, ADSL, FTTH;

e VoIP;

e [P routing;

e Local area networking (LAN), such as Ethernet, 802.11a,b,g,n, and Home Networking;

e Quality of Service (QoS);

e Connectivity for external devices like printers, USB drive, hard disk drive; and

e Network security.



The Ikanos Solution

Ikanos is a leading developer and provider of highly programmable semiconductors that enable high-speed
broadband services over service providers’ existing copper lines as well as residential gateways in the home. We
have developed these semiconductors using our proprietary semiconductor design techniques, specific purpose
digital signal processor and advanced mixed-signal semiconductor design capabilities. Our network processors
are used in a range of devices in the digital home, and offer high-performance, integrated VoIP, wireless and
DSL, as well as the flexibility and programmability for advanced services such as security, firewall and routing.

Our products form the basis of communications systems that are deployed by service providers in their
infrastructure, as well as in the home to enable subscribers to access data, voice and video. We offer highly
programmable products that support the multiple international standards used in broadband deployments
worldwide, including VDSL, VDSL2, ADSL, ADSL2 and ADSL2+. In addition, our processors are geared to
handle gigabit passive optical networks and Ethernet passive optical networks FTTH interfaces and provide wire
speed switching performance for FTTH deployments.

We have incorporated features and functions into our products that previously had to be developed by our
OEM customers as part of their own systems. We refer to these features and functions as our systems-level
capabilities, which enable our OEM customers to reduce costs, accelerate time-to-market and enhance the
flexibility of their systems.

We believe that our key competitive advantages include our system-level expertise, the programmability of
our products, our ability to integrate complex analog hardware, digital hardware, algorithms, systems and
software into a complete product, our distributed accelerator processor architecture and our technology
leadership and experience working directly with service providers in mass deployment of this technology. Our
products are not only being deployed by leading service providers around the world but also are being evaluated
by other leading service providers.

Key Features of Our Technology

Integrated analog technology. One of the key technology differentiations of our semiconductors is our
analog technology that is incorporated into our integrated analog products. The analog products perform the
high-precision analog-to-digital and digital-to-analog conversion and the various analog functions necessary to
interface between the digital signal processor and the physical transmission medium. Our integrated analog
technology includes programmable transmit and receive filters, low-noise amplifiers, and a power-optimized line
driver with synthesized impedance and hybrid cancellation. Our analog technology enables systems to increase
performance, adapt to noisy signal conditions, reduce power consumption and be programmed for multiple
international standards. Additionally, our analog technology eliminates the need for a large number of discrete
components and hence reduces costs for our OEM customers and increases the number of connections, or ports,
in OEM systems.

Highly programmable platform and software. We provide a highly programmable platform for the
interactive broadband industry that enables significant customization of reach, transmission rates and other
specifications to optimize transmission performance. Our software enables the programmability of our digital
signal processor as well as provides an interface to an external processor for diagnostic testing and configuration
of key functions. Our software can be remotely downloaded into our semiconductors for easy field upgrade and
service expansion. This capability allows service providers to protect their investments and reduce costs. In
addition, we provide application software that can be used by our OEM customers to facilitate the incorporation
of our semiconductors into their systems.

High-performance digital signal processing and advanced algorithms. Communications algorithms are
special techniques used to transform between digital data streams and specially conditioned analog signals



suitable for transmission over copper lines. In order to reliably transmit and receive signals at high-speed
transmission rates, it is critical to execute advanced algorithms in real time. Algorithm processing is typically
performed by the digital signal processor. We have designed high-performance, low power usage digital signal
processors for high transmission rate applications that utilize our proprietary software. Our processing algorithms
enable reliable transmission and recovery of signals at high-speed transmission rates over the existing copper
lines even under noisy signal conditions. We believe the combination of speed and programmability of our
digital signal processor and our advanced algorithms provides us a competitive advantage.

Flexible network interfaces. Service providers globally use multiple communications protocols for
transmitting data, voice and video over their networks. Such protocols include Asynchronous Transfer Mode
(ATM) and IP. Our semiconductors have the capability to support multiple network protocols and interfaces,
including ATM and IP, to a variety of different OEM systems. For example, service providers in Japan and
Korea typically deploy IP-based line cards and platforms that use our semiconductors while service providers in
Europe and North America have historically deployed ATM-based systems and are in the process of migrating to
IP-based systems.

High-performance network processing. The delivery of high-quality video and other services requires a
high-performance processor to handle the digital data streams that travel in both the upstream and downstream
directions from the subscriber’s home. Common data processing functions include routing of IP-based packets,
providing voice, video and data streams with different classes of priority within the system and implementing
VoIP, network security and wireless LAN functionality. Our products include high-performance semiconductors
that are designed to perform functions at rates of up to 200 Mbps, which is equal to the rates of our VDSL2 PHY
products and 1 gigabit per second (Gbps) on the LAN side. We believe the combination of our high-performance
network processing products and our broad range of VDSL and ADSL2+ PHY products provides us a
competitive advantage.

Key Benefits of Our Technology for Our Customers

Enabling the delivery of advanced digital media, video, communications and interactive broadband
applications. Our products provide high-speed transmission rates of up to 100 Mbps downstream and upstream.
These transmission rates enable service providers to deliver advanced digital media, video, communications and
interactive broadband applications such as broadcast television, HDTV, IPTV, VOD, interactive television,
peer-to-peer file sharing, sending and receiving advanced digital media, video conferencing, video surveillance,
streaming audio and video, online gaming, game hosting and VoIP, as well as traditional telephony services.

Improving time-to-market with programmable systems-level products. Our products are programmable
through our software, which enables our OEM customers to provide a single line card, instead of multiple line
cards, to support multiple international standards. Our systems-level capabilities enable us to design our
semiconductors to accelerate our OEM customers’ time-to-market. Because of the programmability of our
products, service providers can deliver multiple service packages and charge different amounts for these
packages.

Cost-effective, high-performance transmission over existing copper lines. Our semiconductors minimize
service providers’ capital expenditures and costs, because they enable transmission of signals at high-speed
transmission rates over their existing copper lines. As a result, service providers can leverage their previous
investments in their access network infrastructure to deliver advanced revenue-generating services to their
customers. Our products are compatible with service providers’ existing systems, enabling these service
providers to add line cards without having to replace existing systems, thus lowering upfront capital expenditures
and reducing inventory costs. Moreover, we offer semiconductors for ADSL2 and ADSL2+ broadband products,
as well as VDSL broadband products, thereby providing our customers with a convenient single source from
which to purchase a wide range of broadband access semiconductors.



End-to-end products. We offer semiconductors for both central office and customer premises equipment to
deliver seamless interoperability.

Proven technology. To date, we have shipped products to enable over 20 million VDSL central office
ports and over 10 million RGs. Our products are already deployed or in field testing at leading service
providers worldwide such as Belgacom, Chunghwa Telecom, France Telecom, Hanaro-Telecom, Korea
Telecom Corp., Nippon Telegraph And Telephone East Corp., Nippon Telegraph And Telephone West Corp.,
Softbank BB Corporation, and Swisscom. Our OEM customers and the service providers they serve conduct
extensive system-level testing and field qualification of a new semiconductors generally over a six to eighteen
month period to ensure that it meets performance, standards compliance and stability requirements before that
semiconductor is approved for mass deployment. Our semiconductors have been designed into systems offered
by leading OEMs including: Alcatel-Lucent, Dasan Networks, Inc., ECI Telecom Ltd., Innomedia, Inc.,
Millinet Co., Ltd., Motorola, Inc., NEC Corporation, Sagem Communications, Sumitomo Electronic
Industries, Ltd., Thomson Telecom SPA, Ubiquoss ISP, Westell Technologies, Inc. and ZyXEL
Communications, Inc.

Our Strategy

Our objective is to provide the leading semiconductor and software products for the universal delivery of
new generations of broadband services that transform the way people work, live and play. We expect to continue
to develop highly programmable semiconductors that deliver triple play and interactive services over broadband
using telephone copper lines and that distribute these services in the digital home. In addition, we intend to
further expand into new applications and adjacent markets. The principal elements of our strategy are:

Leverage our market and technology leadership positions. We believe we have achieved a leadership
position in the high-speed broadband market as well as in the triple play RG markets. We have been a leader in
the development of the standards for interactive broadband over copper lines and our products are compliant with
those standards. Our products have been deployed by several leading service providers, which we believe
provides us with an incumbent position with these service providers. We intend to leverage our incumbent
position to accelerate the deployment of our products around the world.

Capitalize on our existing service provider and OEM relationships. Broadband technology requires
customization for the specific needs of service providers. We intend to continue to capitalize on our close
relationships with leading service providers and OEMs to accelerate the deployment of our products. We believe
that our close relationships with service providers and OEMs provide us with a deep understanding of their needs
and enable us to continue to develop customized technology to meet their requirements.

Continue to pursue acquisitions, strategic partnerships and joint ventures. We intend to continue to
pursue acquisitions, strategic partnerships and joint ventures that we believe may allow us to increase market
share in our current markets and expand into adjacent markets, broaden our technology and intellectual property
and strengthen our relationships with service providers and OEMs. For example, in February 2006, we completed
the NPA acquisition, which we believe enabled us to become a leading developer and provider of RG
semiconductors. Also in 2008 we purchased certain DSL technology and assets from Centillium
Communications, Inc.

Leverage our technology capabilities to pursue new market opportunities. We have developed expertise in
technologies that are key to high-speed broadband, including analog and mixed-signal semiconductor design,
digital signal processing, advanced-signal processing algorithms, firmware and software. We also have expertise
in developing and designing high-performance network processing semiconductors and related software that
enables us to integrate key residential gateway functions into a single chipset that consists of multiple
semiconductors. We plan to further extend our technology expertise by devoting engineering resources to
research and development in analog and mixed-signal, digital signal and network processing as well as by



exploring potential technology acquisition opportunities. We intend to use our core technologies and establish
partnerships to develop new complementary products that incorporate additional functionality to our current
semiconductors to expand our addressable market.

Diversify our customer base. We have sales presence in Europe, Japan, Korea, Taiwan and the United
States. We intend to utilize our sales team, technical support organization and third-party sales channels to
broaden our customer reach on a global basis. We intend to diversify the geographic sources of our revenue
through our work in those regions. In particular, we seek to expand relationships with service providers in
countries such as Belgium, Canada, China, Germany, Italy, The Netherlands, Sweden, Switzerland, Taiwan, the
United Kingdom and the United States.

Capitalize on our fabless operating model. We intend to continue to operate as a fabless semiconductor
company by outsourcing all the manufacturing, assembling and testing of our semiconductors to reliable
outsourcing partners. We also intend to continue working closely with our third-party outsourcing partners to
achieve higher performance and lower cost for our semiconductors. We believe that our fabless operating model
has enabled us to continue to focus on innovation, integration and the marketing and selling of our products. This
enables us to maximize our opportunities, while minimizing our need for capital.

Our Target Markets and Products

We offer multiple product lines that are designed to address different segments of the high-speed broadband
and RG semiconductor markets. Using equipment based on our programmable semiconductors, service providers
deploy advanced digital media, video, communications and interactive broadband applications over their existing
copper infrastructure. Service providers and OEMs choose our semiconductors from these multiple product lines
based on a variety of factors such as the design of their networks, the distance between the fiber termination point
and the customer premises, the technology that they want to deploy, the services that they want to offer and
system design constraints such as performance, density and power consumption.

Our products are generally located at both ends of the copper line. DSLAMs and concentrators, which are
located in the service provider infrastructure, use CO semiconductors while RGs and modems, which are located
at the subscriber’s premises, use CPE semiconductors.

Central Office/Access Infrastructure Markets

Service provider networks generally connect to their customers through a combination of fiber and copper
lines. The fiber termination point can be located in the service provider CO (Fiber to the Exchange), in a remote
terminal in the field (Fiber to the Remote—FTTR or Fiber to the Node—FTTN), or inside or just outside a large
building (Fiber to the Building—FTTB) and in a home (FTTH, in which case the in-home distribution may or
may not be over copper lines). Such markets are collectively referred to as FTTx and the growth in these markets
is fueled by service providers pushing their fiber capabilities deeper into their infrastructure and closer to the end
user.

As service providers extend fiber closer to the customer, the length of the copper line shortens. With copper
lines of 3,000 feet or shorter, service providers can provide high-speed transmission rates—similar to that of fiber
—over existing copper lines. By providing high-speed transmission rates over existing copper lines, service
providers enable the cost-effective provisioning of advanced digital media, video, communications and
interactive broadband applications including broadcast television, HDTV, IPTV, VOD, interactive television,
peer-to-peer file sharing, sending and receiving advanced digital media, video conferencing, video surveillance,
streaming video and audio, online gaming, game hosting and VoIP, as well as traditional telephony services.

Our multi-mode CO access infrastructure products enable service providers to quickly offer triple play
services. These products comply with a broad range of international standards, support both Ethernet and ATM
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connectivity and fully complement service providers’ fiber deployments by leveraging existing copper
infrastructure. We believe that this product line offers the industry’s best performance with the lowest power
consumption and the highest port density.

Central Office/Access Infrastructure Products
Fx™ Family

The Fx family of multi-mode (VDSL2, VDSL, ADSL2+, ADSL2, ADSL per port) products enable service
providers to deliver a full suite of revenue-generating interactive broadband services and features from a single
platform and offer up to 100/100 Mbps performance (100 Mbps downstream and 100 Mbps upstream). These
products utilize our fifth generation technology and consist of an 8-port DSP engine, a 4-port Analog Front End
(AFE), a 4-port Integrated Front End (IFE) and a 2-port line driver (LD). These chipsets are targeted for CO
equipment (DSLAMs, ONTs and other broadband concentrators) and are compliant to all mandatory features of
the VDSL2 (G.993.2) standard.

e Fx100100-5 chipsets are targeted for triple play, IPTV deployments from multi-dwelling unit and
remote terminals that require up to 100 Mbps in the downstream and up to 100 Mbps in the upstream
and up to 48-port line card density. The chipsets support all VDSL2 profiles and are optimized for 30
MHz of spectrum operation to offer 100/100 Mbps performance.

e Fx10050-5 chipsets are targeted for triple play, IPTV deployments from remote terminals and central
offices that require up to 100 Mbps in the downstream and up to 50 Mbps in the upstream and up to
48-port line card density. The chipsets support all 8, 12 and 17 MHz profiles and are optimized for 17.6
MHz of spectrum operation to offer 100/50 Mbps performance.

Customer Premises Equipment/Residential Gateway Markets

Customers demand a wide array of services from their broadband providers. They want VolIP telephony,
IPTV, wireless connectivity, Personal Video Recorder (PVR) services, security, file and photo sharing, gaming
and a host of other advanced offerings. But service providers face a significant challenge delivering those
offerings. Not only is there a greater need for bandwidth, but service providers also need to provide an end-user
device that has the processing power to handle new services while managing their operating expenses.

We believe that the residential gateway is poised to become the centerpiece of the digital home. Whether the
access infrastructure is copper, fiber or wireless, the residential gateway must have adequate bandwidth to
distribute bandwidth intensive services with appropriate security and other functionality. As each service
provider rolls out new offerings, they are moving to residential gateways from simple modems. As IPTV and
other services grow, VDSL2 and PON infrastructure deployment have begun to pick up to meet increasing
bandwidth requirements.

Our Fusiv® RG processors enable service providers to efficiently and cost-effectively deliver triple-play
services to the residential, small office/home office and small to medium enterprise markets. These processors
utilize Ikanos’ unique distributed architecture, which includes multiple accelerator processors (AP) that offload
switching, routing and other tasks from the host central processing unit (CPU). As a result, we provide high-
levels of processing power for combined advanced services including but not limited to VoIP, PVR, multi-mode
DSL and security, while supporting best-in-class QoS and wire speed performance across all LAN and WAN
interfaces.

Our products are primarily targeted at the residential gateway market, but may also be utilized in adjacent
applications including but not limited to routers and security appliances for small and medium enterprises, analog
telephone adapters and small IP-based private branch exchanges (PBXs).



Customer Premises Equipment/Residential Gateway Products

FxS™ Family

FxS chipsets are incorporated into equipment located at the customer premises, also referred to as
Subscriber Located Equipment (SLE), or the Optical Network Terminal (ONT), and are integral to the delivery
of interactive broadband services. FxS chipsets provide multi-mode VDSL PHY connectivity using existing
copper lines at transmission rates of up to 100 Mbps downstream and upstream;

Fx100100S-5: 100/100 VDSL (profile 8a,b,c,d/12a,b/17a/30a) and ADSL applications for equipment
like DSLAMs and ONTs

Fx10050S-5: 100/50 VDSL (profile 8a,b,c,d/12a,b/17a) and ADSL applications for equipment like
DSLAMs and ONTs

Fusiv Vx Family

Fusiv products are incorporated in customer premises equipment including VoIP gateways, RBs, routers and
IP-based PBXs. Fusiv processors employ a unique distributed architecture that incorporates AP engines for data
path functions, ensuring that the host CPU processing power is available for customer applications.

The Fusiv Vx150 is a high-performance, cost-effective network processor for building customer
premises equipment that enables bundled voice and data services, and provides high-speed switching,
routing, packet filtering, and firewall functions. It provides integration of full chain voice processing,
signaling and network protocol processing and rich peripheral interface support.

Ikanos’ Fusiv Vx155 processor delivers the processing power and capability to handle full voice chain,
signaling and network protocol processing on a single chip. This makes it ideal for triple- and
quadruple-play gateways. It supports a variety of WAN topologies including PON, DSL, WiMAX and
Ethernet.

Ikanos’ Fusiv Vx160 integrated processor is ideal for ADSL2+ routers, ADSL2+ residential gateways
and other customer premises equipment. It combines a high-performance RISC processor and
ADSL2+/ADSL2/ADSL physical layer data pump into one compact package.

Ikanos’ Fusiv Vx170 processor was designed expressly for fiber-to-the-home deployments. The
product is a system-on-chip, which integrates a control processor, DSP subsystem, security engine, and
two GMII Gigabit Ethernet ports for broadband connectivity. Its MIPS™-based core and integrated
QoS capabilities make it ideal for deployments of new services such as IPTV, VOD and online
gaming.

The Fusiv Vx180 is an integrated gateway processor that provides a MIPS-based CPU core, VoIP
capabilities, security, and best-in-class QoS. It includes a multi-mode VDSL2 data pump, which is
backward compatible to ADSL2+, ADSL2 and ADSL for flexibility across a range of service provider
deployments. The product easily integrates with home networking technologies such as 802.11a/b/g/n,
MoCA™, HomePNA™ and HomePlug®. The Fusiv Vx180 offers two options for the analog IFE. The
IFE-5 with a hybrid LD (two semiconductors) supports up to the 30a profile with 100/100
performance. The IFE-6, which has an integrated IFE and LD, supports up to the 17a profile and
ADSL.

Ikanos’ Fusiv Vx200 processor integrates full chain voice processing, signaling and network protocol
processing onto a single chip. A built-in security engine allows users to build IP-Sec enabled data and
voice applications. The product also provides high-speed switching, routing, packet filtering and
firewall functions.
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Software

Software is a key component of Ikanos semiconductor products. In our CO and CPE chipsets, we have
proprietary Rapid Rate Adaptation™ (RRA) software that enhances link robustness. Ikanos’ Programmable
Operating System™ (iPOS) software facilitates the customization of Fx and FxS chipsets to specific applications.
And our FusivWare™ software for our processors allows for increased flexibility and reuse in the design of
modems, gateways and other devices expediting time-to market for our customers’ new generations of products.

¢ Tkanos’ RRA is an automated, intelligent software allowing service providers to enhance link
robustness, reliability and availability under severe and time-varying noise environments. RRA is an
advanced technology that minimizes disconnections and subsequent retrains on the DSL link in the
presence of sudden, large wideband noise changes.

e Tkanos’ iPOS integrates a real-time operating system kernel and management Application
Programming Interfaces (APIs) that enable equipment vendors to easily tailor Fx and FxS chipsets to
specific applications. iPOS is highly configurable and controls the chipsets’ Burst Mode Engine™
(BME). It is based on the VxWorks operating system and can be ported to other operating systems and
host processors.

e Tkanos’ FusivWare is advanced Linux-based operating software that enables OEMs to jump start their
development processes. The software incorporates routing, bridging, wireless LAN and other drivers, a
complete VoIP stack, packet classification, marking, QoS, and bandwidth management to enable the
rapid prototyping and production of simple modems to sophisticated gateways.

Customers and Service Providers
Customers

The markets for systems utilizing our products and services are mainly served by large OEMs, ODMs and
CMs. We work directly with OEMs to understand their requirements and the requirements of the service
providers they serve to provide the OEMs with semiconductors that can be qualified for use within the service
providers’ networks. Below is the list of our OEM customers who have purchased at least $1.0 million of our
products directly from us, through a CM or a distributor for the year ended December 28, 2008.

OEM Customer CM or Distributor, if any

Alcatel-Lucent TBP Electronics Belgium nv, Flextronics
Corecess, Inc. Uniquest Corporation

Dasan Networks, Inc. Uniquest Corporation

Motorola, Inc. Benchmark Electronics

Millinet Co., Ltd. Uniquest Corporation

NEC Corporation —

Sagem Communications —

Sumitomo Electronic Industries, Ltd.  Paltek Corporation
Thomson Telecom SPA —

Ubiquoss ISP Uniquest Corporation
ZyXEL —

In 2008, NEC Corporation accounted for 25%, Sagem Communications accounted for 21%, Paltek
Corporation accounted for 23%, and Alcatel-Lucent accounted for 11% of our revenue. In 2007, NEC Corporation
accounted for 29%, Sagem Communications accounted for 20%, Uniquest Corporation accounted for 11%, and
Altima accounted for 12% of our revenue. In 2006, Sagem Communications accounted for 23%, NEC Corporation
accounted for 23%, Uniquest Corporation accounted for 22% and Altima accounted for 19% of our revenue.

Historically, substantially all of our sales have been to customers outside the United States. Sales to
customers in Asia accounted for 58% in 2008, 67% in 2007 and 70% in 2006.
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Service Providers

We work directly with various major service providers and their OEMs worldwide in connection with the
optimization of our technology for mass deployment or trials into the service providers’ networks. Our OEM
customers have sold products that include our semiconductors to major service providers, including:

e Belgacom (Belgium);

e Chunghwa Telecom (Taiwan);

¢ France Telecom (France);

¢ Hanaro-Telecom (Korea);

e Korea Telecom Corp. (Korea);

e Nippon Telegraph & Telephone Corporation (Japan);
e Softbank BroadBand (Japan); and

e Swisscom (Switzerland).

Our Service and Support for Customers and Service Providers

To accelerate design and development of our OEM customers’ systems and the qualification and mass
deployment of our technology, we have an applications engineering team and a field application engineering
team. These teams work closely with the OEMs as well as directly with the service providers. Applications
engineers have expertise in hardware, software and have access to the various expertise within our Company to
ensure proper service and support for our OEM customers and the service providers.

Our service and support involves multiple stages including working with the service providers’ evaluation
of our technology through utilization of our reference platforms and optimizing our technology to meet the
service providers’ performance and other requirements.

In parallel, our engineers help our OEM customers with the design and review of their system designs. Our
application engineers and field application engineers help the OEM engineers design their systems by providing
the necessary reference designs, gerber files, schematics, data sheets, sample software codes and other
documentation. By doing this, we assist our OEM customers and the service providers they serve in meeting their
deployment requirements. Once the hardware incorporating our chipsets is built by the OEMs, we work closely
with the OEMs’ engineers to integrate our software into the OEMs’ systems through site visits and extensive
field-testing with the service providers which may include inter-operation with legacy equipment already
deployed in the service provider’s served area. This entire cycle may take six to eighteen months depending upon
the region, service provider requirements and deployment plans.

Sales and Marketing

Our sales and marketing strategy is to achieve design wins with leading OEMs and mass deployment with
service providers worldwide. We consider a design win to occur when an OEM notifies us that it has selected our
products to be incorporated into its system. We refer to our sales and marketing strategy as “direct touch” since
we have significant contact directly with the customers of our OEMs, the service providers. We believe that
applications support at the early stages of design is critical to reducing time to deployment and minimizing costly
redesigns for our OEM customers and the service providers. By simultaneously working with our OEM
customers and the service providers, we are able to use the pull of service provider network compatibility and
interoperability to push design wins with our OEM customers, which is further augmented by our support and
service capabilities.
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We market and sell our products worldwide through a combination of direct sales and third-party sales
representatives. We utilize sales representatives to expand the impact of our sales team. We have strategically
located our sales personnel, field applications engineers and sales representatives near our major customers in
Europe, Japan, Korea, Taiwan, and the United States.

Our marketing teams focus on our product strategy and management, product development road maps,
product pricing and positioning, new product introduction and transition, demand assessment, competitive
analysis and marketing communications and promotions. Our marketing teams are also responsible for ensuring
that product development activities, product launches, channel marketing program activities and ongoing demand
and supply planning occur on a well-managed, timely basis in coordination with our development, operations and
sales groups, as well as our OEM customers and sales representatives.

Competition

The semiconductor industry and the broadband communications markets are intensely competitive. In the
VDSL, PON and network processing markets, we currently compete or expect to compete with, among others,
Aware, Inc., Broadcom Corporation, Broadlight, Cavium Networks, Conexant Systems, Inc., Freescale
Semiconductor, Inc., Infineon Technologies A.G., Intel Corporation, Marvell Technology Group Ltd.,
PMC-Sierra, Inc., Realtek Semiconductor Corp., Teknovus, Thomson S.A., and TrendChip Technologies Corp.
We expect competition to continue to increase. Competition has resulted, and may continue to result, in declining
average selling prices for our products and market share. We believe that our products are not easily
interchangeable with the products of our competitors, due to the level of collaboration in product design and
development that is typically demanded by our customers from the earliest stages of development. But
nonetheless, we must constantly maintain our technology developments in order to continue to achieve design
wins with our customers.

We also consider other companies that have access to discrete multi-tone (DMT) or network processing
technology as potential future competitors. In addition, we may also face competition from newly established
competitors, suppliers of products based on new or emerging technologies, and customers who choose to develop
their own technology.

We compete primarily with respect to the following factors:

e product performance;

e compliance and influencing industry standards;
e price and cost effectiveness;

e energy efficiency

* functionality;

e time-to-market; and

e customer service and support.

We believe that we are competing effectively with respect to these factors.

Technology and Architecture

We believe that one of our key competitive advantages is in the integration of our broad base of core
technologies encompassing systems, algorithms, hardware, software and silicon. We believe this vertical
integration of core competencies enables us to make optimal architectural choices in designing and developing
cost-effective, high-performance and programmable semiconductors. Our products are manufactured on standard
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low-cost, complementary metal-oxide semiconductor (CMOS) or bi-polar complementary metal-oxide
semiconductor (Bi-CMOS) processes or Bi-Polar processes. We have the following core competencies:

e ability to develop system-level products that incorporate analog and digital processing, as well as
software and algorithms;

e aprogrammable analog and digital architecture that allows our semiconductor products to be
programmed for multiple standards and applications;

* highly optimized digital signal processing algorithms;

e highly optimized packet processing engine;

e service provider deployed VoIP digital signal processing capability;

e digital design and verification capability for leveraging advancements in process technologies;
e analog design capability in CMOS, Bi-CMOS and Bi-Polar processes; and

* knowledge of the service provider network, which enables us to help service providers with their
network planning and deployment of services.

Where cost-effective, we purchase designed and verified specific functional blocks, such as real time
operating systems, from third-party vendors.

Our VDSL/CO and VDSL/CPE products utilize DMT line coding technology. Starting in June 2003, DMT
was globally adopted for VDSL?2 by three standards committees. In North America, by Committee TIE1.4 (now
known as NIPP-NAI) of the Alliance for Telecommunications Industry Solutions (ATIS is accredited by the
American National Standards Institute (ANSI)), and worldwide by both the Institute of Electrical and Electronics
Engineers (IEEE) and the International Telecommunications Union (ITU-T). In May 2005, the VDSL2 standard
was consented by the ITU-T and in February 2006 the standard was approved. The VDSL2 standard represents
an advance in capability over the VDSL standard and defines a series of “profiles” for high-speed DMT-based
transmission in both the upstream and downstream directions for a variety of deployment models.

VDSL and VDSL2 are the highest-rate forms of DSL technology available today and can enable interactive
broadband services using existing copper lines. VDSL2 transmits aggregate data at rates of 60 Mbps and greater
for up to 3,000 feet. At lower transmission rates, VDSL?2 also offers longer reach of up to 15,000 feet. VDSL and
VDSL2 are significantly faster than alternative DSL technologies and enable service providers to provide
revenue enhancing multiple services to respond to competitive and industry pressures from cable operators and
other service providers. We provide a portfolio of products which support some or all of the following standards:
VDSL2, VDSL, ADSL2+, ADSL2 and ADSL.

Our networking processor products have high-performance packet processing capacity and implement a
broad suite of protocol functionality, VoIP and networking security. These products are capable of up to 2 Gbps
packet processing throughput. This complements our high-performance PHY products to accommodate the
requirements of triple play and interactive services, and provides service providers the scalability and flexibility
to add additional broadband applications in the future.

Research and Development

Our research and development efforts are focused on the development of advanced semiconductors and
related software. We have experienced engineers who have significant expertise in interactive broadband and
network processing technologies. These areas of expertise include communication systems, system architecture,
digital signal and network processing, data networking, analog design, digital and mixed signal, very large scale
integration development, software development, reference boards and system design. In addition, we work
closely with the research and development teams of our OEM customers and service providers. As of
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December 28, 2008, we had 194 employees engaged in research and development, of which 100 are employed in
Bangalore and Hyderabad, India, 79 in North America and 15 in rest of world. Our research and development
expenses were $43.2 million in 2008 as compared to $51.1 million in 2007 and $53.7 million in 2006.

Operations
Semiconductor Fabrication

We do not own or operate a semiconductor fabrication, packaging or testing facility, except for some of the
test equipment that we place at our subcontractors sites for our own usage. By owning some of the test
equipment, we gain some cost benefits and assurance of capacity. We depend upon third-party subcontractors to
manufacture, package and test our products. By outsourcing manufacturing, we are able to substantially avoid the
cost associated with owning and operating a captive manufacturing facility. This allows us to focus efforts on the
design and marketing of the products. We currently outsource all semiconductor wafer manufacturing to
Austriamicrosystems AG, NXP Semiconductors, Semiconductor Manufacturing International Corporation,
Silterra Malaysia Sdn Bhd., Taiwan Semiconductor Manufacturing Company and Tower Semiconductor Ltd. We
work closely with the foundries to forecast on a monthly basis the manufacturing capacity requirements. Our
semiconductors are currently fabricated in several advanced, sub-micron manufacturing processes. Because finer
manufacturing processes lead to enhanced performance, smaller silicon chip size and lower power requirements,
we continually evaluate the benefits and feasibility of migrating to smaller geometry process technologies in
order to reduce cost and improve performance. We believe that the fabless manufacturing approach provides the
benefits of superior manufacturing capability as well as flexibility to move the manufacturing, assembly and
testing of the products to those subcontractors that offer the best capability at an attractive pricing. Nevertheless,
because we do not have formal, long-term pricing agreements with any of the subcontracting partners, the wafer
costs and services are subject to sudden price fluctuations based on the cyclical demand for semiconductors. Our
engineers work closely with the foundries and other subcontractors to increase yields, lower manufacturing costs
and improve quality.

Assembly and Test

Our products are shipped from the third-party foundries to third-party sort, assembly and test facilities
where they are assembled into finished semiconductors and then tested. We outsource all product packaging and
all testing requirements for these products to several assembly and test subcontractors, including Advanced
Semiconductor Engineering, Inc. in Taiwan and Malaysia, Global Testing Corporation in Taiwan
STATSChipPAC Ltd. in Singapore and United Test and Assembly Center Ltd. in Singapore. Our products are
designed to use low cost, standard packages and to be tested with widely available test equipment. In addition,
we specifically design our semiconductors for ease of testability, further reducing production costs.

Quality Assurance

Our quality assurance program begins with the design and development processes both in hardware and
software. Our hardware designs are subjected to extensive circuit simulation under extreme conditions of
temperature, voltage and processing before being committed to be manufactured. We pre-qualify each of the
subcontractors and conduct periodic quality audits. We monitor foundry production to ensure consistent overall
quality, reliability and yield levels. All of the independent foundries and assembly and test subcontractors have
been awarded ISO 9000 certification as well as other internationally accepted quality standards. In August 2006,
we were certified to ISO9001 standards and passed a surveillance audit in May 2008.

Out software goes through testing per test plan and customer requirements. As bugs are identified, the
engineers rewrite the codes to eliminate before the software is released.
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Environmental Regulation

We are also focusing on managing the environmental impact of our products. The manufacturing flows at all
the subcontractors used by us are registered to ISO14000, the international standard related to environmental
management. We believe that the products are compliant with the Restriction of Hazardous Substance (RoHS)
directives and that materials are available to meet these emerging regulations.

Intellectual Property

Our success and future growth will depend on our ability to protect our intellectual property. We rely
primarily on patent, copyright, trademark and trade secret laws, contractual provisions and licenses to protect our
intellectual property. We also attempt to protect our trade secrets and other proprietary information through
agreements with our customers, suppliers, employees and consultants, and through other security measures.

As of December 28, 2008, we held a total of 95 issued patents in the U.S. and abroad; we also had a number
of provisional patents and applications pending. Our patents and patent applications cover features, arts and
methodology employed in each of our existing product families. The expiration dates are generally 2019 and
beyond. We continue to actively pursue the filing of additional patent applications.

We claim copyright protection for the proprietary documentation used in our products and for the firmware
and software components of our products. Ikanos Communications, Ikanos, the Ikanos logo, Ikanos
Programmable Operating System, “Bandwidth without boundaries” tagline, Burst Mode Engine, FasTrack,
Fusiv, FusivWare, Fx, FxS, and RRA are among the trademarks or registered trademarks of Ikanos.

Employees

As of December 28, 2008, we had a total of 290 full-time employees, of whom 194 were involved in
research and development, 7 in operations, and 89 in sales, marketing, finance and administration. None of our
employees are represented by a labor union. We have not experienced any work stoppages and believe that our
relationships with our employees are good.

Backlog

Our sales are made pursuant to short-term purchase orders. These purchase orders are made without deposits
and may be rescheduled, canceled or modified on relatively short notice, and in most cases without substantial
penalty. Therefore, we believe that the purchase orders are not a reliable indicator of future sales.

Executive Officers of the Registrant

The following table sets forth the names, ages and positions of our executive officers as of February 19,
2009:

Name % Position

Michael Gulett ...................... 56 President and Chief Executive Officer
CoryJ.Sindelar . ..................... 40  Chief Financial Officer

Chandrashekhar Khandekar ............ 52 Vice President, Operations and Corporate Quality
NoahD.Mesel ...................... 48 Vice President and General Counsel

Nick Shamlou ....................... 48  Vice President, Worldwide Sales

Kumar Sivakumar .................... 55 Senior Vice President and General Manager

There are no family relationships among any of our directors and executive officers.

16



Michael Gulett has served as our President and Chief Executive Officer since July 2008 and has served on
the Tkanos Board of Directors since August 2003. For the past 14 years, Mr. Gulett has been the president, CEO
or COO of a number of publicly traded and privately held companies. From March 2006 to October 2007,

Mr. Gulett was Chief Executive Officer of TZero Technologies, a semiconductor company. From December
2004 to August 2005, Mr. Gulett served as the interim Chief Executive Officer of Siliquent Technologies, Inc., a
semiconductor company, which was acquired by Broadcom Corporation in August 2005. From December 2001
to December 2003, Mr. Gulett was President and Chief Executive Officer of ARC International plc, a technology
licensing and embedded software company. Prior to ARC, Mr. Gulett served as President and Chief Operating
Officer of Virata Corporation, a leading supplier of DSL processors. Mr. Gulett has also held a range of
engineering, operations and business management positions at VLSI Technology, California Devices, NCR
Microelectronics and Intel Corporation. Mr. Gulett holds a bachelor’s degree in electrical engineering from the
University of Dayton.

Cory J. Sindelar has served as our Chief Financial Officer since October 2006. Mr. Sindelar joined Ikanos in
September 2006 as Vice President of Finance. From October 2003 to October 2006, Mr. Sindelar served as
Director of Finance and Accounting at EMC Corporation, an information infrastructure solutions company.

Mr. Sindelar was the Vice President, Corporate Controller and Principal Accounting Officer of Legato Systems,
Inc., a software company from December 2000 until October 2003, at which time it was acquired by EMC
Corporation. Prior to joining EMC/Legato, Mr. Sindelar served as Senior Manager at PricewaterhouseCoopers
LLP, a global assurance and business advisory firm in San Jose, California. Mr. Sindelar holds a B.S.B.A in
Accounting from Georgetown University.

Chandrashekhar Khandekar has served as our Vice President of Operations and Corporate Quality since July
2007. From January 2006 to July 2007, Mr. Khandekar was vice president of assembly operations at JDSU Corp.,
where he managed worldwide assembly operations for optical communications products as well as global quality
assurance. From October 2004 to January 2006 Mr. Khandekar was vice president of quality and reliability
assurance for PMC-Sierra Inc. From August 1999 to September 2004 Mr. Khandekar held several key positions
in Operations and Quality at Intel Corp. Mr. Khandekar earned a B.S. in Electrical Engineering from the
University of Indore in Indore, India, and a Master’s of Science from Northwestern University.

Noah D. Mesel has served as our Vice President and General Counsel since June 2007 and served as head of
our human resources from September 2007 to September 2008. Mr. Mesel previously served as general counsel
at Legato Systems from March 2001 to October 2003, served as general counsel at Riverstone Networks from
January 2004 to October 2006, and was corporate counsel at Lucent Technologies, supporting their global
outsourcing business unit from September 1998 to September 2000. Mr. Mesel was an attorney at the Palo Alto
law firm Wilson Sonsini Goodrich & Rosati from 1989 to 1998. Mr. Mesel holds a J.D. from the University of
Virginia School of Law and a B.A. in Political Science and Literature from Claremont McKenna College.

Nick Shamlou has served as our Vice President of Worldwide Sales since September 2006. From January
2002 to September 2006, Mr. Shamlou served in several key positions including Vice President of Asia sales at
Broadcom Corporation and as representative director for Broadcom Japan KK, where he oversaw all sales and
field applications engineering. Prior to joining Broadcom, Mr. Shamlou spent 18 years at Motorola Inc.,
including director of sales for the Semiconductor Products Sector (SPS) Japan, director of Asia sales for the
SPS-Imaging and Entertainment Division and director of global sales for the SPS-Advanced Digital Consumer
Division. Mr. Shamlou earned a B.S. degree in Electrical Engineering from the University of Florida.

Kumar Sivakumar has served as Senior Vice President and General Manager since April 2008.
Mr. Sivakumar is responsible for creating and executing Ikanos’ product vision and strategy. Prior to joining
Ikanos, Mr. Sivakumar held a variety of leadership positions during his 14 years at LSI Logic, including general
manager positions for the Communications Division, Communications Standard Products Business Unit and the
Broadband Access Business Unit. Previously, Mr. Sivakumar was responsible for strategic marketing and
product development at Raytheon’s semiconductor division. Mr. Sivakumar started his career at National
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Semiconductor as a senior engineer in the Interface Design Group. Mr. Sivakumar earned a B.S. in Electrical
Engineering from the University of London, an M.S.E.E. from Stanford University and an M.B.A. from
University of California, Berkeley.

Where Can You Find Additional Information

With respect to the statements contained in this annual report on Form 10-K regarding the contents of any
agreement or any other document, in each instance, the statement is qualified in all respects by the complete text
of the agreement or document, a copy of which has been filed as an exhibit to the registration statement. You
may inspect a copy of the reports and other information we file without charge at the Public Reference Room of
the Securities and Exchange Commission (SEC) at 100 F Street, N.E., Room 1580, Washington, D.C. 20549.
You may obtain copies of all or any part of this annual report on Form 10-K from such offices at prescribed rates.
You may also obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0300. The SEC maintains an Internet site at www.sec.gov that contains reports, proxy and
information statements and other information regarding issuers, including our information which we file
electronically with the SEC.

We are subject to the information and periodic reporting requirements of the Securities Exchange Act of
1934, as amended, or the Exchange Act, and, in accordance therewith, file periodic reports, proxy statements and
other information with the SEC. Such periodic reports, proxy statements and other information are available for
inspection and copying at the Public Reference Room and web site of the SEC referred to above. We maintain a
web site at www.ikanos.com. You may access our annual report on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Exchange Act with the SEC, free of charge at our web site as soon as reasonably practicable after
such material is electronically filed with, or furnished to, the SEC. The reference to our web address does not
constitute incorporation by reference of the information contained at this site.
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ITEM 1A.RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the following
risk factors, as well as the other information in this annual report on Form 10-K, and in our other filings with the
SEC, before deciding whether to invest in shares of our common stock. Additional risks and uncertainties not
presently known to us may also affect our business. If any of these known or unknown risks or uncertainties
actually occurs with material adverse effects on us, our business, financial condition and results of operations
could be seriously harmed. In that event, the market price for our common stock will likely decline and you may
lose all or part of your investment.

Risks Related to Our Business

Our quarterly operating results, including revenue and expense levels, have fluctuated significantly over
time and are likely to continue to do so, principally due to the nature of telecommunication service
providers’ capital spending cycles, the design win process as well as other factors. As a result, we may fail
to meet or exceed our forecasts or the expectations of securities analysts or investors, which could cause
our stock price to decline.

The telecommunications semiconductor industry is highly cyclical and subject to rapid change and, from
time to time, has experienced significant downturns. As was widely reported in the first half of this decade, the
telecommunications industry experienced, and may again experience, a pronounced downturn. These downturns
are characterized by decreases in product demand and excess inventories held by our customers, OEMs, and their
customers, the telecommunications service providers (also called “service providers”). To respond to these
downturns, many service providers slow their capital expenditures, cancel or delay new developments, reduce
their workforces and inventories and take a cautious approach to acquiring new equipment and technologies from
OEMs, usually with very little notice.

Quarterly fluctuations in revenue are characteristic of our industry. And given the concentration of our
revenue among a few significant customers and given their buying patterns, we have experienced, and are likely
to experience again, significant quarterly fluctuations of revenue. In the first quarter of 2005 and fourth quarter of
2006, we experienced quarter-over-quarter revenue declines of 33% and 43%, respectively, over the prior
quarters. After three quarters of relatively flat revenue results, our revenue for the third quarter of 2008 declined
by $5.7 million, or 19%, compared to the second quarter of 2008.

We win supply relationships by working with OEMs and service providers to have our semiconductors
designed into systems that will be deployed by service providers over multiples quarters. At any given time, as is
currently the case, we are competing for one or more of these design wins. If we are not successful in obtaining
these design wins, our revenue results would be negatively affected. Even when we are designed into OEMs’
equipment, service provider deployments can be affected by various factors, including but not limited to demand
for DSL-based broadband services, government regulatory actions and competitors’ efforts to protect or gain
market share. We are aware of such deployment delays currently occurring with a service provider in Japan.

The semiconductor industry also periodically experiences increased demand and production capacity
constraints, which may affect our ability to ship products. Accordingly, our operating results may vary
significantly as a result of the general conditions in the semiconductor or broadband communications industry,
which could cause our stock price to decline.

In addition, our expenses are also subject to quarterly fluctuations resulting from factors including the costs
related to new product releases. If our operating results do not meet the expectations of securities analysts or
investors for any quarter or other reporting period, the market price of our common stock may decline. Fluctuations
in our operating results may be due to a number of factors, including, but not limited to, changes in the mix of
products we develop, acquire and sell as well as those identified throughout this Risk Factors section. As a result,
you should not rely on quarter to quarter comparisons of our operating results as an indicator of future performance.
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The current worldwide financial situation could dampen demand for services based upon our products.

Our business is not directly tied to the reported causes of the current downturn in the financial markets.
However we believe that consumer-targeted broadband services, which are deployed using our technology, are
part of most households’ discretionary spending. If individual consumers decide not to install—or decide to
discontinue purchasing—broadband services in their homes in order to save money an in uncertain economic
situation, the resulting drop in demand could cause telecommunications service providers to reduce or stop
placing orders for OEM equipment containing our products. Accordingly, the OEMs’ demand for our products
could drop further, potentially having a materially negative effect on our revenue.

In the latter part of 2008, we retained investment bankers to advise senior management and the Board of
Directors regarding the Company’s strategic options; if the Board of Directors decides to pursue any
options, that decision could significantly affect the Company’s stock price.

As announced in October 2008, we decided to retain Barclays Capital (formerly Lehman Brothers) to
provide financial advice regarding potential strategic options for the Company. Such options include, without
limitation, financing transactions, acquisitions, strategic partnerships, corporate restructuring and other activities.
There can be no assurance that the evaluation of our options will result in the identification, announcement or
consummation of any transaction. If the Board of Directors decides to authorize a transaction, that decision could
cause significant volatility in the price of the Company’s outstanding common stock. Moreover, any transactions
we do sign may not be acceptable to our stockholders. In addition, our investigation of strategic options may
result in added costs, potential loss of customers and key employees as well as management’s distraction from
ordinary-course business operations.

We have a history of losses, and future losses may cause the market price of our common stock to
decline. We may not be able to reduce our expenses or generate sufficient revenue in the future to achieve
or sustain profitability.

Since our inception, we have only been profitable on a GAAP basis in the third and fourth quarter of 2005.
Prior to the third quarter of 2005, we incurred significant net losses, and we incurred losses in the past nine
quarters. Beginning in 2006, accounting rules required us to report stock-based compensation as an expense,
which has comprised a substantial portion of our quarterly and annual losses, as reported on a GAAP basis. We
incurred a net loss of $41.1 million for the year ended December 28, 2008 and have an accumulated deficit of
$183.8 million as of December 28, 2008. To achieve profitability again, we will need to generate and sustain
higher revenue, while maintaining cost and expense levels appropriate and necessary for our business. Because
many of our expenses are fixed in the short term, or are incurred in advance of anticipated sales, we may not be
able to continue to hold down our costs and expenses in a timely manner to offset any lower-than-forecasted
revenue shortfall as we experienced in the fourth quarter of 2006. We may not be able to achieve profitability
again and, even if we were able to attain profitability again, we may not be able to sustain profitability on a
quarterly or an annual basis in the future.

The general tightening of the credit market could potentially limit our access to financial resources.

If the company continues to operate at a loss and the cash on our balance sheet continues to decline, there is
a possibility we could have to seek out and evaluate alternative sources of financing in order to fund operations.
Historically we have not had to use debt financing to operate the business. If that situation were to change, we
believe it would be very difficult to borrow funds on terms favorable to us, if at all, due to the extremely limited
availability of credit in the current economic environment. The unavailability of credit along with limits on other
financing alternatives could thus negatively impact our business. Even if we were able to secure debt financing,
the terms could be unfavorable to us, and we may be subject to various restrictive covenants, which could limit
our ability to operate our business.
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Our success is dependent upon achieving design wins into commercially successful OEM and ODM
systems.

Our products are generally incorporated into our OEM and ODM customers’ systems at the design stage. As
a result, we rely on OEMs to select our products to be designed into their systems, which we refer to as a “design
win.” We often incur significant expenditures over multiple fiscal quarters in attempting to obtain a design win
without any assurance that an OEM will select our product for design into its own system. Additionally, in some
instances, we are dependent on third parties to obtain or provide information that we need to achieve a design
win. Some of these third parties may not supply this information to us on a timely basis, if at all. Furthermore,
even if an OEM designs one of our products into its system offering, we cannot be assured that its equipment will
be commercially successful or that we will receive any orders and, accordingly, revenue as a result of that design
win. Our OEM customers are typically not obligated to purchase our products and can choose at any time to stop
using them if their own systems are not commercially successful, if they decide to pursue other systems
strategies, or for any other reason. If we are unable to achieve design wins or if our OEM customers’ systems
incorporating our products are not commercially successful, our revenue would suffer.

If demand for our semiconductor products declines or does not grow, we will be unable to increase or
sustain our revenue; and our operating results will be harmed.

We currently expect the semiconductor products we have already announced to account for substantially all
of our revenue for the foreseeable future. If we are unable to develop new products or to successfully integrate
acquired products and technology to meet our customers’ demand in a timely manner, if demand for our
semiconductors declines or fails to grow, or if the DSL, GPON or network processor markets do not materialize
as expected, it would harm our business. In addition to being affected by global macroeconomic factors, the
markets for our products are characterized by frequent introduction of new semiconductors, short product life
cycles and significant price competition. If we or our OEM customers are unable to manage product transitions in
a timely and cost-effective manner, our revenue would suffer. In addition, frequent technology changes and
introduction of next generation products may result in inventory obsolescence, which would increase our cost of
revenue and adversely affect our operating performance.

The average selling prices and gross margins of certain of our products are subject to declines, which
may harm our revenue and profitability.

Our products are subject to rapid declines in average selling prices due to competitive pressures, including
lowering average selling prices in order to increase market share. We have lowered our prices significantly at
times to gain or maintain market share, and we expect that we will reduce prices again in the future. Offering
reduced prices to one customer could likely impact our average selling prices to all customers. In addition, we
have not been able to reduce our costs of goods sold as rapidly as our prices have declined. Our financial results
will suffer if we are unable to maintain or increase pricing, or are unable to offset any future reductions in our
average selling prices by increasing our sales volumes, by reducing our manufacturing costs or by developing
new or enhanced products that command higher prices or better gross margins on a timely basis.

Our products typically have lengthy sales cycles, which may cause our operating results to fluctuate and
result in volatility in the price of our common stock. An OEM customer or a service provider may decide
to cancel, delay or change its product plans, which could cause us to lose or delay anticipated sales.

After we have delivered a product to an OEM customer, the OEM will usually test and evaluate our product
with its service provider customer prior to the OEM completing the design of its own equipment that will
incorporate our product. Our OEM customers and the service providers may take several months to test, evaluate
and adopt our product and several additional months to begin volume production of equipment that incorporates
our product. This entire process can take from six months to over a year to complete. Due to this lengthy sales
cycle, we may experience significant delays from the time we increase our operating expenses and make
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investments in inventory until the time that we generate revenue from these products. It is possible that we

may never generate any revenue from these products after incurring these expenditures and investments. Even if
an OEM customer selects our product to incorporate into its equipment, we have no assurances that the customer
will ultimately market and sell its equipment or that such efforts by our customer will be successful. The delays
inherent in our lengthy sales cycle increases the risk that an OEM customer or service provider will decide to
cancel or change its product plans. From time to time, we have experienced changes and cancellations in the
purchase plans of our OEM customers. A cancellation or change in plans by an OEM customer or service
provider could cause us to not achieve anticipated revenue and result in volatility of the price of our common
stock. In addition, our anticipated sales could be lost or substantially reduced if a significant OEM customer or
service provider reduces or delays orders during our sales cycle or chooses not to release equipment that contains
our products.

Our product sales mix is subject to frequent and unexpected changes, which may impact our revenue and
margin.

Our product margins vary widely by product. As a result, a change in the sales mix of our products could
have an impact on the forecasted revenue and margins for the quarter. Our modem only products within the
Gateway product family generally have lower margins as compared to our Access product family. Furthermore,
the product margins within our Access product line can vary based on the type and performance of deployment
being used as customers typically pay higher selling prices for higher performance. While we make estimates of
what we believe the product mix will be in a given quarter, actual results can be materially different than our
estimates.

Because we depend on a few significant customers for a substantial portion of our revenue, the loss of any
of our key customers, our inability to continue to sell existing and new products to our key customers in
significant quantities or our failure to attract new significant customers could adversely impact our
revenue and harm our business.

We derive a substantial portion of our revenue from sales to a relatively small number of customers. As a
result, the loss of any significant customer or a decline in business with any significant customer would
materially and adversely affect our financial condition and results of operations. The following customers
accounted for more than 10% of our revenue for any one of the periods indicated. We have indicated the OEM
customer based on information that we receive at the time of ordering.

Year Ended Year Ended Year Ended

Our Direct Customer w December 31,2006 December 30,2007 December 28, 2008
NEC Corporation .... NEC Corporation 23% 29% 25%
Paltek Corporation ... Sumitomo Electric Industries * * 23
Sagem ............. Sagem 23 20 21
Alcatel-Lucent and its

CMs(a) .......... Alcatel-Lucent * * 11
Altima Corporation ... Sumitomo Electric Industries 19 12 *
Uniquest ........... Dasan, Millinet and

Ubiquoss 22 11 *

*  Less than 10%

(a) Alcatel and Lucent Technologies, prior to and subsequent to their 2007 merger, accounted for a combined
3% and 10% of our revenue in 2006 and 2007, respectively.

A small group of OEM customers historically has accounted for a substantial portion of our revenue; the

composition of this group has varied, and we expect will continue to vary, over time. Further, we expect that this
small group of customers will continue to account for a substantial portion of our revenue for the foreseeable
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future. Accordingly, our future operating results will continue to depend on the success of our largest OEM
customers and on our ability to sell existing and new products to these customers in significant quantities.
Demand for our semiconductor products is based on service provider demand for our OEM customers’ systems
products. Accordingly, a reduction in growth of service provider deployment of product that use our
semiconductors would adversely affect our product sales and business.

In addition, our relationships with some of our larger OEM customers may also deter other potential
customers who compete with these customers from buying our products. To attract new customers or retain
existing OEM customers, we have offered and may continue to offer certain customers favorable prices on our
products. If these prices are lower than the prices paid by other existing OEM customers, we may have to offer
the same lower prices to certain of these customers. In that event, our average selling prices would decline. The
loss of a key customer, a reduction in sales to any major customer, or our inability to attract new significant
customers in the absence of any offsetting sales would harm our business.

We have historically derived a substantial amount of our revenue from Japan and Korea, and a majority
of our network processing revenue comes from a single customer in France. If we fail to further diversify
the geographic sources and customer base of our revenue in the future, our operating results could be
harmed.

A substantial portion of our revenue is derived from sales into Japan, Korea and France; and our revenue has
been heavily dependent on market growth in these countries. As a result, our sales are subject to economic
downturns, decrease in demand and overall negative market conditions in a very few number of specific
economies. For instance, a slow down in growth of fiber extension over copper and broadband over copper
subscribers in Asia has caused our revenue in that market to decline, and may prevent that revenue stream from
returning to historical levels. While part of our strategy is to continue to diversify the geographic sources and
customer base of our revenue, our failure to successfully penetrate markets other than those served by our
existing customers, and diversify our customer base could harm our business and operating results.

In the past year, we have experienced a turnover in several senior management positions, and we may be
unable to attract, retain and motivate key senior management and technical personnel, which could harm
our development of technology and ability to be competitive.

In January 2008, our Vice President and General Manager of Gateway Products Group resigned; and in
March 2008, our Vice President of Marketing for our Access Products Group resigned. In April 2008, we hired a
General Manager and in July 2008, we hired a Vice President of Corporate Marketing. Our Chief Executive
Officer, Michael Gulett, who has been a member of our board of directors for five years, assumed his current role
with the company in July 2008. We also recently hired a new Vice President of Software Engineering. Further, as
required, we seek out highly-qualified candidates to fill positions throughout our business. We will continue to
examine ways to improve the Company’s processes, productivity and results.

Our future success depends to a significant extent upon the continued service of our senior executives and
key technical personnel as well as the integration of new senior executives. We do not have employment
agreements with any of these executives or any other key employees that govern the length of their service.
Changes in the services of senior management or technical personnel could impact our customer relationships,
employee morale, our ability to operate in compliance with existing internal controls and regulations and harm
our business.

Furthermore, our future success depends on our ability to continue to attract, retain and motivate other
senior management and qualified technical personnel, particularly software engineers, digital circuit designers,
mixed-signal circuit designers and systems and algorithms engineers. Competition for these employees is intense.
Restricted stock units and stock options generally comprise a significant portion of our compensation packages
for all employees, and as long as the price of our common stock remains depressed it may make it more difficult
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for us to attract and retain key employees, which could harm our ability to provide technologically competitive
products. Additionally, a reduction in staff could negatively affect employee morale. For example, in November
2006, we reduced the number of employees and contractors in our workforce by approximately 30 people.
Additionally, in September 2007, we decided to reduce the number of employees by approximately 15 people,
including several senior executives. These reductions were principally in our engineering departments and have
resulted in reallocations of employee duties. Workforce reductions and job reassignments could negatively affect
employee morale and make it difficult to motivate and retain the remaining employees and contractors, which
would affect our ability to deliver our products in a timely fashion and otherwise negatively affect our business.

Because of the rapid technological development in our industry and the intense competition we face, our
products tend to become outmoded or obsolete in a relatively short period of time, which requires us to
provide frequent updates and/or replacements to existing products. If we do not successfully manage the
transition process to next generation semiconductor products, our operating results may be harmed.

Our industry is characterized by rapid technological innovation and intense competition. Accordingly, our
success depends in part on our ability to develop next generation semiconductor products in a timely and cost-
effective manner. The development of new semiconductor products is expensive, complex and time consuming. If
we do not rapidly develop our next generation semiconductor products ahead of our competitors, we may lose both
existing and potential customers to our competitors. Further, if a competitor develops a new, less expensive product
using a different technological approach to delivering broadband services over existing networks, our products
would no longer be competitive. Conversely, even if we are successful in rapidly developing new semiconductor
products ahead of our competitors and we do not cost-effectively manage our inventory levels of existing products
when making the transition to the new semiconductor products, our financial results could be negatively affected by
high levels of obsolete inventory. If any of the foregoing were to occur, then our operating results would be harmed.

We rely on third-party technologies for the development of our products; and our inability to use such
technologies in the future would harm our ability to remain competitive.

We rely on third parties for technologies that are integrated into some of our products, including our
memory cells, input/output cells, hardware interfaces and core processor logic. If we are unable to continue to
use or license these technologies on reasonable terms, or if these technologies fail to operate properly, we
may not be able to secure alternatives in a timely manner and our ability to remain competitive would be harmed.
For instance, we have experienced on-going issues with the intellectual property acquired from one of our
vendors for one of our products. We have worked with the vendor as well as with customers who purchase this
product to identify process and design improvements that will ultimately resolve these issues. While we have not
experienced material warranty costs in any period as a result of the issues related to this intellectual property,
there can be no assurance that we will not in the future experience material damages from this or other licensed
intellectual property. Failure to use the technologies we have purchased could also result in unfavorable
impairment costs. In addition, if we are unable to successfully license technology from third parties to develop
future products, we may not be able to develop such products in a timely manner or at all.

We are a fabless semiconductor company and may rely on one wafer foundry and one assembly and test
subcontractor to manufacture, package and test each of our products, and our failure to secure and
maintain sufficient capacity with these subcontractors, or if a subcontractor ceases operations, such
developments could impair our relationships with customers and decrease sales, which would negatively
impact our market share and operating results.

We are a fabless semiconductor company in that we do not own or operate a fabrication or manufacturing
facility. Currently, seven wafer foundries and three outside factory subcontractors, located in Austria, China,
Israel, Korea, Malaysia, Singapore, Taiwan, and the United States manufacture, assemble and test all of our
semiconductor devices in current production. While we work with multiple suppliers, only one foundry and one
assembly and test subcontractor may be used for a single product. Accordingly, we are greatly dependent on a
limited number of suppliers to deliver quality products on time.
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In past periods of high demand in the semiconductor market, we have experienced delays in meeting our
capacity demand and as a result were unable to deliver products to our customers on a timely basis. In addition,
we have experienced similar delays due to technical and quality control problems. Furthermore, our costs for
manufacturing services or components have increased from time to time without significant notice.

In the fall of 2008, we received notice that later this year one of our subcontractors will close a fabrication
facility where two of our products are made, unless a third party buys the facility and keeps it open. We have
been informed that there is a potential buyer for the facility, and we have been in communication with that
potential buyer, but there is no guarantee that the facility will be sold. Accordingly, we have begun making
arrangements for a last-time buy for the two products fabricated at this facility, and have identified alternative
fabrication facilities for these products. Transitioning to alternative manufacturers may be more expensive, may
result in additional costs associated with obtaining customer requalification or may not be available at all.

In the future, if any of these events occur, or if the facilities of any of our subcontractors suffer any damage,
power outages, financial difficulties or any other disruption due to natural disasters, terrorist acts or otherwise,
we may be unable to meet our customer demand on a timely basis, or at all; and we may be required to incur
additional costs and may need to successfully qualify an alternative facility in order to not disrupt our business.
We typically require several months or more to qualify a new facility or process before we can begin shipping
products. If we cannot accomplish this qualification in a timely manner, we would experience a significant
interruption in supply of the affected products which could in turn cause our costs of revenue to increase and our
overall revenue to decrease. If we are unable to secure sufficient capacity at our subcontractors’ existing
facilities, or in the event of a closure or significant delay at any of these facilities, our relationships with our
customers would be harmed and our market share and operating results would suffer as a result. In addition, we
do not have formal pricing agreements with our subcontractors regarding the pricing for the products and
services that they provide us. If their pricing for the products and services they provide increases and we are
unable to pass along such increases to our OEM customers, our operating results would be adversely affected.

In the event we seek to use new wafer foundries to manufacture a portion of our semiconductor products,
we may not be able to bring the new foundries on-line rapidly enough and may not achieve anticipated cost
reductions.

As indicated above, our use of six independent wafer foundries to manufacture all of our semiconductor
products exposes us to risks of delay, increased costs and customer dissatisfaction in the event that any of these
foundries were unable to provide us with our semiconductor requirements. Particularly during times when
semiconductor manufacturing capacity is limited, we may seek to qualify additional wafer foundries to meet our
requirements. In order to bring these new foundries on-line, our customers may need to qualify product from the
new facility, which could take several months or more. Once qualified, these new foundries would then require
an additional number of months to actually begin producing semiconductors to meet our needs, by which time
the temporary requirement for additional capacity may have passed or the opportunities we previously identified
may have been lost to our competitors. Furthermore, even if these new foundries offer better pricing than our
existing manufacturers, if they prove to be less reliable than our existing manufacturers, we would not achieve
some or all of our anticipated cost reductions.

When demand for manufacturing capacity is high, we may take various actions to try to secure sufficient
capacity, which may be costly and negatively impact our operating results.

The ability of each of our subcontractors’ manufacturing facilities to provide us with semiconductors is
limited by its available capacity and existing obligations. Although we have purchase order commitments to
supply specified levels of products to our OEM customers, we do not have a guaranteed level of production
capacity from any of our subcontractors’ facilities that we depend on to produce our semiconductors. Facility
capacity may not be available when we need it or at reasonable prices. We place our orders on the basis of our
OEM customers’ purchase orders or our forecast of customer demand, and our subcontractors may not be able to
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meet our requirements in a timely manner. For example, in the second half of 2005 and in the first half of 2006,
general market conditions in the semiconductor industry resulted in a significant increase in demand at these
facilities. The demand for some of our OEM customers’ products increased significantly, and we were asked to
produce significantly higher quantities than in the past and to deliver on short notice. In addition, our
subcontractors have also allocated capacity to the production of other companies’ products and reduced
deliveries to us on short notice. It is possible that our subcontractors’ other customers that are larger and better
financed than we are, or that have long-term agreements with our subcontractors, may have induced our
subcontractors to reallocate capacity to them. If this reallocation were to occur again, it would impair our ability
to deliver products on a timely basis.

In addition, due to the weak global economy, some of our subcontractors have been laying off employees
and/or shortening work schedules. These reductions in labor and factory operations could result in capacity
constraints that impair our ability to obtain finished products in time to meet customer demand.

In order to secure sufficient manufacturing facility capacity when demand is high and mitigate the risks
described in the foregoing paragraphs, we may enter into various arrangements with subcontractors that could be
costly and harm our operating results, including:

e option payments or other prepayments to a subcontractor;

* nonrefundable deposits with or loans to subcontractors in exchange for capacity commitments;
e contracts that commit us to purchase specified quantities of components over extended periods;
e purchase of testing equipment for specific use at our subcontractors’ facilities;

e issuance of our equity securities to a subcontractor; and

e other contractual relationships with subcontractors.

We may not be able to make any such arrangements in a timely fashion or at all, and any arrangements
may be costly, reduce our financial flexibility and not be on terms favorable to us. Moreover, if we are able to
secure facility capacity, we may be obligated to use all of that capacity or incur penalties. These penalties and
obligations may be expensive and require significant capital and could harm our business.

If our subcontractors’ manufacturing facilities do not achieve satisfactory quality or yields, our
relationships with our customers and our reputation will be harmed, our revenue, gross margin and
operating results could decline.

Defects in our products may not be always detected by the testing process performed by our subcontractors
or by our own staff. Those defects can result from a variety of causes, including but not limited to manufacturing
problems or intellectual property licensed from third parties. If defects are discovered after we have shipped our
products, we have and could continue to experience warranty and consequential damages claims from our
customers.

In January 2007, a significant customer notified us that they were experiencing a high defect rate on a
certain product that was manufactured and shipped in the last month of 2006. In February 2007, we entered into a
settlement agreement releasing us of all liabilities associated with this claim in exchange for a payment and
providing replacement parts. The settlement was recorded as an offset to revenue and as accrued rebates within
accrued liabilities in the fourth quarter of 2006. Such claims as this one or others may have a significant adverse
impact on our revenue and operating results.

We incorporate third party intellectual property into our products. That intellectual property consists of
elements of the semiconductor, such as the processor core, standard external interfaces, as well as applications

that run on our products. From time to time, our customers have discovered errors or defects arising from these
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third party intellectual property designs. We and our contract manufacturers attempt to catch these defects in the
testing process, but are not always successful. If we are unable to deliver quality products, our reputation would
be harmed, which could result in the loss of, future orders and business with our customers. If any of these
adverse risks are realized and we are not able to offset the lost opportunities, our revenue, margins and operating
results would decline.

The fabrication of semiconductors is a complex and technically demanding process. Minor deviations in the
manufacturing process can cause substantial decreases in yields; and in some cases, cause production to be
stopped or suspended. We have experienced difficulties in achieving acceptable yields on some of our products,
particularly with new products, which frequently involve newer manufacturing processes and smaller geometry
features than previous generations. Maintaining high numbers of shippable die per wafer is critical to our
operating results, as decreased yields can result in higher per unit cost, shipment delays and increased expenses
associated with resolving yield problems. Although we work closely with our subcontractors to minimize the
likelihood of reduced manufacturing yields, their facilities have from time to time experienced lower than
anticipated manufacturing yields that have resulted in our inability to meet our customer demand. We have been
experiencing manufacturing defect rates for one of our products that are higher than the rates we experience with
our other products. As noted above, we believe that the issues observed in this product are related to a particular
third party technology; however, there may be other causes for these defects. We have been actively working
with the vendor and with our customers to reduce the defect rate for this product. If we are unable to resolve
these issues, our revenues could be materially reduced and our warranty-related costs could be materially higher
than currently anticipated.

It is common for yields in semiconductor fabrication facilities to decrease in times of high demand or due to
poor workmanship or operational problems at these facilities. When these events occur, especially
simultaneously, as happens from time to time, we may be unable to supply our customers’ demand. Many of
these problems are difficult to detect at an early stage of the manufacturing process and, regardless of when the
problems are detected, they may be time consuming and expensive to correct. In addition, because we purchase
wafers, our exposure to low wafer yields from our subcontractors’ wafer foundries are increased. Poor yields
from the wafer foundries or defects, integration issues or other performance problems in our products could
cause us significant customer relations and business reputation problems, or force us to sell our products at lower
gross margins and therefore harm our financial results. Conversely, unexpected yield improvements could result
in us holding excess inventory that would also increase our product cost and negatively impact our profitability.

We base orders for inventory on our forecasts of our OEM customers’ demand and if our forecasts are
inaccurate, our financial condition and liquidity would suffer.

We place orders with our suppliers based on our forecasts of our OEM customers’ demand. Our forecasts
are based on multiple assumptions, each of which may introduce errors into our estimates. In the past, when the
demand for our OEM customers’ products increased significantly, we were not able to meet demand on a timely
basis, and we expended a significant amount of time working with our customers to allocate limited supply and
maintain positive customer relations. If we underestimate customer demand, we may forego revenue
opportunities, lose market share and damage our customer relationships. Conversely, if we overestimate
customer demand, we may allocate resources to manufacturing products that we may not be able to sell. As a
result, we would have excess or obsolete inventory, resulting in a decline in the value of our inventory, which
would increase our cost of revenue and create a drain on our liquidity. Our failure to accurately manage inventory
against demand would adversely affect our financial results.

To remain competitive, we need to continue to reduce the cost of our semiconductor chips, which includes
migrating to smaller geometrical process, and our failure to do so may harm our business.

We periodically evaluate the benefits, on a product-by-product basis, of migrating to smaller geometrical
processes, which are measured in microns or nanometers. We have designed our products to be manufactured in
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0.8 micron, 0.25 micron, 0.18 micron, 0.13 micron, 0.09 micron (or 90 nanometer) and 0.065 micron (or 65
nanometer) geometrical processes. We may migrate some of our current products to smaller geometrical process
technologies, and over time, we are likely to migrate to even smaller geometries. The smaller geometry generally
reduces our production and packaging costs, which may enable us to be competitive in our pricing. The transition
to smaller geometries requires us to work with our subcontractors to modify the manufacturing processes for our
products, to develop new and more complex quality assurance tests and to redesign some products. In the past,
we have experienced some difficulties in shifting to smaller geometry process technologies or new
manufacturing processes, which resulted in reduced manufacturing yields, delays in product deliveries and
increased product costs and expenses. We may face similar difficulties, delays and expenses as we continue to
transition our products to smaller geometry processes, all of which could harm our relationships with our
customers, and our failure to do so would impact our ability to provide competitive prices to our customers,
which would have a negative impact on our sales. Additionally, upfront expenses associated with smaller
geometry process technologies such as for masks and tooling can be significantly higher than those for the
processes that we currently use, and our migration to these newer process technologies can result in significantly
higher research and development expenses.

The complexity of our products could result in unforeseen delays or expenses and in undetected defects or
bugs, which could damage our reputation with current or prospective customers and adversely affect the
market acceptance of new products.

Highly complex products such as those that we offer frequently contain defects (commonly referred to as
“bugs”), particularly when they are first introduced or as new versions are released. In the past, we have
experienced, and may in the future experience, defects or bugs in our products. These defects or bugs may
originate in third party intellectual property incorporated into our products as well as in technology or software
designed by Ikanos’ engineers. If any of our products contains defects or bugs, or have reliability, quality or
compatibility problems, our reputation may be damaged; and our OEM customers may be reluctant to buy our
products, which could harm our ability to retain existing customers and attract new customers. In addition, these
defects or bugs could interrupt or delay sales or shipment of our products to our customers.

Acquisitions, strategic alliances, joint ventures or investments may impair our capital and equity
resources, divert our management’s attention or otherwise negatively impact our operating results.

We intend to continue to pursue acquisitions, strategic alliances and other transactions that we believe
may allow us to complement our growth strategy, increase market share in our current markets and expand into
adjacent markets, broaden our technology and intellectual property and strengthen our relationships with service
providers and OEMs. For example, in 2006, we completed the NPA acquisition. This transaction consumed
significant management attention, added to our expenses and used $32.7 million in cash. In February 2008, we
purchased certain DSL assets from Centillium for approximately $11.9 million in cash. As noted above, we
recently retained investment bankers to advise senior management and the Board of Directors regarding this type
of strategic activity going forward. Any future acquisition, partnership, joint venture or investment may require
that we pay significant cash, issue stock, thereby diluting existing stockholders, or incur debt, if such debt is
available on terms acceptable to our board of directors. Acquisitions, partnerships or joint ventures may also
require significant managerial attention, which may divert our focus. These capital, equity and managerial
commitments may impair the operation of our business. Furthermore, acquired businesses may not be effectively
integrated, may be unable to maintain key pre-acquisition business relationships, may result in the loss of key
personnel, may contribute to increased fixed costs and may expose us to unanticipated liabilities and otherwise
harm our operating results.

We face intense competition in the semiconductor industry and the broadband communications markets,
which could reduce our market share and negatively impact our revenue.

The semiconductor industry and the broadband communications markets are intensely competitive. In the
VDSL or VDSL-like technology, PON and network processing markets, we currently compete or expect to
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compete with, among others, Aware, Inc., Broadcom Corporation, Broadlight, Cavium Networks, Conexant
Systems, Inc., Freescale Semiconductor, Inc., Infineon Technologies A.G., Intel Corporation, Marvell
Technology Group Ltd., PMC-Sierra, Inc., Realtek Semiconductor Corp, Teknovus, Thomson S.A. and
TrendChip Technologies Corp. We expect competition to continue to increase. Competition has resulted and
may continue to result in declining average selling prices for our products and market share.

We consider other companies that have access to DMT technology as potential competitors in the future,
and we also may face competition from newly established competitors, suppliers of products based on new or
emerging technologies and customers who choose to develop their own semiconductors. To remain competitive,
we need to provide products that are designed to meet our customers’ needs. Our products must:

e achieve optimal product performance;

e comply with industry standards;

* be cost-effective for our customers’ use in their systems;
e meet functional specifications;

* be introduced timely to the market; and

e be supported by a high-level of customer service and support.

Many of our competitors operate their own fabrication facilities or have stronger manufacturing
subcontractor relationships than we have. In addition, many of our competitors have extensive technology
libraries that could enable them to incorporate broadband or network processing technologies into a more
attractive product line than ours. Many of them also have longer operating histories, greater name recognition,
larger customer bases, and significantly greater financial, sales and marketing, manufacturing, distribution,
technical and other resources than we do. These competitors may be able to adapt more quickly to new or
emerging technologies and changes in customer requirements. In addition, current and potential competitors have
established or may establish financial or strategic relationships among themselves or with existing or potential
customers, resellers or other third parties. Accordingly, new competitors or alliances among competitors could
emerge and rapidly acquire significant market share. Existing or new competitors may also develop alternative
technologies that more effectively address our markets with products that offer enhanced features and
functionality, lower power requirements, greater levels of semiconductor integration or lower cost. We cannot
assure you that we will be able to compete successfully against current or new competitors, in which case we
may lose market share in our existing markets and our revenue may fail to increase or may decline.

Other data transmission technologies and network processing technologies may compete effectively with
the service provider services addressed by our products, which could adversely affect our revenue and
business.

Our revenue currently is dependent upon the increase in demand for service provider services that use DSL
broadband technology and integrated residential gateways. Besides VDSL and other DMT-based technologies,
service providers can decide to deploy PON or fiber. In this case, fiber is used to connect directly to the residence
instead of using the existing copper phone line. As such, if a service provider decides to deploy
fiber-to-the-home, our VDSL products are not required. For example, a major service provider in Korea
announced its intention to use more fiber-to-the-home deployments in the future. Such deployments of fiber may
be in lieu of VDSL products. If more service providers decide to use FTTH deployments, it could harm our
business. Furthermore, residential gateways compete against a variety of different data distribution technologies,
including Ethernet routers, set-top boxes provided by cable and satellite providers, wireless (WiFi and WiMax)
and emerging power line and multimedia over coax alliance technologies. If any of these competing technologies
proves to be more reliable, faster or less expensive than, or has any other advantages over the broadband
technologies we provide, the demand for our products may decrease and our business would be harmed.
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If we are unable to develop, introduce or to achieve market acceptance of our new semiconductor
products, our operating results would be adversely affected.

Our future success depends on our ability to develop new semiconductor products and transition to new
products, introduce these products in a cost-effective and timely manner and convince OEMs to select our
products for design into their new systems. Our historical quarterly results have been, and we expect that our
future results will continue to be, dependent on the introduction of a relatively small number of new products and
the timely completion and delivery of those products to customers. The development of new semiconductor
products is complex, and from time to time we have experienced delays in completing the development and
introduction of new products. We have in the past invested substantial resources in emerging technologies that
did not achieve the market acceptance that we had expected. Our ability to develop and deliver new
semiconductor products successfully will depend on various factors, including our ability to:

» successfully integrate certain technologies acquired in acquisitions into our product lines;
e accurately predict market requirements and evolving industry standards;

e accurately define new semiconductor products;

e timely complete and introduce new product designs or features;

e timely qualify and obtain industry interoperability certification of our products and the equipment into
which our products will be incorporated;

e ensure that our subcontractors have sufficient foundry capacity and packaging materials and achieve
acceptable manufacturing yields;

e shift our products to smaller geometry process technologies to achieve lower cost and higher levels of
design integration; and

e gain market acceptance of our products and our OEM customers’ products.

If we are unable to develop and introduce new semiconductor products successfully and in a cost-effective
and timely manner, we will not be able to attract new customers or retain our existing customers, which would
harm our business.

Our efforts to identify technologies and develop products designed to deliver broadband services inside the
home may not ultimately be successful; if this is the case, our current long-term strategy would not result
in the growth in our revenue we intend to generate, and we could experience a material negative effect on
our business and equity value.

We have focused our long-term technology strategy on identifying technologies that would be used to
deliver services such as high-definition television over various broadband wireline and wireless media within the
home. This so-called “Digital Home” has received attention from leaders in semiconductors and systems. For
instance, an industry organization named the “Home Grid Forum” was formed recently by Intel, Texas
Instruments, Infineon and Panasonic in order to define the industry standards applicable to Digital Home
technologies. We and several other smaller companies also are founding participants. If we are unable to develop
products that comply with the standards set by the Home Grid Forum or other industry organizations, and our
investments in Digital Home technologies do not result in any commercially viable products, we would not
realize revenue growth based upon such technologies, and our business and equity value could suffer as a result.

Our products include a significant amount of firmware. If we are unable to deliver the firmware in a timely
manner, we may have to delay revenue recognition at the end of a quarter, which could lead to significant
unplanned fluctuations in our quarterly revenue. As a result, we may fail to meet or exceed our forecasts or
the expectations of securities analysts or investors, which could cause our stock price to decline.

In connection with new product introductions in a given market, we release production quality code to our
OEM customers. This firmware is required for our products to function as intended. If the production-ready
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firmware is not released in a timely manner, we may have to defer all revenue related to the semiconductors that
we may have already shipped during the quarter, and therefore, cause us to miss our revenue guidance. In
addition, a customer may demand a specific future software feature as part of its order. As such, we may have to
delay recognition on some or all of our revenue related to that customer’s order until the future software feature
is delivered. Such delays or deferrals in revenue recognition could lead to significant fluctuations in our quarterly
revenue and operating results and cause us to fail to meet or exceed our quarterly revenue guidance.

Rapidly changing standards and regulations could make our products obsolete, which would cause our
revenue and operating results to suffer.

We design our products to conform to regulations established by governments and to standards set by
industry standards bodies worldwide such as the Committee TIE1.4 (now known as NIPP-NAI) of the ATIS
(accredited by ANSI), and worldwide by both the IEEE and the ITU-T. Because our products are designed to
conform to current specific industry standards, if competing standards emerge that are preferred by our
customers, we would have to make significant expenditures to develop new products. If our customers adopt new
or competing industry standards with which our products are not compatible, or the industry groups adopt
standards or governments issue regulations with which our products are not compatible, our existing products
would become less desirable to our customers, and our revenue and operating results would suffer.

If we fail to secure or protect our intellectual property rights, competitors may be able to use our
technologies, which could weaken our competitive position, reduce our revenue or increase our cost.

Our success will depend, in part, on our ability to protect our intellectual property. We rely on a
combination of patent, copyright, trademark and trade secret laws, confidentiality procedures and licensing
arrangements to establish and protect our proprietary rights. Our pending patent applications may not result in
issued patents, and our existing and future patents may not be sufficiently broad to protect our proprietary
technologies or may be held invalid or unenforceable in court. While we are not currently aware of
misappropriation of our existing technology, policing unauthorized use of our technology is difficult and we
cannot be certain that the steps we have taken will prevent the misappropriation or unauthorized use of our
technologies, particularly in foreign countries where we have not applied for patent protections and, even if such
protections were available, the laws may not protect our proprietary rights as fully as United States law. The
patents we have obtained or licensed, or may obtain or license in the future, may not be adequate to protect our
proprietary rights. Our competitors may independently develop or may have already developed technology
similar to ours, duplicate our products or design around any patents issued to us or our other intellectual property.
In addition, we have been, and may be, required to license our patents as a result of our participation in various
standards organizations. If competitors appropriate our technology and we are not adequately protected, our
competitive position would be harmed, our legal costs would increase and our revenue would be harmed.

Third-party claims of infringement or other claims against us could adversely affect our ability to market
our products, require us to redesign our products or seek licenses from third parties, and harm our
business. In addition, any litigation required to defend such claims could result in significant expenses and
diversion of our resources.

Companies in the semiconductor industry often aggressively protect and pursue their intellectual property
rights. From time to time, we receive, and are likely to continue to receive in the future, notices that claim our
products infringe upon other parties’ proprietary rights. While we do not believe that we are currently infringing
on the proprietary rights of third parties, we may in the future be engaged in litigation with parties who claim that
we have infringed their patents or misappropriated or misused their trade secrets or who may seek to invalidate
one or more of our patents, and it is possible that we would not prevail in any future lawsuits. An adverse
determination in any of these types of claims could prevent us from manufacturing or selling some of our
products could increase our costs of products and could expose us to significant liability. Any of these claims
could harm our business. For example, in a patent or trade secret action, a court could issue a preliminary or
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permanent injunction that would require us to withdraw or recall certain products from the market or redesign
certain products offered for sale or that are under development. In addition, we may be liable for damages for
past infringement and royalties for future use of the technology and we may be liable for treble damages if
infringement is found to have been willful. Even if claims against us are not valid or successfully asserted, these
claims could result in significant costs and a diversion of management and personnel resources to defend.

Any potential dispute involving our patents or other intellectual property could also include our
manufacturing subcontractors and OEM customers and/or service providers using our products, which
could trigger our indemnification obligations to one or more of them and result in substantial expense to us.

In any potential dispute involving our patents or other intellectual property, our manufacturing
subcontractors and OEM customers could also become the target of litigation. Because we often indemnify our
customers for intellectual property claims made against them for products incorporating our technology, any
litigation could trigger technical support and indemnification obligations in some of our license agreements,
which could result in substantial expenses such as increased legal expenses, damages for past infringement or
royalties for future use. From time to time, we receive notices that customers have received potential
infringement notices from third parties. While we have not incurred any indemnification expenses as a result of
notices received to date, any future indemnity claim could adversely affect our relationships with our OEM
customers and result in substantial costs to us.

Changes in current or future laws or regulations or the imposition of new laws or regulations by federal or
state agencies or foreign governments could impede the sale of our products or otherwise harm our
business.

The effects of regulation on our customers or the industries in which they operate may materially and
adversely impact our business. For example, the Ministry of Internal Affairs and Communications in Japan, the
Ministry of Communications and Information in Korea, various national regulatory agencies in Europe, as well
as the European Commission in the European Union, along with the U.S. Federal Communications Commission
have broad jurisdiction over our target markets. Although the laws and regulations of these and other federal or
state agencies may not be directly applicable to our products, they do apply to much of the equipment into which
our products are incorporated. Governmental regulatory agencies worldwide may affect the ability of telephone
companies to offer certain services to their customers or other aspects of their business, which may in turn
impede sales of our products.

In addition to the laws and regulations specific to telecommunications equipment, other laws and
regulations affect our business. For instance, changes in tax, employment and import/export laws and regulations,
and changes their enforcement, commonly occur in the various countries in which we operate. If changes in those
law and regulations, or in the enforcement of those laws and regulations, occur in a manner we did not anticipate,
those changes could cause us to have increased operating costs or to pay higher taxes, and thus have a negative
effect on our operating results.

Compliance with the requirements imposed by Section 404 of the Sarbanes-Oxley Act could harm our
operating results, our ability to operate our business and our investors’ view of us.

If we do not maintain the adequacy of our internal controls, as standards are modified, supplemented or
amended from time to time, we may not be able to ensure that we can conclude on an ongoing basis that we have
effective internal control over financial reporting in accordance with Section 404 of Sarbanes-Oxley. There is a
risk that neither we, nor our independent registered public accounting firm, will be able to conclude that our
internal control over financial reporting is effective as required by Section 404 of Sarbanes-Oxley. In addition,
during the course of our testing we may identify deficiencies that we may not be able to remediate in time to
meet the deadline imposed by Sarbanes-Oxley for compliance with the requirements of Section 404. Effective
internal controls, particularly those related to revenue recognition, valuation of inventory and warranty
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provisions, are necessary for us to produce reliable financial reports and are important to helping prevent
financial fraud. If we cannot provide reliable financial reports or prevent fraud, our business and operating results
could be harmed, investors could lose confidence in our reported financial information, and the trading price of
our stock could drop significantly.

We are highly dependent on manufacturing, development and sales activities outside of the United States;
and as our international manufacturing, development and sales operations expand, we will be increasingly
exposed to various legal, business, political and economic risks associated with our international
operations.

We currently obtain substantially all of our manufacturing, assembly and testing services from suppliers and
subcontractors located outside the United States, and have a significant portion of our research and development
team located India and France. In addition, 92% of our revenue for the year ended December 28, 2008 and 94%
of our revenue for the year ended December 30, 2007 was derived from sales to customers outside the United
States. We have expanded our international business activities and may open other design and operational centers
abroad. International operations are subject to many other inherent risks, including but not limited to:

e political, social and economic instability, including war and terrorist acts;

» exposure to different legal standards, particularly with respect to intellectual property;
e natural disasters and public health emergencies;

¢ trade and travel restrictions;

e the imposition of governmental controls and restrictions or unexpected changes in regulatory
requirements;

e burdens of complying with a variety of foreign laws;

e import and export license requirements and restrictions of the United States and each other country in
which we operate;

e foreign technical standards;
e changes in tariffs;
e difficulties in staffing and managing international operations;
e foreign currency exposure and fluctuations in currency exchange rates;
e difficulties in collecting receivables from foreign entities or delayed revenue recognition; and
e potentially adverse tax consequences.
Because we are currently substantially dependent on our foreign sales, research and development and

operations, any of the factors described above could significantly harm our ability to produce quality products in
a timely and cost effective manner, and increase or maintain our foreign sales.

Fluctuations in exchange rates between and among the Euro, the Indian rupee, the Japanese yen, the
Korean won, the Singapore dollar and the U.S. dollar, and, as well as other currencies in which we do
business, may adversely affect our operating results.

We maintain extensive operations internationally. We have large offices in Bangalore and Hyderabad, India
and other offices in France, Japan, Korea, Singapore and Taiwan. We incur a portion of our expenses in currencies
other than the U.S. dollar, including the Euro, the Indian rupee, the Korean won, the Japanese yen, Singapore dollar
and the Taiwanese dollar. As a result, we may experience foreign exchange gains or losses due to the volatility of
these currencies compared to the U.S. dollar. Because we report our results in U.S. dollars, the difference in
exchange rates in one period compared to another directly impacts period to period comparisons of our operating
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results. In addition, our sales have been historically denominated in U.S. dollars. As a result of an increase in the
U.S. dollar relative to the Korean won, our customers in Korea have significantly reduced their orders; a similar
increase in the U.S. dollar occurs relative to other currencies in the countries where our customers operate could
materially affect our other Asian and European customers’ demand for our products, thereby forcing them to reduce
their orders, which would adversely affect our business. Furthermore, currency exchange rates have been especially
volatile in the recent past and these currency fluctuations may make it difficult for us to predict and/or provide
guidance on our results. Currently, we have not implemented any strategies to mitigate risks related to the impact of
fluctuations in currency exchange rates and we cannot predict future currency exchange rate changes.

Several of the facilities that manufacture our products, most of our OEM customers and the service
providers they serve, and our California facility are located in regions that are subject to earthquakes and
other natural disasters.

Several of our subcontractors’ facilities that manufacture, assemble and test our products, and four of our
subcontractor’s wafer foundries, are located in Malaysia, Singapore and Taiwan. Our customers are currently
primarily located in Japan and Korea. The Asia-Pacific region has experienced significant earthquakes and other
natural disasters in the past and could be subject to additional seismic activities. Any earthquake or other natural
disaster in these areas could significantly disrupt these manufacturing facilities’ production capabilities and could
result in our experiencing a significant delay in delivery, or substantial shortage, of wafers in particular, and
possibly in higher wafer prices, and our products in general. Our headquarters in California are also located near
major earthquake fault lines. If there is a major earthquake or any other natural disaster in a region where one of
our facilities is located, it could significantly disrupt our operations.

Our investments in marketable securities may experience further decline in value, which would require us
to recognize a charge and adversely affect our operating results.

Our marketable securities portfolio, which totals $ 61.2 million at December 28, 2008, includes auction rate
securities of $1.0 million ($7.2 million at cost). Auction rate securities are securities that are structured with short-term
interest rate reset dates of generally less than ninety days, but with contractual maturities that can be well in excess of
ten years. At the end of each interest reset period, which occurs every seven to thirty-five days, investors can sell or
continue to hold the securities at par. In the third quarter of 2007, certain auction rate securities with a cost value of
$7.2 million failed auction and did not sell. We recorded an other-than-temporary impairment of approximately
$6.2 million during the three months ended September 28, 2008 related to these auction rate securities. Although we
believe that $1.0 million is the current fair value of these securities, there is a risk that the value of the securities may
decline in value further, which would result in additional loss being recognized in our statement of operations.

Changes in our tax rates could affect our future results.

Our future effective tax rates could be favorably or unfavorably affected by the absolute amount and future
geographic distribution of our pre-tax income, our ability to successfully shift our operating activities to our
foreign operations and the amount and timing of inter-company payments from our foreign operations subject to
U.S. income taxes related to the transfer of certain rights and functions.

Risks Related to Our Common Stock

Our stock price has been and may continue to be volatile, and you may not be able to resell shares of our
common stock at or above the price you paid, or at all.

The market price of our common stock has fluctuated substantially since our initial public offering and is
likely to continue to be highly volatile and subject to wide fluctuations. Fluctuations have occurred and
may continue to occur in response to various factors, many of which we cannot control, including:

e quarter-to-quarter variations in our operating results;

e announcements of changes in our senior management;
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e the gain or loss of one or more significant customers or suppliers;
e announcements of technological innovations or new products by our competitors, customers or us;
e the gain or loss of market share in any of our markets;

e general economic and political conditions and specific conditions in the semiconductor industry and
broadband technology markets, including seasonality in sales of consumer products into which our
products are incorporated;

e continuing international conflicts and acts of terrorism;

e changes in earnings estimates or investment recommendations by analysts;
e changes in investor perceptions;

e changes in product mix; or

* changes in expectations relating to our products, plans and strategic position or those of our
competitors or customers.

The closing sale price of our common stock on the NASDAQ Global Market for the period of December 31,
2006 to December 28, 2008 ranged from a low of $1.02 to a high of $9.34.

In addition, the market prices of securities of semiconductor and other technology companies have been
volatile, particularly companies, like ours, with low trading volumes. This volatility has significantly affected the
market prices of securities of many technology companies for reasons frequently unrelated to the operating
performance of the specific companies. Accordingly, you may not be able to resell your shares of common stock
at or above the price you paid.

The pending class action litigation could cause us to incur substantial costs and divert our management’s
attention and resources.

In November 2006, three putative class action lawsuits were filed in the United States District Court for the
Southern District of New York against the Company, our directors and two former executive officers, as well as
the lead underwriters for our initial and secondary public offerings. The lawsuits were consolidated and an
amended complaint was filed on April 24, 2007. The amended complaint alleges certain material
misrepresentations and omissions by us in connection with our initial public offering in September 2005 and the
follow-on offering in March 2006 concerning our business and prospects, and seeks unspecified damages. On
June 25, 2007, we filed motions to dismiss the amended complaint; plaintiffs opposed our motions, and a hearing
on our motions was heard on January 16, 2008. The Court dismissed the case with prejudice on March 10, 2008.
On March 25, 2008, plaintiffs filed a motion for reconsideration, and on June 12, 2008, the District Court denied
the motion for reconsideration. On October 15, 2008, plaintiffs appealed the District Court’s dismissal of the
amended complaint and denial of its motion for reconsideration to the United States Court of Appeals for the
Second Circuit. The parties have filed their respective briefs with the Second Circuit and are awaiting
notification from the court as to whether oral argument will be allowed. The Company cannot predict the likely
outcome of the appeal. If we are not successful in our defense of the lawsuits, we could be forced to make
significant payments to class members and their lawyers, and such payments could have a material adverse effect
on our business, financial condition, cash flows and results of operations, if not covered by our insurance service
providers. Even if such claims are not successful, the litigation could result in substantial expenses and the
diversion of management’s attention, which could have an adverse effect on our business.

If securities or industry analysts do not continue to publish research or reports about our business, or if
they issue an adverse opinion regarding our stock, our stock price and trading volume could decline.

The trading market for our common stock is influenced by the research and reports that industry or
securities analysts publish about us or our business. If one or more of the analysts who cover us issue an adverse
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opinion regarding our stock, our stock price would likely decline. If one or more of these analysts cease coverage
of our company or fail to regularly publish reports on us, we could lose visibility in the financial markets, which
in turn could cause our stock price or trading volume to decline.

Continuing to repurchase the Company’s common stock may not be positively received by investors or
may not occur at all.

In April 2008 our Board of Directors authorized a program to repurchase shares of our outstanding common
stock having an aggregate value of up to $10 million, as opportunities arise and depending upon market
conditions and other factors. To date, we have purchased $5.2 million of our common stock under this program.
The timing, amount and nature of the remaining $4.8 million of stock repurchases will be at the discretion of
management. Our Board of Directors authorized the repurchase program based upon the belief that it is an
appropriate use of the Company’s cash, and a benefit to stockholders. The program, as authorized by the Board
does not obligate us to acquire any particular amount of common stock, and may be modified, suspended or
discontinued at any time at management’s sole discretion. Repurchases under the program may be made in open
market or privately negotiated transactions in compliance with applicable legal requirements. Certain factors,
including a substantial increase in the stock price or an unexpected competing cash requirement may prevent us
from executing the remainder, or some portion of the remainder, of this repurchase program.

Substantial future sales of our common stock in the public market could cause our stock price to fall.

As of March 2, 2009, we had approximately 29.1 million shares of common stock outstanding. Of these
shares, 6.4 million were sold in our initial public offering in September 2005 and an additional 2.5 million were
sold in a follow-on public offering in March 2006. All of these shares are freely tradable under federal and state
securities laws without further registration under the Securities Act, except that any shares held by our
“affiliates” (as that term is defined under Rule 144 of the Securities Act) may be sold only in compliance with the
limitations under Rule 144. The remaining outstanding shares are “restricted securities” and generally are
available for sale in the public market at various times upon qualification for exemption pursuant to Rules 144
and/or 701 of the Securities Act.

In the future, we intend to issue additional shares to our employees, directors or consultants, and may issue
shares in connection with corporate acquisitions, as well as in follow-on offerings to raise additional capital. Due
to these factors, sales of a substantial number of shares of our common stock in the public market could occur at
any time. These sales could reduce the market price of our common stock.

Delaware law and our corporate charter and bylaws contain anti-takeover provisions that could delay or
discourage takeover attempts that stockholders may consider favorable.

Provisions in our certificate of incorporation may have the effect of delaying or preventing a change of
control or changes in our management. These provisions include the following:

e the right of the Board of Directors to elect a director to fill a vacancy created by the expansion of the
Board of Directors;

e the establishment of a classified Board of Directors requiring that not all members of the board be
elected at one time;

e the prohibition of cumulative voting in the election of directors which would otherwise allow less than
a majority of stockholders to elect director candidates;

e the requirement for advance notice for nominations for election to the board of directors or for
proposing matters that can be acted upon at a stockholders’ meeting;

e the ability of the Board of Directors to alter our bylaws without obtaining stockholder approval,
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* the ability of the Board of Directors to issue, without stockholder approval, up to 5,000,000 shares of
preferred stock with terms set by the Board of Directors, which rights could be senior to those of
common stock;

e the required approval of holders of at least two-thirds of the shares entitled to vote at an election of
directors to adopt, amend or repeal our bylaws or amend or repeal the provisions of our certificate of
incorporation regarding the election and removal of directors and the ability of stockholders to take
action;

» the required approval of holders of a majority of the shares entitled to vote at an election of directors to
remove directors for cause; and

e the elimination of the right of stockholders to call a special meeting of stockholders and to take action
by written consent.

We are also subject to provisions of the Delaware General Corporation Law that, in general, prohibit any
business combination with a beneficial owner of 15% or more of our common stock for three years after the
point in time that such stockholder acquired shares constituting 15% or more of our shares, unless the holder’s
acquisition of our stock was approved in advance by our board of directors.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None

ITEM 2. PROPERTIES
Facilities

Our headquarters are located at 47669 Fremont Boulevard, Fremont, California, where we lease
approximately 74,500 square feet of space under our lease agreements expiring in April 2011. We also lease
approximately 28,600 square feet of space in Bangalore, and 18,400 square feet in Hyderabad, India. We intend
to vacate our space in Hyderabad, India by the end of the year. We believe that our facilities are adequate for the
next 12 months and that, if required, suitable additional space will be available on commercially reasonable terms
to accommodate our operations. In addition to our headquarters, we lease office space in Sophia Antipolis,
France; Tokyo, Japan; Seoul, Korea; Taipei, Taiwan and Singapore.

ITEM 3. LEGAL PROCEEDINGS
Legal Proceedings

In November 2006, three putative class action lawsuits were filed in the United States District Court for the
Southern District of New York against the Company, its directors and two former executive officers, as well as
the lead underwriters for its initial and secondary public offerings. The lawsuits were consolidated and an
amended complaint was filed on April 24, 2007. The amended complaint sought unspecified damages for certain
alleged material misrepresentations and omissions made by the Company in connection with both its initial
public offering in September 2005 and its follow-on offering in March 2006. On June 25, 2007, the Company
filed a motion to dismiss the amended complaint, plaintiffs opposed the motion, and on March 10, 2008, the
District Court ordered the case dismissed with prejudice. On March 25, 2008, plaintiffs filed a motion for
reconsideration, and on June 12, 2008, the District Court denied the motion for reconsideration.

On October 15, 2008, plaintiffs appealed the District Court’s dismissal of the amended complaint and denial
of its motion for reconsideration to the United States Court of Appeals for the Second Circuit. The parties have
filed their respective briefs with the Second Circuit and are awaiting notification from the court as to whether
oral argument will be allowed. The Company cannot predict the likely outcome of the appeal, and an adverse
result in the litigation could have a material effect on its financial statements.

Additionally, from time to time, the Company is a party to various legal proceedings and claims arising
from the normal course of business activities. Based on current available information, the Company does not
expect that the ultimate outcome of any currently pending unresolved matters, individually or in the aggregate,
will have a material adverse effect on its results of operations, cash flows or financial position.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No stockholder votes took place during the fourth quarter of 2008.
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PART II

ITEM S. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Price Range of Common Stock

Our common stock is quoted on the NASDAQ Global Market under the symbol “IKAN". The following
tables sets forth the high and low sales prices of our common stock as reported on the NASDAQ Global Market
for the periods indicated.

ﬂ Low

2007

FAIST QUATTET © . 4 ot $9.45 $7.31

SECONA QUATTET . . .+ v\ vttt ettt et ettt e $8.30  $6.70

THIrd QUATTET .« . .\ vttt $7.90  $5.50

FOourth qUAarter . ... ... ... ....u e $6.97  $5.21
2008

FAIST QUATTET . . .\ vt $5.46  $3.81

SECONA QUATTET . . .\ v\ vttt ettt ettt ettt $4.78  $3.02

THIrd QUATTET .« . .\ vttt $3.42  $1.76

FOourth qUAarter . ... ... ... ....u e $2.07  $0.87

As of March 2, 2009, there were approximately 444 holders of record of our common stock.

Dividend Policy

We have never declared or paid any cash dividends on our common stock or other securities. We currently
anticipate that we will retain all of our future earnings for use in the expansion and operation of our business and
do not anticipate paying any cash dividends in the foreseeable future. We also may incur indebtedness in the
future that may prohibit or effectively restrict the payment of dividends on our common stock. Any future
determination related to our dividend policy will be made at the discretion of our board of directors.

Equity Compensation Plan Information

The information required by this item regarding equity compensation plans is incorporated by reference to
the information set forth in Part III, Item 12 of this annual report on Form 10-K.

Sale of Unregistered Securities

For the three years ended December 28, 2008, we issued 177,380 shares of unregistered common stock to
Sam Heidari.

We claimed exemption from registration under the Securities Act for the issuance of securities in the
transaction described above by virtue of Section 4(2) and/or Regulation D promulgated thereunder as a
transaction not involving any public offering. The purchaser of the unregistered securities for which we relied on
Regulation D and/or Section 4(2) was an accredited investor as defined under the Securities Act. We claimed
such exemption on the basis that (a) the purchaser represented that he intended to acquire the securities for
investment only and not with a view to the distribution thereof and that he either received adequate information
about us or had access, through employment or other relationships, to such information and (b) appropriate
legends were affixed to the stock certificates issued in such transactions. The recipient either received adequate
information about us or had adequate access, through their relationships with us, to information about us.
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Performance Graph

The performance graph below is required by the SEC and shall not be deemed to be incorporated by
reference by any general statement incorporating by reference this annual report on Form 10-K into any filing
under the Securities Act or the Securities Exchange Act except to the extent we specifically incorporate this
information by reference and shall not otherwise be deemed soliciting material or filed under such acts.

The following graph shows a comparison of cumulative total stockholder return, calculated as of the end of
each six month period on a dividend-reinvested basis, for Ikanos Communications, the NASDAQ Stock Market
(U.S.) Index, and the Philadelphia Semiconductor Index. The graph assumes that $100 was invested in Ikanos
Communications common stock, the NASDAQ Stock Market (U.S.) Index and the Philadelphia Semiconductor
Index from the date of our initial public offering on September 22, 2005 through December 28, 2008. Note that
historic stock price performance is not necessarily indicative of future stock price performance.

$150

$100

$50

Sept 22,2005 Dec 30,2005 Jun 30,2006 Dec 29,2006 Jun 30,2007 Dec 30,2007 Jun29,2008 Dec 28,2008

= |kanos Communications
—— Philadelphia Semiconductor Index
- - - - Nasdaq Stock Market U.S. Index

22-Sep-05 30-Dec-05 30-Jun-06 29-Dec-06 30-Jun-07 30-Dec-07 29-Jun-08 28-Dec-08

Ikanos Communications .... $100 $123 $127 $ 72 $ 63 $ 45 $ 28 $9
Philadelphia Semiconductor

Index ................. $100 $105 $ 97 $102 $110 $ 90 $ 81 $44
NASDAQ Stock Market

US) oo $100 $105 $103 $115 $123 $126 $109 $73
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated financial
statements and related notes included elsewhere in this annual report on Form 10-K. Our fiscal years are the 52
or 53 week periods ended on the Sunday nearest the end of December. Our fiscal quarters reported are the
consecutive 13th or 14th week periods ending on the Sunday nearest to the end of the month. Historical results

are not necessarily indicative of the results to be expected in the future.

Consolidated Statements of Operations Data:
Revenue .......... ... .. ... ... ...
Cost of revenue(1)

Gross margin
Operating expenses:
Research and development(1)
Selling, general and administrative(l) .. ...
Operating asset impairments
Restructuring charges . .. ...............
Common stock offering expenses

Total operating expenses

Income (loss) from operations ...............
Investment impairment . ................
Interest income, net

Income (loss) before income taxes . ...........
Provision for income taxes . .............
Income (loss) before cumulative change in
accounting principle .. ......... .. .. ...
Cumulative effect of change in accounting
principle, net of tax(2)

Net income (loss)(3)(4)

Basic net income (loss) per share:
Prior to cumulative effect of change in
accounting principle, net of tax
Cumulative effect of change in accounting
principle, net of tax

Net income (loss) per share(5)(6)

Weighted average number of shares

Diluted net income (loss) per share:(6)
Prior to cumulative effect of change in
accounting principle, net of tax
Cumulative effect of change in accounting
principle, net of tax

Net income (loss) per share(5)(6)

Weighted average number of shares

Year Ended
January 2, January 1, December 31, December 30, December 28,
2005 2006 2006 2007 2008
(In thousands, except per share data)
$66,676 $85,071 $134,685 $107,467 $106,505
40,215 39,281 81,352 63,264 61,827
26,461 45,790 53,333 44,203 44,678
21,732 28,439 53,733 51,056 43,231
13,299 15,532 25,082 27,398 25,823
— — — — 12,496
— — 1,691 3,661 —
— — 954 — —
35,031 43,971 81,460 82,115 81,550
(8,570) 1,819 (28,127) (37,912) (36,872)
— — — — (6,166)
106 1,218 4,970 4,942 2,145
(8,464) 3,037 (23,157) (32,970) (40,893)
— 295 280 294 220
(8,464) 2,742 (23,437) (33,264) (41,113)
— — 638 — —
$(8,464) $ 2,742 $(22,799) $(33,264) $(41,113)
$ (559 $0.14 $ (08 $ (1.16) $ (14D
— — 0.02 — —
$ 559 $ 0.14 $ (0.86) $ (1.16) $ (1.41)
1,515 19,002 26,627 28,626 29,084
$ 559 $ 0.13 $ (0.88) $ (1.16) $ (1.41)
— — 0.02 — —
$ 559 $ 0.13 $ (0.86) $ (1.16) $ (141
1,515 21,161 26,627 28,626 29,084
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(1) Amounts include stock-based compensation as follows:

Year Ended
January 2, January 1, December 31, December 30, December 28,
2005 2006 2006 2007 2008
Costofrevenue ............ $ 40 $ 271 $ 267 $ 271 $ 305
Research and development . . . . 1,054 3,832 4,920 7,917 5,258
Selling, general and
administrative . ........... 3,876 4,120 4,471 5,686 4,923

(2) The cumulative effect of the change in accounting principle arises from the adoption Statement of Financial
Accounting Standards No. (SFAS) 123 (revised 2004), Share-Based Payment (SFAS 123(R)).

(3) Netloss for 2006, 2007 and 2008 included stock-based compensation expense under SFAS 123(R) of $9.7
million, $13.9 million and $10.5 million, respectively. Because we implemented SFAS 123(R) as of
January 2, 2006 using the modified prospective transition method, prior periods do not reflect stock-based
compensation expense related to this new accounting standard. See “Note 11. Stock-Based Compensation”
to the consolidated financial statements included in this report.

(4) Net loss for 2006 and 2008 includes acquired company results of operations beginning on the date of
acquisition. See “Note 2. Business Combinations” to the consolidated financial statements included in this
report for a summary of recent significant acquisitions.

(5) Netincome (loss) per share has been retroactively adjusted to give effect to our September 20, 2005,
1-for-12 reverse stock split.

(6) The basic and diluted net loss computations exclude potential shares of common stock issuable upon
conversion of convertible preferred stocks and exercise of options and warrants to purchase common stock
when their effect would be anti-dilutive. See “Note 1. Ikanos and Summary of Significant Accounting
Policies™ to the consolidated financial statements included in this report.

January 2, January 1, December 31, December 30, December 28,

2005 2006 2006 2007 2008
(In thousands)

Consolidated Balance Sheet Data:
Cash, cash equivalents and short-term

INVEStMENTS . o oot e e e e e e $ 25428 $ 93,920 $109,638 $83,972 $63,339
Working capital ............ ... .. .. ... 18,297 95,627 108,685 89,047 72,015
Total assets . .......... ... ..uiunin... 42,031 125,595 175,857 153,156 107,433
Debt and capital lease obligations . .......... 2,695 1,964 1,805 — —
Convertible preferred stock . ............... 101,633 — — — —
Total stockholders’ equity (deficit) .......... (76,685) 103,976 142,890 124,933 89,516
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This discussion contains 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. Actual results could differ materially from those
projected in the forward-looking statements as a result of a number of factors, risks and uncertainties, including
the risk factors set forth in this discussion, as more fully described in Part I, Item 1.A “Risk Factors” in this
annual report on Form 10-K. Generally, the words “anticipate”, “expect”, “intend”, “believe” and similar
expressions identify forward-looking statements. These forward-looking statements include, without limitation,
our expectation that a small number of OEMs will continue to account for a substantial portion of our revenue;
our existing and expected cash, cash equivalents and cash flows will be sufficient to meet our anticipated cash
needs for at least the next twelve months, our belief in the effectiveness of our internal controls; our expectation
that significant customer concentration in a small number of OEM customers will continue for the foreseeable
future; our expectation that our foreign currency exposure will increase as our operations in India and other
countries expand; and future costs and expenses and financing requirements. The forward-looking statements
made in this Form 10-K are made as of the filing date with the Securities and Exchange Commission and future
events or circumstances could cause results that differ significantly from the forward-looking statements
included here. Accordingly, we caution readers not to place undue reliance on these statements and, except as
required by law, we assume no obligation to update any such forward-looking statements.

The following discussion and analysis should be read in conjunction with the consolidated financial
statements and related notes that are included elsewhere in this annual report on Form 10-K.

Overview

We are a leading global provider of high-performance silicon and software for interactive broadband. We
develop and market end-to-end products for the last mile and the digital home, which enable carriers to offer
enhanced triple play services, including voice, video and data. Our products power DSLAMSs, ONTs,
concentrators, CPE, modems and RGs for leading OEMs. Our products have been deployed by carriers in Asia,
Europe and North America. We believe that we can offer advanced products by continuing to push existing limits
in silicon, systems and software. We have developed programmable, scalable chip architectures, which form the
foundation for deploying and delivering triple play services. Expertise in the creation and integration of unique
DSP algorithms with advanced digital, mixed signal and analog semiconductors enables us to offer high-
performance, high-density and low power VDSL products. Flexible network processor architecture with wire-
speed packet processing capabilities enables high-performance residential gateways for distributing advanced
services in the home. These industry-leading products thus support carriers’ triple play deployment plans to the
digital home while keeping their capital and operating expenditures low.

We outsource all of our semiconductor fabrication, assembly and test functions, which enable us to focus on
design, development, sales and marketing of our products and reduce the level of our capital investment. Our
customers consist primarily of ODMs, CMs and OEMs, who in turn sell our semiconductors as part of their
solutions to carriers. We also sell to distributors, who in turn sell to ODMs, CMs and OEMs. We were
incorporated in April 1999, and through December 31, 2001, we were engaged principally in research and
development. We began commercial shipment of our products in the fourth quarter of 2002. Over the last three
years, our revenue was $134.7 million in 2006, $107.5 million in 2007 and $106.5 million in 2008.

Quarterly revenue fluctuations are characteristic of our industry and affect our business, especially due the
concentration of our revenue among a few customers. For instance, in the fourth quarter of 2006, our revenue
declined by $15.7 million, or 43%, from the third quarter of 2006. In the third quarter of 2008, our revenue
declined by $5.7 million, or 19% from the second quarter of 2008. These quarterly fluctuations can result from a
mismatch of supply and demand. Specifically, carriers purchase equipment based on planned deployment.
However, carriers may deploy equipment more slowly than initially planned, while OEMs continue for a time to
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manufacture equipment at rates higher than the rate at which equipment is deployed. As a result, periodically and
usually without significant notice, carriers will reduce orders with OEMs for new equipment, and OEMs in turn
will reduce orders for our products, which will adversely impact the quarterly demand for our products, even
when deployment rates may be increasing.

Furthermore, our future revenue growth depends upon new carriers beginning to deploy new platforms with
our products, among other factors. It is inherently difficult to predict if and when platforms will pass
qualification, when carriers will begin to deploy the equipment and at what rate, because we do not control the
qualification criteria or process, and the systems manufacturers and carriers do not always share all of the
information available to them regarding qualification and deployment decisions. For example, in 2008, a carrier
began to deploy a platform including our products, but temporarily put the deployment on hold due to a
regulatory constraint causing our revenue projection to be lower than originally anticipated.

In February 2006, we acquired network processing and ADSL assets from ADI for $32.7 million in cash and
began deriving revenue relating to network processing and ADSL products in the same quarter. This acquisition
enabled us to enter the growing RG semiconductor market and diversified our product offerings, allowing us to
sell into new markets worldwide. As a result of this acquisition, we incurred significant additional expenses
related to the addition of employees and related expenses of developing and marketing products as well as
non-cash acquisition-related charges.

In February 2008, we purchased the DSL technology and related assets from Centillium Communications,
Inc. for approximately $11.9 million in cash. The team of engineers, DSL products, technology, patents and other
intellectual property allow us to extend our market leadership as well as accelerate our digital home initiatives
and next generation VDSL2 development.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and the results of operations are based on our
consolidated financial statements that have been prepared in accordance with accounting principles generally
accepted in the United States, or GAAP. In preparing our consolidated financial statements, we make
assumptions, judgments and estimates that can have a significant impact on amounts reported in our consolidated
financial statements. We base our assumptions, judgments and estimates on historical experience and various
other factors that we believe to be reasonable under the circumstances. Actual results could differ materially from
these estimates under different assumptions or conditions. On a regular basis, we evaluate our assumptions,
judgments and estimates and make changes accordingly. We also discuss our critical accounting estimates with
the Audit Committee of the Board of Directors. We believe that the assumptions, judgments and estimates
involved in the accounting for revenue, cost of revenue, marketable securities, accounts receivable, inventories,
warranty, income taxes, impairment of goodwill and related intangibles, acquisitions and stock-based
compensation expense have the greatest potential impact on our consolidated financial statements, so we
consider these to be our critical accounting policies. We discuss below the critical accounting estimates
associated with these policies. Historically, our assumptions, judgments and estimates relative to our critical
accounting policies have not differed materially from actual results.

Revenue Recognition

The performance of our semiconductor products is reliant upon firmware. Accordingly, revenue from the
sale of semiconductors is recognized in accordance with Emerging Issues Task Force Issue No. (EITF) 03-05,
Application of AICPA Statement of Position 97-2 to non-software deliverables in an arrangement containing
more-than-incidental software. Revenue from sales of semiconductors is recognized upon shipment when
persuasive evidence of an arrangement exists, the required firmware is delivered, legal title and risk of ownership
has transferred, the price is fixed or determinable and collection of the resulting receivable is probable. In
instances where semiconductors are shipped prior to the release of the related production level firmware, revenue
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is deferred as we have not established vendor-specific objective evidence of fair value for the undelivered
firmware. Revenue related to these products is recognized when the firmware is delivered or otherwise made
available to the customer. In addition, we record reductions to revenue for estimated product returns and pricing
adjustments, such as volume purchase incentives, in the same period that the related revenue is recorded. The
amount of these reductions is based on historical sales returns, analysis of credit memo data, specific criteria
included in volume purchase incentives agreements, and other factors known at the time. Additional reductions
to revenue would result if actual product returns or pricing adjustments exceed our estimates or if we settle any
claims brought by our customers that are in excess of our standard warranty terms for cash payments.

Marketable Securities

We account for our marketable securities in accordance with SFAS 115, Accounting for Certain Investments
in Debt and Equity Securities. We classify our marketable securities as available-for-sale at the time of purchase
and re-evaluate such designation as of each consolidated balance sheet date. Our marketable securities include
commercial paper, corporate bond and government securities and auction rate securities. Our marketable
securities are reported at fair value with the related unrealized gains and losses included in accumulated other
comprehensive income (loss), a component of stockholders’ equity. Realized gains or losses on the sale of
marketable securities are determined using the specific-identification method. We evaluate our investments
periodically for possible other-than-temporary impairment by reviewing factors such as the length of time and
extent to which fair value has been below cost basis, the financial condition of the issuer and our ability and
intent to hold the investment for a period of time which may be sufficient for anticipated recovery of market
value. We record an impairment charge to the extent that the carrying value of our available-for-sale securities
exceeds the estimated fair market value of the securities and the decline in value is determined to be other-than-
temporary. During 2008, upon determining that the decline in market value of our investment in auction rate
securities was other-than-temporary, we wrote down the investments to their estimated realizable fair value of
$1.0 million and recorded an investment impairment charge of $6.2 million.

Accounts Receivable Allowance

We perform ongoing credit evaluations of our customers and adjust credit limits, as determined by our
review of current credit information. We continuously monitor collections and payments from our customers and
maintain an allowance for doubtful accounts based upon our historical experience, our anticipation of
uncollectible accounts receivable and any specific customer collection issues that we have identified. While our
credit losses have historically been low and within our expectations, we may not continue to experience the same
credit loss rates that we have in the past. Our receivables are highly concentrated in a relatively small number of
customers. Therefore, a significant change in the liquidity, financial position, or willingness to pay timely, or at
all, of any one of our significant customers would have a significant impact on our results of operations and cash
flows.

Inventories

We value our inventories at the lower of cost or estimated market value. We estimate market value based on
our current pricing, market conditions and specific customer information. We write down inventory for estimated
obsolescence of unmarketable inventories and quantities on hand in excess of estimated future demand and
market conditions. If actual shipments are less favorable than expected, additional charges may be required.
Additionally, we specifically reduce inventory to the lower of cost or market if pricing trends or forecasts
indicate that the carrying value of inventory exceeds its estimated selling price. Once inventory is written down,
a new accounting basis is established, and it is not written back up in future periods.

Warranty

We provide for the estimated cost of product warranties at the time revenue is recognized based on our
historical experience of similar products. While we engage in product quality programs and processes, including
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monitoring and evaluating the quality of our suppliers, our warranty accrual is affected by our contractual
obligations, product failure rates, the estimated and actual cost incurred by us and our customers for replacing
defective parts. Costs may include replacement parts, labor to rework and freight charges. We monitor product
returns for warranty and maintain an accrual for the related warranty expenses. Should actual failure rates, cost of
product replacement and inbound and outbound freight costs differ from our estimates, revisions to the estimated
warranty reserve would be required.

Acquisitions

We are required to allocate the purchase price of acquired companies to the tangible and intangible assets
acquired, liabilities assumed, as well as purchased in-process research and development (IPR&D) based on the
estimated fair values. We use various models to determine the fair values of the assets acquired and liabilities
assumed. These models include the discounted cash flow (DCF), the royalty savings method and the cost savings
approach. The valuation requires management to make significant estimates and assumptions, especially with
respect to long-lived and intangible assets.

Critical estimates in valuing certain of the intangible assets include, but are not limited to, future expected
cash flows from customer contracts, customer lists, distribution agreements and acquired developed technologies
and patents; expected costs to develop the IPR&D into commercially viable products and estimating cash flows
from the projects when completed; the acquired company’s brand awareness and market position as well as
assumptions about the period of time the brand will continue to be used in the combined company’s product
portfolio; and discount rates. We derive our discount rates from our internal rate of return based on our internal
forecasts and we may adjust the discount rate giving consideration to specific risk factors of each asset.
Management’s estimates of fair value are based upon assumptions believed to be reasonable but which are
inherently uncertain and unpredictable. Assumptions may be incomplete or inaccurate, and unanticipated events
and circumstances may occur.

Accounting for Impairment of Goodwill

During the third quarter of 2008, we assessed the fair value of the goodwill that resulted from the Centillium
DSL and NPA acquisitions for impairment in accordance with SFAS 142, Goodwill and Other Intangible Assets,
which requires that goodwill be tested for impairment on a periodic basis. The process of evaluating the potential
impairment of goodwill is highly subjective and requires significant management judgment to forecast future
operating results, projected cash flows and current period market capitalization levels. In estimating the fair value
of the business, we make estimates and judgments about the future cash flows. Although our cash flow forecasts
are based on assumptions that are consistent with the plans and estimates we are using to manage our business,
there is significant judgment in determining such future cash flows. We also consider market capitalization on
the date we perform the analysis. Based on our annual impairment test performed during the third quarter of
2008, we concluded that there was significant impairment of goodwill and, therefore, took an impairment charge
for the entire balance of $7.4 million.

Accounting for Income Taxes

We record the estimated future tax effects of temporary differences between the tax basis of assets and
liabilities and amounts reported in the balance sheets, as well as operating loss and tax credit carry forwards. We
have recorded a full valuation allowance against our deferred tax asset. Based on our historical losses and other
available objective evidence, we determined it is more likely than not that the deferred tax asset will not be
realized. While we have considered potential future taxable income and ongoing prudent and feasible tax
planning strategies in assessing the need for the full valuation allowance, in the event that we were to determine
that we would be able to realize our deferred tax assets in the future, an adjustment to the deferred tax asset
would increase net income in the period such determination was made. In addition, the calculation of our tax
liabilities involves dealing with uncertainties in the application of complex tax regulations. As a result of the
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implementation of the Financial Accounting Standards Board (FASB) Interpretation No. (FIN) 48, Accounting
for Uncertainty in Income Taxes—An Interpretation of FASB Statement No. 109, we recognize liabilities for
uncertain tax positions based on the two-step process prescribed within the interpretation. The first step is to
evaluate the tax position for recognition by determining if the weight of available evidence indicates that it is
more likely than not that the position will be sustained on audit, including resolution of related appeals or
litigation processes, if any. The second step is to measure the tax benefit as the largest amount that is more than
50% likely of being realized upon ultimate settlement.

Stock-Based Compensation Expense

We account for share-based compensation related to share-based transactions in accordance with the
provisions of SFAS 123(R), Share-Based Payment. Under the fair value recognition provisions of SFAS 123(R),
share-based payment expense is estimated at the grant date based on the fair value of the award and is recognized
as expense ratably over the requisite service period of the award. Determining the appropriate fair value model
and calculating the fair value of stock-based awards requires judgment, including estimating stock price
volatility, forfeiture rates and expected life. We elected to use the modified prospective transition method as
permitted by SFAS 123(R) and therefore we have not restated our financial results for prior periods.

We have estimated the expected volatility as an input into the Black-Scholes valuation formula when
assessing the fair value of options granted. Our current estimate of volatility was based upon a blend of average
historical volatilities of our stock price and that of our peer group. To the extent volatility of our stock price
increases in the future, our estimates of the fair value of options granted in the future could increase, thereby
increasing share-based payment expense in future periods. In addition, we apply an expected forfeiture rate when
amortizing share-based payment expense. Our estimate of the forfeiture rate was based primarily upon historical
experience of employee turnover. To the extent we revise this estimate in the future; our share-based payment
expense could be materially impacted in the quarter of revision, as well as in following quarters. Our expected
term of options granted was derived from the average midpoint between vesting and the contractual term, as
described in the SEC’s Staff Accounting Bulletin No. (SAB) 107, Share-Based Payment. In the future, as
empirical evidence regarding these input estimates is able to provide more directionally predictive results, we
may change or refine our approach of deriving these input estimates. These changes could impact our fair value
of options granted in the future.

Previously, we elected to account for these share-based payment awards under Accounting Principles Board
Opinion (APB) No. 25, Accounting for Stock Issued to Employees, and elected to only disclose the pro forma
impact of expensing the fair value of stock options in the notes to the financial statements.

The above items are not a comprehensive list of all of our accounting policies. In many cases, the
accounting treatment of a particular transaction is specifically dictated by GAAP with no need for our
management’s judgment in their application. There are also areas in which our management’s judgment in
selecting any available alternative would not produce a materially different result. See our consolidated financial
statements and related notes thereto included elsewhere in this annual report on Form 10-K that contain
accounting policies and other disclosures required by GAAP.

Results of Operations
Revenue

Our revenue is derived from sales of our semiconductor products. Revenue from product sales is generally
recognized upon shipment, net of sales returns, rebates and allowances. As is typical in our industry, the selling
prices of our products generally decline over time. Therefore, our ability to increase revenue is dependent upon
our ability to increase unit sales volumes of existing products and to introduce and sell new products in greater
quantities. Our ability to increase unit sales volume is dependent primarily upon our ability to increase and fulfill
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current customer demand and obtain new customers. We believe that the recent economic downturn has impacted
the businesses of service providers around the world, causing them to re-evaluate how they employ capital.
Consequently the rate at which broadband infrastructure is upgraded may slow or new broadband programs could
be delayed. We believe that the weak economy has contributed to the decline in our revenue that we experienced
in the third and fourth quarters of 2008.

The effect of the economic downturn on currencies has also impacted our business. For example, the Korean
won devalued greatly against the U.S. dollar in the third quarter of 2008, affecting the gross profit our OEM
customers made on their products. In turn, they significantly reduced their orders to us. As we look to 2009, we
expect that the revenue environment will continuing to be challenging.

Revenue decreased marginally by $1.0 million, or 1%, to $106.5 million in 2008 from $107.5 million in
2007. Although our average sales price has remained consistent year over year, our number of units shipped has
decreased by 1% creating the 1% decline in revenue. Second half revenue declined from the first half of 2008 in
line with the general worldwide economic decline. European revenue increased $6.3 million, or 22%, from 2007
as a number of European carriers began deploying VDSL?2 solutions. Asian sales declined $9.3 million or 13%
from 2007. Korean sales continued to decline as OEMs reduced purchases due the weakness on the Korean Won
combined with the deteriorating economic climate. Japanese sales were strong during the first nine months of
2008, but declined in the fourth quarter as the OEMs closely monitored their inventory levels in light of the weak
Asian economy.

Revenue decreased by $27.2 million, or 20%, to $107.5 million in 2007 from $134.7 million in 2006. The
majority of the decrease related to an overall decline in volume of units sold due to a number of factors,
including an equipment correction in Japan as carriers slowed orders as they lowered their existing equipment
levels, a product transition in Korea as carriers moved to our 5 generation product platform as well as some
market share loss to PON technologies and a lower volume of ADSL-based gateways being sold in Europe. A
portion of the revenue decrease also related to a product shift in Japan from Access to Gateway products,
whereby the Gateway products have a lower selling price than the Access products.

We generally sell our products to OEMs through a combination of our direct sales force, third-party sales
representatives and distributors. Sales are generally made under short-term, non-cancelable purchase orders. We
also have volume purchase agreements, and certain customers who provide us with non-binding forecasts.
Although certain OEM customers may provide us with rolling forecasts, our ability to predict future sales in any
given period is limited and subject to change based on demand for our OEM customers’ systems and their supply
chain decisions. Historically, a small number of OEM customers, the composition of which has varied over time,
have accounted for a substantial portion of our revenue, and we expect that significant customer concentration
will continue for the foreseeable future, but it may diversify across more carrier customers as we expect more
carriers world-wide to begin deployments of broadband solutions and Gateway products. The following direct
customers accounted for more than 10% of our revenue for the years indicated. Sales made to OEMs are based
on information that we receive at the time of ordering.

Our Direct Customer OEM Customer w w w
NEC Corporation .. ................ NEC Corporation . .............. 25% 29% 23%
Paltek Corporation .. ............... Sumitomo Electric Industries ... .. 23 * *
Sagem ... Sagem ............. ... ... 21 20 23
Alcatel-Lucentand its CMs . ......... Alcatel-Lucent ................. 11 * *
Altima Corporation ................ Sumitomo Electric Industries .. ... * 12 19
Uniquest . .. .o Dasan, Millinet and Ubiquoss . . . .. * 11 22

*  Less than 10%
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Revenue by Region as a Percentage of Total Revenue

2008 2007 2006

AT 59% 67% T0%
BUrope . .o 33 27 25
North AMErica . ... ... e e 8 6 5

The table above reflects sales to our direct customers based on where they are headquartered. It does not
necessarily reflect carrier deployment of our products as we do not sell directly to them. Comparing 2008 to
2007, revenue from Asia declined both in terms of percentage of total revenue and absolute dollars due to the
weakness in the Japanese and Korean markets. The decline was partially offset by growth in Europe both in
absolute terms and as a percentage of total revenue. The increase in European revenue was due to Alcatel-
Lucent’s ramping up of production as carriers such as Belgacom and Swisscom began or increased their
deployments or VDSL solutions. North American revenue increased versus 2007 due to sales to an OEM,
headquartered in the U.S., whose end customer is located in Europe.

Comparing 2007 to 2006, revenue from Korea decreased by $17.8 million, which represents the greatest
geographical decline for this period. The decrease is due to an OEM that ceased to manufacture product for
carriers in Japan in 2006, a product transition to our 5t generation products in early 2007 and a loss of a portion
of the market to PON-based technology. Although Japan revenue increased as a percentage of total revenue, it
decreased by $5.4 million in absolute dollars as overall volume declined and as we experienced a shift from
Access to Gateway products, which have lower average sales price. Revenue in France decreased $8.0 million
due to lower volume shipped, mainly attributed to decreased Gateway sales.

Revenue by Product Family as a Percentage of Total Revenue

2008 2007 2006

ACCSS vttt 9% 58% 53%
GaEBWAY .« . o ettt et e e 51 42 47

During 2008 as a percentage of total revenue, Gateway improved from the prior year while Access revenue
declined. The shift between Access and Gateway revenues predominantly resulted from declines in Asian Access
revenue offset by increases in Asian Gateway revenue. For 2007 as compared to 2006, the decline in Gateway
revenue exceeded the decline in Access revenue, resulting in Access being a greater percentage of revenue.
Gateway revenue was lower in Europe and Korea in 2007 as compared to 2006.

Cost and Operating Expenses

% Change
2008 2007 2006 2008/2007 2007/2006
(In millions)

Costofrevenue ..............ccouiuuininn... $61.8 $63.3 $81.4 2)% 22)%
Research and development ................... 432 51.1 53.7 (15) (®)]
Sales, general and administrative .............. 25.8 27.4 25.1 6) 9
Operating asset impairments . . ................ 12.5 — — nm nm
Restructuring charges ....................... — 3.7 1.7 nm nm
Common stock offering expenses . ............. — — 1.0 nm nm

nm—not meaningful
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Operating Expenses as a Percent of Total Revenue:

2008 2007 2006

Cost Of TeVENUE . . .. e 58% 59% 60%
Research and development . . ......... .. . i 41 48 40
Sales, general and administrative . .. ...t 24 25 19

Cost of revenue. Our cost of revenue consists primarily of cost of silicon wafers purchased from third-party
foundries and third-party costs associated with assembling, testing and shipping of our semiconductors. Because
we do not have formal, long-term pricing agreements with our outsourcing partners, our wafer costs and services
are subject to price fluctuations based on the cyclical demand for semiconductors among other factors. In
addition, after we purchase wafers from foundries, we also incur yield loss related to manufacturing these wafers
into “good” die. Manufacturing yield is the percentage of acceptable product resulting from the manufacturing
process, as identified when the product is tested. When our manufacturing yields decrease, our cost per unit
increases. This could have a significant adverse impact on our cost of revenue. In addition to yield loss due to
manufacturing process issues, in one of our chipsets we have also experienced yield loss due to defects
apparently related to third-party technology incorporated into that product. To date we have not experienced
material warranty costs associated with this technology-related issue; however, until we resolve the problem
underlying the third-party technology, we cannot predict whether the yield loss will have a material impact on
our revenue or cost of revenue. Cost of revenue also includes accruals for actual and estimated warranty
obligations and write-downs of excess and obsolete inventories, payroll and related personnel costs, licensed
third-party intellectual property, depreciation of equipment, stock-based compensation expenses and amortization
of acquisition-related intangibles.

Cost of revenue decreased to $61.8 million during 2008 as compared to $63.3 million during 2007. Our
gross margins were 42% in 2008 as compared to 41% in 2007. The increase in gross margins is primarily the
result of the sale of previously reserved inventory, favorable declines in pricing from our suppliers, and test-time
reductions. These increases to gross margin were offset by an increase in amortization of acquisition related costs
associated with our acquisition of the DSL technology and related assets from Centillium Communications, Inc.

Cost of revenue decreased to $63.3 million during 2007 as compared to 81.4 million in 2006. The decrease
is primarily due to decreased revenue in 2007 as compared to 2006. Our gross margins were 41% in 2007
compared to 40% in 2006.

Research and development expenses. All research and development (R&D) expenses are expensed as
incurred and generally consist of compensation and associated costs of employees engaged in research and
development; contractors; tape-out costs; reference board development; development testing, evaluation kits and
tools; stock based compensation expenses and depreciation expense. Before releasing new products, we incur
charges for mask sets, amortization of acquisition-related intangibles, prototype wafers, mask set revisions,
bring-up boards and other qualification materials, which we refer to as tape-out costs. These tape-out costs may
cause our research and development expenses to fluctuate, because they are not incurred uniformly every quarter.

R&D expenses decreased $7.9 million, or 15%, to $43.2 million in 2008 as compared to $51.1 million in
2007. The reduction was primarily due to lower tapeout costs of $2.6 million, lower stock compensation costs of
$2.7 million and lower license and software fees of $1.8 million. Employee costs were higher by $1.3 million,
but were generally offset by a $1.1 million reduction in consulting costs.

R&D expenses decreased $2.6 million, or 5%, to $51.1 million in 2007 as compared to $53.7 million in
2006. The decrease was primarily due to in process research and development costs of $3.5 million in 2006
related to the acquisitions that were not included in 2007, a $3.1 million decrease in testing and tape-out costs,
and a $1.0 million decrease in personnel costs. These decreases were partially offset by increases in intellectual
property costs and design tools of $1.5 million, stock-based compensation of $3.0 million and depreciation
expense of $0.4 million.
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As of December 28, 2008, we had 194 engineers engaged in R&D of which 100 were located in India, 79
were located in North America and 15 were located in the rest of the world. As of December 30, 2007, we had
184 engineers engaged in R&D of whom 95 were located in India and 89 were located in North America. As of
December 31, 2006, we had 182 engineers in R&D of whom 94 were located in India and 88 were located in
North America.

Selling, general and administrative expenses. Selling, general and administrative (SG&A) expenses
declined by 6%, or $1.6 million to $25.8 million compared to $27.4 million in 2007. The decrease is attributable
to lower employee costs of $0.8 million, lower consulting fees of $0.8 million, lower outside services (including
legal, accounting and recruiting) of $2.0 million and lower stock compensation costs of $0.8 million. These costs
were somewhat offset by severance costs of $0.6 million, higher patent expenses of $0.3 million and increases in
intangible costs of $1.4 million in part related to the Centillium DSL acquisition.

SG&A expenses increased by $2.3 million in 2007, or 9%, to $27.4 million compared to $25.1 million in
2006. The increase was primarily attributable to additional personnel costs of $2.3 million, stock-based
compensation expense of $1.2 million, depreciation expense of $0.6 million, and facilities expense of $0.3
million. These increases were offset by decreases in amortization of NPA acquisition intangibles of $1.4 million
and professional fees of $0.5 million.

As of December 28, 2008, SG&A headcount was 89, which compares to 85 at the end of 2007 and 73 at the
end of 2006.

Operating asset impairments. During the third quarter of 2008, as a result of our market capitalization
being significantly lower than the carrying value of our net assets, we recorded a goodwill impairment charge of
$7.4 million. Also during the third quarter of 2008, we recorded asset impairment charges related to prepaid
license fees of $4.0 million and acquisition related intangible assets of $1.1 million. The prepaid license fees
originated from a vendor that provided memory and input/output interfaces to facilitate the design of
semiconductors at a particular third-party wafer foundry. Payments to this vendor were capitalized until
semiconductor mask set was created at this foundry. Based on our planned tape-out decisions for 2009 and the
foreseeable future, we concluded that there was no future economic benefit to the intellectual property and
impaired the related prepaid license fees. The impaired intangible assets related to trademarks and patents from
our 2006 acquisition of the network processing and ADSL assets and the 2008 purchase of the DSL technology
and assets. Based on our review of our business, we concluded that these intangible assets had no future
economic benefit. The total combination of the asset impairments during the third quarter of 2008 totaled $12.5
million.

Restructuring charges. During the third and fourth quarters of 2007, we incurred restructuring and
severance expenses of $3.7 million as we outsourced our back-end physical semiconductor design process and
terminated four members of senior management. The restructuring charges consisted of approximately $2.9
million in contract termination costs and asset impairments and $0.8 million in severance costs.

During the fourth quarter of 2006, we incurred restructuring and severance expenses of $1.7 million as we
realigned and reduced our overall expenditures based on the expectations for revenue and gross margins at the
time. The restructuring plan involved reducing our engineering workforce by 15% of which approximately half
of the reduction was from India and half was from North America. In addition, we decided to close our Canadian
office and began transitioning those responsibilities to the United States through a combination of relocations and
hiring. We incurred facility related expenses in relation to the lease termination of our Canadian office.

Common stock offering expenses. We incurred $1.0 million of common stock offering expenses in 2006

related to the proportionate share of expenses incurred by us on behalf of the selling stockholders in our common
stock offering in March 2006.
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Investment Impairment

During the third quarter of 2008, we recorded an impairment charge related to an-other-than-temporary
impairment of our auction rate securities totaling $6.2 million as we determined that the decrease in value was
“other—than-temporary.” We considered a number of factors in making this determination, including the duration
of the failed auctions, the worsening financial condition of the underlying issuers and the related insurance
agencies and the general worsening of the global credit markets. The write-down of $6.2 million represents
approximately 85% of the face value of the securities and was determined using a DCF model as documented in
Note 4 of our consolidated financial statements.

Interest Income, Net

Interest income, net consists primarily of interest income earned on our cash, cash equivalents and
investments, which is partially offset by interest expense and other non-operating expenses. Interest income, net
was $2.1 million for 2008 as compared to $4.9 million in 2007 and $5.0 million in 2006. The decline in interest
income over the three year period reflects lower interest rates as well as a decline in our balances of cash and
investments.

Provision for Income Taxes

The provision for income taxes was $0.2 million in 2008 and $0.3 million for the years ended 2007 and
2006, primarily relating to foreign income taxes. Our deferred tax assets have a full valuation allowance due to
our history of losses.

Cumulative Effect of Change in Accounting Principle

The adoption of SFAS 123(R) in 2006 resulted in a cumulative benefit of $0.6 million, which reflects the
net cumulative impact of estimating future forfeitures in the determination of period expense, rather than
recording forfeitures when they occur, as previously permitted.

Net Income/Loss

As a result of the above factors, we reported a net loss of $41.1 million in 2008 compared to net losses of
$33.3 million and $22.8 million in 2007 and 2006, respectively.

Liquidity and Capital Resources

Cash and investments decreased by $26.6 million to $64.4 million as of December 28, 2008 compared to
$91.0 million as of December 30, 2007. This decrease was primarily due to our acquisition of the Centillium
DSL business for $11.9 million; write down of our auction rate securities of $6.2 million; repurchases of Tkanos
stock for $5.2 million and cash used in operations of $3.0 million. As of December 28, 2008, we have funded our
operations primarily through cash from private and public offerings of our common stock, cash generated from
the sale of our products and proceeds from the exercise of stock options and stock purchased under our employee
stock purchase plan. Our uses of cash include payroll and payroll-related expenses, manufacturing costs,
purchases of equipment, tools and software and operating expenses, such as tape outs, marketing programs,
travel, professional services and facilities and related costs. We believe there will be additional working capital
requirements needed to fund and operate our business. We expect to finance our operations primarily through
operating cash flows and existing cash and investment balances.
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The following table summarizes our statement of cash flows for the years ended December 28, 2008,
December 30, 2007 and December 31, 2006 (in millions):

2008 2007 2006

Statements of Cash Flows Data:

Cash and cash equivalents—beginning of year ............................... $651 $493 $ 919

Net cash provided by (used in) operating activities .. .....................o.... (3.0) (15.4) 12.9

Net cash provided by (used in) investing activities ................. .. ......... (30.6) 29.7 (105.6)
Net cash provided by (used in) financing activities .. .......... ... ... .. ....... “4.3) 1.5 50.0

Effect of exchange rates on cash and cash equivalents ......................... — — 0.1

Cash and cash equivalents—end of year ......... ... ... ... ... ... ... $272 $65.1 $ 493

Operating Activities

During 2008, we used $3.0 million in net cash from operating activities while incurring a loss of $41.1
million. Included in the net loss were non-cash charges amounting to $42.3 million that resulted from
depreciation and amortization of $6.7 million, stock-based compensation of $10.5 million, operating asset
impairments of $12.5 million, investment impairment of $6.1 million, and amortization of intangibles and
acquired technology of $6.2 million. Reductions in accounts receivable of $4.7 million and inventories of $3.4
million were not enough to offset the decrease in accounts payable and accrued liabilities of $12.4 million. The
reductions in inventories, receivables and accounts payable and accrued liabilities were directly related to decline
in business activity beginning in the third quarter and continuing through the fourth quarter of 2008. Fourth
quarter revenue in 2008 was $22.8 million compared to $29.9 million in the comparable 2007 period.

During 2007, we used $15.4 million in net cash from operating activities, while incurring a net loss of $33.3
million. Included in the net loss was approximately $26.3 million in various non-cash expenses and charges
consisting of depreciation and amortization, loss on disposal of property and equipment, stock-based
compensation expense and amortization of intangible assets and acquired technology. The non-cash items were
offset by a decrease in accounts payable and liabilities of $4.7 million, and increases in accounts receivable of
$1.9 million and prepaid and other assets of $1.6 million. The decrease in accounts payable and liabilities was
attributed to timing of purchases and payments in the ordinary course of business. The increase in accounts
receivable was due to increased sales in the fourth quarter of 2007 as compared to 2006. The increase in prepaid
and other assets was primarily due to prepaid royalties and term-based software licenses.

During 2006, we generated $12.9 million of net cash from operating activities, while incurring a net loss of
$22.8 million. Included in the net loss was approximately $27.6 million in various non-cash expenses and
charges consisting of depreciation and amortization, stock based compensation expense, amortization of
intangible assets and acquired technology, purchased IPR&D and the cumulative effect of change in accounting
principles. Operating cash flows also benefited from an increase in accounts payable and accrued liabilities of
$11.0 million. The increase in accounts payable and accrued liabilities related principally to inventory purchases
required to support a broader product portfolio and our transition to our 5th generation Access products and the
timing of our payments to our suppliers. These sources of operating cash flows were partially offset by a
$4.1 million increase in accounts receivable caused primarily by the payments terms associated with the addition
of a significant European customer in 2006 and the generally longer collection cycle in this region.

Investing Activities

We used net cash of $30.6 million in investing activities in 2008 primarily from the net purchases of short-
term investments of $17.1 million, our acquisition of Centillium’s DSL technology and assets for $11.9 million
and capital expenditures of $1.6 million. We generated cash from investing activities of $29.7 million in 2007,
primarily from the net sale of investments totaling $34.3 million, offset by $4.6 million in purchases of property
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and equipment. We used net cash of $105.6 million in 2006, which related primarily to the NPA and Doradus
acquisitions of $34.9 million, the purchase of property and equipment of $12.4 million and the net purchase of
short-term investments totaling $58.3 million.

Beginning in the third quarter of 2007, our auction rate securities totaling $7.2 million failed to sell at
auction. As the auctions continued to fail for over one year and given the worsening financial condition of the
underlying issuers, the related insurance agencies and the global credit markets, we concluded that the decrease
in value of these securities was other-than-temporary and recorded an impairment charge of $6.2 million during
the third quarter of 2008.

We have classified our investment portfolio as “available for sale,” and our investment objectives are to
preserve principal and provide liquidity, while maximizing yields without significantly increasing risk. We may
sell an investment at any time if the quality rating of the investment declines; the yield on the investment is no
longer attractive; or we are in need of cash. We have used cash to acquire businesses and technologies that
enhance and expand our product offering and, we anticipate that we will continue to do so in the future. The
nature of these transactions makes it difficult to predict the amount and timing of such cash requirements. We
anticipate that we will continue to purchase necessary property and equipment in the normal course of our
business. The amount and timing of these purchases and the related cash outflows in future periods depend on a
number of factors, including the hiring of employees, the rate of change of computer hardware and software used
in our business and our business outlook.

Financing Activities

Our financing activities used $4.3 million in 2008 compared to $1.5 million and $50.0 million provided in
2007 and 2006, respectively. Cash used in financing activities was for the repurchase of 1.6 million shares of our
Company stock for $5.2 million. We have retired 1.0 million shares of that stock and are holding 0.6 million
shares as treasury stock. This was partially offset by $0.9 million received from employees exercising stock
options. Cash generated by financing activities during 2007 was primarily from proceeds of the exercises of
employee stock options offset by payments made on capital lease obligations. Cash generated by financing
activities during 2006 was primarily due to the completion of our secondary offering in which we raised $48.5
million of net proceeds. We have used, and continue to intend to use, the net proceeds for working capital and
general corporate purposes, which may include the acquisition of businesses, products, product rights or
technologies, strategic investments or purchases of common stock.

We believe that our existing cash, cash equivalents, short-term investments and cash flows expected to be
generated from future operations, if any, will be sufficient to meet our anticipated cash needs for at least the next
twelve months. Our future capital requirements will depend on many factors including our rate of revenue
growth, our ability to develop future revenue streams, the timing and extent of spending to support development
efforts, the expansion of sales and marketing activities, the timing of introductions of new products and
enhancements to existing products, the costs to ensure access to adequate manufacturing capacity and the
continuing market acceptance of our products. Additionally in the future, we may become party to agreements
with respect to potential investments in, or acquisitions of, complementary businesses, products or technologies,
which could also require us to seek additional equity or debt financing. The sale of additional equity securities or
convertible debt securities would result in additional dilution to our stockholders. Additional debt would result in
increased interest expenses and could result in covenants that would restrict our operations. We have not made
arrangements to obtain additional financing, and there is no assurance that such financing, if required, will be
available in amounts or on terms acceptable to us, if at all.
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Contractual Commitments and Off Balance Sheet Arrangements

We do not use off balance sheet arrangements with unconsolidated entities or related parties, nor do we use
other forms of off balance sheet arrangements such as special purpose entities and research and development
arrangements. Accordingly, our liquidity and capital resources are not subject to off balance sheet risks from
unconsolidated entities.

We lease certain office facilities, equipment and software under non-cancelable operating leases. The
following table summarizes our contractual obligations as of December 28, 2008 and the effect those obligations
are expected to have on our liquidity and cash flow in future periods (in millions):

2010 and
Total 2009 2011
Operating 1€ase PAYIMENLS . . . . . oo oo oo oo e e e e e e e e e e e e e e e e et e et e e e e e e $24 $15 $09
Inventory purchase obligations . ... ......... . i 32 32 —
$5.6 $4.7 $0.9

For the purpose of this table, purchase obligations for the purchase of goods or services are defined as
agreements that are enforceable and legally binding and that specify all significant terms, including: fixed or
minimum quantities to be purchased; fixed, minimum or variable price provisions; and the approximate timing of
the transaction. Our purchase orders are based on our current manufacturing needs and are fulfilled by our
vendors within short time horizons. In addition, we have purchase orders that represent authorizations to
purchase rather than binding agreements. We do not have significant agreements for the purchase of raw
materials or other goods specifying minimum quantities or set prices that exceed our expected requirements.

In the normal course of business, we provide indemnifications of varying scope to customers against claims
of intellectual property infringement made by third parties arising from the use of our products. Historically,
costs related to these indemnification provisions have not been significant, and we are unable to estimate the
maximum potential impact of these indemnification provisions on our future consolidated results of operations.

In addition to the obligations identified in the table, we have $3.9 million in unrecognized tax benefits
related to research and development tax credits which we feel are highly uncertain, and accordingly, have
reduced from our gross deferred tax assets.

Recent Accounting Pronouncements

In September 2006, FASB issued SFAS 157, Fair Value Measurements, which defines fair value, provides a
framework for measuring fair value, and expands the disclosures required for fair value measurements. SFAS 157
applies to other accounting pronouncements that require fair value measurements; it does not require any new fair
value measurements. The Company was required to apply the provisions of SFAS 157 beginning in 2008. In
February 2008, the FASB released a FASB Staff Position (FSP FAS 157-2—Effective Date of FASB Statement
No. 157) which delays the effective date of SFAS 157 for all non-financial assets and non-financial liabilities, except
those that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually)
to fiscal years beginning after November 15, 2008. The partial adoption of SFAS 157 for financial assets and
liabilities did not have a material impact on our consolidated financial position, results of operations or cash flows.

In February 2007, the FASB issued SFAS 159, the Fair Value Option for Financial Assets and Financial
Liabilities, which expands the standards under SFAS 157 to provide the one-time election (Fair Value Option) to
measure financial instruments and certain other items at fair value and also includes an amendment of SFAS 115,
Accounting for Certain Investments in Debt and Equity Securities. SFAS 159 became effective for us beginning
in 2008. We currently do not have any instruments eligible for election of the fair value option. Therefore, the
adoption of SFAS 159 in the first quarter of fiscal 2008 did not impact our consolidated financial position, results
of operations or cash flows.
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In June 2007, the FASB ratified EITF 07-3, Accounting for Nonrefundable Advance Payments for Goods or
Services to Be Used in Future Research and Development Activities. This issue provides that nonrefundable
advance payments for goods or services that will be used or rendered for future research and development
activities should be deferred and capitalized. Such amounts should be recognized as an expense as the related
goods are delivered or the related services are performed. EITF 07-3 was effective for us beginning in 2008. The
adoption of this EITF did not have a material impact on our consolidated financial position, results of operations
or cash flows.

In December 2007, the FASB issued SFAS 141 (revised 2007), Business Combinations, which establishes
principles and requirements for how an acquirer recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any non-controlling interest in the acquiree in a business
combination. SFAS 141R also establishes principles around how goodwill acquired in a business combination or
a gain from a bargain purchase should be recognized and measured, as well as provides guidelines on the
disclosure requirements on the nature and financial impact of the business combination. SFAS 141R will be
effective for us beginning in 2009. The adoption of SFAS 141R is not expected to have a material effect on our
consolidated statements of financial position, operations or cash flows.

In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51. This statement amends ARB 51 to establish accounting and reporting
standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. It clarifies
that a noncontrolling interest in a subsidiary is an ownership interest in the consolidated entity that should be
reported as equity in the consolidated financial statements. It requires consolidated net income to be reported at
amounts that include the amounts attributable to both the parent and the noncontrolling interest. This statement
establishes a single method of accounting for changes in a parent’s ownership interest in a subsidiary that do not
result in deconsolidation. SFAS 160 will be effective for the Company beginning in 2009. The adoption of
SFAS 160 is not expected to have a material effect on the Company’s consolidated statements of financial
position, operations or cash flows.

In April 2008, the FASB adopted FASB Staff Position SFAS 142-3, Determination of the Useful Life of
Intangible Assets, amending the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized intangible asset under SFAS 142, Goodwill and
Other Intangible Assets. This FASB Staff Position is effective for intangible assets acquired on or after July 1,
2009. The adoption of SFAS 142-3 is not expected to have a material effect on our consolidated statements of
financial position, operations or cash flows.

In May 2008, the FASB issued SFAS 162, The Hierarchy of Generally Accepted Accounting Principles.
This statement identifies the sources of accounting principles and the framework for selecting the principles to be
used in the preparation of financial statements of nongovernmental entities that are presented in conformity with
GAAP in the United States. The adoption of SFAS 162 did not have a material effect on our consolidated
statements of financial position, operations or cash flows.

In October 2008, the FASB issued FASB Staff Position SFAS 157-3, Determining the Fair Value of a
Financial Asset When The Market For That Asset Is Not Active, to clarify the application of the provisions of
SFAS 157 in an active market and how an entity would determine fair value in an inactive market. The FASB
Staff Position is effective immediately and applies to our December 28, 2008 financial statements. The
application of the provisions of SFAS 157-3 did not materially affect our results of operations or financial
condition as of and for the year ended December 28, 2008.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

All market risk sensitive instruments were entered into for non-trading purposes. We do not use derivative
financial instruments for speculative trading purposes. As of December 28, 2008, we did not hold derivative
financial instruments.
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Interest Rate Risk

Our exposure to market risk for changes in interest rates relates primarily to our investment portfolio. We do
not use derivative financial instruments in our investment portfolio. The primary objective of our investment
activities is to preserve principal and meet liquidity needs, while maximizing yields and without significantly
increasing risk. Our investment policy specifies credit quality standards for our investments and limits the
amount of credit exposure to any single issue, issuer or type of investment. Our investments consist primarily of
U.S. government notes and bonds and commercial paper. All investments are carried at market value.

As of December 28, 2008, we had cash, cash equivalents and investments totaling $64.4 million. These
amounts were invested primarily in money market funds and short-term investments that are held for working
capital purposes. We do not enter into investments for trading or speculative purposes. If the return on our cash
equivalents and investments were to change by one percent, the effect would be to increase/decrease investment
income by $0.2 million.

Investment Risk

Our marketable securities portfolio as of December 28, 2008 was $61.2 million and approximately 2% of
the portfolio are auction rate securities. Auction rate securities are securities that are structured with short-term
interest rate reset dates of generally less than ninety days but with contractual maturities that can be well in
excess of ten years. At the end of each reset period, which occurs every seven to thirty-five days, investors can
sell or continue to hold the securities at par. These securities are subject to fluctuations in fair value depending on
the supply and demand at each auction. The portfolio includes $7.2 million (at cost) invested in auction rate
securities all of which are currently associated with failed auctions and have been in a loss position for over a
year. Based on an analysis of impairment factors, we recorded a loss of $6.2 million during 2008 related to these
auction rate securities. The funds associated with the securities for which auctions have failed will not be
accessible until a successful auction occurs, a buyer is found outside of the auction process or the underlying
securities have matured.

We have classified the auction rate securities as Level 3 under SFAS 157. We valued the auction rate
securities using a DCF model. Assumptions used in valuing each of the auction rate securities include the stated
coupon rate and maturity date on the note and one unobservable input; an estimated discount rate. The discount
rate is an estimate of what we believe the security must be discounted to in order to sell today. It is based on a
number of factors, including the credit rating of the issuer and the insurance provider for the security.

Foreign Currency Risk

Our revenue and cost, including subcontractor manufacturing expenses, are predominately denominated in
U.S. dollars. An increase of the U.S. dollar relative to the currencies of the countries in which our customers
operate would make our products more expensive to them and increase pricing pressure or reduce demand for our
products. We also incur a portion of our expenses in currencies other than the U.S. dollar, including the Euro, the
Japanese yen, Korean won, Indian rupee, Singapore dollar and the Taiwanese dollar. We do not currently enter
into forward exchange contracts to hedge exposure denominated in foreign currencies or any other derivative
financial instruments for trading or speculative purposes. Our foreign currency exposure may increase if our
operations in India and other countries expand.
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Stockholders of Ikanos Communications, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, comprehensive income, stockholder’s equity and cash flows present fairly, in all material respects,
the financial position of Ikanos Communications, Inc. and its subsidiaries at December 28, 2008 and
December 30, 2007, and the results of their operations and their cash flows for each of the three years in the
period ended December 28, 2008 in conformity with accounting principles generally accepted in the United
States of America. Also in our opinion, the Company maintained, in all material respects, effective internal
control over financial reporting as of December 28, 2008, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). The Company’s management is responsible for these financial statements, for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting, included in Item 9A. Our responsibility is to express opinions on these financial statements
and on the Company’s internal control over financial reporting based on our integrated audits. We conducted our
audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement and whether effective internal control over financial
reporting was maintained in all material respects. Our audits of the financial statements included examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. Our audit of internal control over financial reporting included obtaining an understanding of
internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also
included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.

As discussed in Note 11 to the consolidated financial statements, the Company adopted Statement of
Financial Accounting Standards No. 123(R), “Share-Based Payment” as of January 2, 2006 and changed the
manner in which it accounts for stock-based compensation in fiscal 2006.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

/s/  PricewaterhouseCoopers LLP

San Jose, California
March 10, 2009
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IKANOS COMMUNICATIONS, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)

December 28, December 30,

2008 2007
Assets

Current assets:
Cash and cash equivalents ............... .. ittt $ 27219 $ 65,126
Short-term INVEStMENTS . . . . o v vttt e e e e e e e e e e 36,120 18,846
Accounts receivable, net of allowances of $7 and $64, respectively .......... 12,360 17,081
INVENIOTIES . . .o oot e e e 12,489 13,025
Prepaid expenses and other current assets .. .................iiiia.... 1,744 3,192
Total CUITENt ASSELS . o o oo e 89,932 117,270
Long-term invVestments . ... .. ... ..ottt 1,034 7,001
Property and equipment, NEt . ......... ... 9,597 13,916
Intangible assets, Net . ... ... ...t 6,290 6,564
GoodWill .. — 6,247
Other ASSELS . o vttt et 580 2,158

$ 107,433 $ 153,156

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable . ... ... $ 9237 $ 12,852
Accrued Habilities ... ... 8,680 15,371
Total current liabilities . ... ... .. i 17,917 28,223

Commitments and contingencies (Note 13)
Stockholders’ equity:
Preferred stock; $0.001 par value; 1,000 and 5,000 shares authorized,
respectively: none issued and outstanding . ......... .. .. .. .. . ... — —
Common stock: $0.001 par value; 50,000 and 100,000 shares authorized,
respectively; 29,594 issued and 29,021 outstanding and 29,412 issued and

outstanding, respectively . ... ... ... ... 29 29
Additional paid-in capital . ......... .. 272,948 267,662
Accumulated other comprehensive income (10ss) . ............ .. ... .. ..... 292 (118)
Accumulated deficit ... ... ... . .. (183,753) (142,640)

Total stockholders’ equity . ......... ...ttt 89,516 124,933

$ 107,433  $ 153,156

The accompanying notes are an integral part of these consolidated financial statements.
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IKANOS COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

December 28, December 30, December 31,

2008 2007 2006
REVEINUE . . o oottt e e e e e e $106,505 $107,467 $134,685
Costofrevenue(l) . ..... ... e 61,827 63,264 81,352
GroSsmargin . ...........uuuinonnnenennenen... 44,678 44,203 53,333
Operating expenses:
Research and development(2) ............ ... .. .. .. ...... 43,231 51,056 53,733
Selling, general and administrative(3) ...................... 25,823 27,398 25,082
Operating asset impairments . . ... ........c...oevenenennon.. 12,496 — —
Restructuring charges ........... .. .. .. ... — 3,661 1,691
Common stock offering expenses . ......................... — — 954
Total operating eXpenses . .. .. ....ovvuerenenennenenen.. 81,550 82,115 81,460
Loss from Operations . . ... .....uute e e (36,872) (37,912) (28,127)
Investment impairment .. ................iuiiniiaaaa... (6,166) — —
Interest INnCOME, NEL . . . ..ottt e 2,145 4,942 4,970
Loss before provision for income taxes ......................... (40,893) (32,970) (23,157)
Provision for income taxes . ............. ..., 220 294 280
Loss before cumulative effect of change in accounting principle . . . . .. (41,113) (33,264) (23,437)
Cumulative effect of change in accounting principle, net of tax . . — — 638
Nt 10SS © ottt $(41,113)  $(33,264)  $(22,799)

Basic and diluted net loss per share:
Prior to cumulative effect of change in accounting principle, net

Of taX .. $ (141 $ (@1.16) $ (0.88)
Cumulative effect of change in accounting principle, net of tax .. — — 0.02

Netlosspershare . ............ioiieieiiienenn. $ (141) $ (1.16) $ (0.86)
Weighted average number of shares (basic and diluted) ............ 29,084 28,626 26,627

Includes stock-based compensation expense as follows:

(1) COSt Of TEVENUE . . ..ottt et e e $ 305 $ 271 $ 207
(2) Research and development . ............... .. ... .. ..... 5,258 7,917 4,920
(3) Selling, general and administrative ...................... 4,923 5,686 4,471

The accompanying notes are an integral part of these consolidated financial statements.
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IKANOS COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Year Ended
December 28, December 30, December
2008 2007 31, 2006

Cash flows from operating activities:
Nt 10SS o\ttt $ (41,113)
Adjustments to reconcile net loss to net cash provided (used) by
operating activities:

$ (33,264) § (22,799)

Depreciation . ......... ... 6,735 7,305 6,302
Stock-based compensation eXpense ... .............ie.a... 10,486 13,874 9,658
ASSEt IMPAITMENLS .« « . v vt ettt e 18,662 1,485 —
Amortization of intangible assets and acquired technology ... ... 6,154 3,648 8,897
Purchased in-process research and development .............. 310 — 3,512
Cumulative effect of change in accounting principle ........... — — (638)
Tax benefit from stock options and restricted stock ............ — — (135)
Changes in assets and liabilities, net of effect of acquisitions:
Accounts receivable,net . .......... . . .. 4,721 (1,941) (4,125)
Inventories . ........... ... 3,387 (224) 1,770
Prepaid expenses and other assets .. .................... 36 (1,604) (572)
Accounts payable and accrued liabilities ................ (12,368) (4,650) 11,046
Net cash provided (used) by operating activities ... ... (2,990) (15,371) 12,916
Cash flows from investing activities:
Purchases of property and equipment . ............... ... .. ... (1,624) (4,633) (12,400)
Purchases of investments . ..............c..uuiriininenenanannn (283,596) (102,015) (89,621)
Maturities and sales of investments . .............. . ... ... ..... 266,533 136,309 31,335
Acquisitions, net of cashacquired . . ........ ... .. ... ... .. .. ... (11,918) — (34,925)
Net cash provided (used) by investing activities . . . . ... (30,605) 29,661 (105,611)
Cash flows from financing activities:
Net proceeds from public offerings . .. ........ ... ... ... .. ..... — — 48,538
Net proceeds from issuances of common stock and exercise of stock
OPLIONS . . ottt et e e e e e e 893 2,385 3,919
Repurchases of common stock .......... ... ... .. .. L. (5,205) — (48)
Payments of capital leases or notes payable ...................... — (897) (2,532)
Collection of notes receivable from stockholders .................. — 19 —
Net cash provided (used) by financing activities ... ... (4,312) 1,507 50,012
Net increase (decrease) in cash and cash equivalents ................... (37,907) 15,797 (42,603)
Effect of foreign exchange rate changes on cash and cash equivalents .. ... — — 80
Cash and cash equivalents at beginning of year ....................... 65,126 49,329 91,932
Cash and cash equivalentsatend of year .............. ... ... ........ $ 27,219 $ 65,126 $ 49,329
Supplemental disclosure of cash flow information:
Cash paid for interest EXpense . . . . ..o vvve et e et $ — $ 84 3 146
Cash paid for income taxes ... .........ouiriininenen ... 199 440 534
Supplemental disclosures of non-cash investing and financing activities:
Property and equipment acquired under capital leases .............. $ — $ — $ 2,373

The accompanying notes are an integral part of these consolidated financial statements.
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IKANOS COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Ikanos and Summary of Significant Accounting Policies
The Company

Ikanos Communications, Inc. (Ikanos or the Company) was incorporated in the State of California in
April 1999 and reincorporated in the State of Delaware in September 2005. The Company is a provider of silicon
and software for interactive triple-play broadband. The Company develops and markets end-to-end products for
the last mile and the digital home, which enable carriers to offer enhanced triple play services, including voice,
video and data. The Company has developed programmable, scalable chip architectures, which form the
foundation for deploying and delivering triple play services. Flexible network processor architecture with wire-
speed packet processing capabilities enables high-performance residential gateways for distributing advanced
services in the home. These products thus support carriers’ triple play deployment plans to the digital home while
keeping their capital and operating expenditures low and have been deployed by carriers in Asia, Europe and
North America.

Since its inception, the Company has only been profitable in the third and fourth quarter of 2005. Prior to
the third quarter of 2005, the Company incurred significant net losses and has incurred losses in the past nine
quarters. The Company incurred a net loss of $41.1 million for the year ended December 28, 2008 and had an
accumulated deficit of $183.8 million as of December 28, 2008. To achieve consistent profitability, the Company
will need to generate and sustain higher revenue, while maintaining cost and expense levels appropriate and
necessary for its business.

The Company’s fiscal year ends on the Sunday closest to December 31. The Company’s fiscal quarters end
on the Sunday closest to the end of the applicable calendar quarter, except in a 53-week fiscal year, in which case
the additional week falls into the fourth quarter of that fiscal year.

Basis of Presentation

The accompanying consolidated financial statements include the accounts of the Company and all of its
wholly owned subsidiaries. All intercompany transactions and balances have been eliminated in consolidation.

As discussed in Note 11, the Company adopted Statement of Financial Accounting Standards No. (SFAS)
123 (revised 2004), Share-Based Payment (SFAS 123(R)), on January 2, 2006, using the modified prospective
transition method. Accordingly, the Company’s loss from operations for the years ended 2008, 2007 and 2006
includes approximately $10.5 million, $13.9 million and $9.7 million, respectively, in stock-based employee
compensation expense for stock options and its employee stock purchase plan (ESPP).

Use of Estimates

The preparation of the Company’s consolidated financial statements in conformity with generally accepted
accounting principles (GAAP) requires management to make certain estimates, judgments and assumptions. The
Company believes that the estimates, judgments and assumptions upon which it relies are reasonable based upon
information available to it at the time that these estimates, judgments and assumptions are made. These estimates,
judgments and assumptions can affect the reported amounts of assets and liabilities as of the date of the financial
statements as well as the reported amounts of revenue and expenses during the periods presented. To the extent
there are material differences between these estimates and actual results, the Company’s financial statements
would have been affected. In many cases, the accounting treatment of a particular transaction is specifically
dictated by GAAP and does not require management’s judgment in its application. There are also areas in which
management’s judgment in selecting any available alternative would not produce a materially different result.
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Recent Accounting Pronouncements

In September 2006, Financial Accounting Standards Board (FASB) issued SFAS 157, Fair Value
Measurements, which defines fair value, provides a framework for measuring fair value and expands the
disclosures required for fair value measurements. SFAS 157 applies to other accounting pronouncements that
require fair value measurements; it does not require any new fair value measurements. The Company was
required to apply the provisions of SFAS 157 beginning in 2008. In February 2008, the FASB released a FASB
Staff Position (FSP FAS 157-2—Effective Date of FASB Statement No. 157) which delays the effective date of
SFAS 157 for all non-financial assets and non-financial liabilities, except those that are recognized or disclosed
at fair value in the financial statements on a recurring basis (at least annually) to fiscal years beginning after
November 15, 2008. The partial adoption of SFAS 157 for financial assets and liabilities did not have a material
impact on the Company’s consolidated financial position, results of operations or cash flows. See Note 4—
Investments and Fair Value Measurements.

In February 2007, the FASB issued SFAS 159, the Fair Value Option for Financial Assets and Financial
Liabilities, which expands the standards under SFAS 157 to provide the one-time election (Fair Value Option) to
measure financial instruments and certain other items at fair value and also includes an amendment of SFAS 115,
Accounting for Certain Investments in Debt and Equity Securities. SFAS 159 became effective for the Company
beginning in 2008. The Company currently does not have any instruments eligible for election of the fair value
option. Therefore, the adoption of SFAS 159 in the first quarter of fiscal 2008 did not impact the Company’s
consolidated financial position, results of operations or cash flows.

In June 2007, the FASB ratified Emerging Issues Task Force (EITF) 07-3, Accounting for Nonrefundable
Advance Payments for Goods or Services to Be Used in Future Research and Development Activities. This issue
provides that nonrefundable advance payments for goods or services that will be used or rendered for future
research and development activities should be deferred and capitalized. Such amounts should be recognized as an
expense as the related goods are delivered or the related services are performed. EITF 07-3 was effective for the
Company beginning in 2008. The adoption of this EITF did not have a material impact on the Company’s
consolidated financial position, results of operations or cash flows.

In December 2007, the FASB issued SFAS 141 (revised 2007), Business Combinations, which establishes
principles and requirements for how an acquirer recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any non-controlling interest in the acquiree in a business
combination. SFAS 141R also establishes principles around how goodwill acquired in a business combination or
a gain from a bargain purchase should be recognized and measured, as well as provides guidelines on the
disclosure requirements on the nature and financial impact of the business combination. SFAS 141R will be
effective for the Company beginning in 2009. The adoption of SFAS 141R is not expected to have a material
effect on the Company’s consolidated statements of financial position, operations or cash flows.

In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51. This statement amends ARB 51 to establish accounting and reporting
standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. It clarifies
that a non-controlling interest in a subsidiary is an ownership interest in the consolidated entity that should be
reported as equity in the consolidated financial statements. It requires consolidated net income to be reported at
amounts that include the amounts attributable to both the parent and the non-controlling interest. This statement
establishes a single method of accounting for changes in a parent’s ownership interest in a subsidiary that do not
result in deconsolidation. SFAS 160 will be effective for the Company beginning in 2009. The adoption of
SFAS 160 is not expected to have a material effect on the Company’s consolidated statements of financial
position, operations or cash flows.

In April 2008, the FASB adopted FASB Staff Position SFAS 142-3, Determination of the Useful Life of
Intangible Assets, amending the factors that should be considered in developing renewal or extension
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assumptions used to determine the useful life of a recognized intangible asset under SFAS 142, Goodwill and
Other Intangible Assets. This FASB Staff Position is effective for intangible assets acquired on or after July 1,
2009. The adoption of SFAS 142-3 is not expected to have a material effect on the Company’s consolidated
statements of financial position, operations or cash flows.

In May 2008, the FASB issued SFAS 162, The Hierarchy of Generally Accepted Accounting Principles.
This statement identifies the sources of accounting principles and the framework for selecting the principles to be
used in the preparation of financial statements of nongovernmental entities that are presented in conformity with
GAAP in the United States. The adoption of SFAS 162 did not have a material effect on the Company’s
consolidated statements of financial position, operations or cash flows.

In October 2008, the FASB issued FASB Staff Position SFAS 157-3, Determining the Fair Value of a
Financial Asset When The Market For That Asset Is Not Active, to clarify the application of the provisions of
SFAS 157 in an active market and how an entity would determine fair value in an inactive market. The FASB
Staff Position is effective immediately and applies to the Company’s December 28, 2008 financial statements.
The application of the provisions of SFAS 157-3 did not materially affect its results of operations or financial
condition as of and for the year ended December 28, 2008.

Summary of Significant Accounting Policies
Revenue Recognition

The performance of the Company’s semiconductor products is reliant upon firmware. Accordingly, revenue
from the sale of semiconductors is recognized in accordance with EITF 03-05, Application of AICPA Statement
of Position 97-2 to non-software deliverables in an arrangement containing more-than-incidental software.
Revenue from sales of semiconductors is recognized upon shipment when persuasive evidence of an arrangement
exists, the required firmware is delivered, legal title and risk of ownership has transferred, the price is fixed or
determinable and collection of the resulting receivable is probable. In instances where semiconductors are
shipped prior to the release of the related production level firmware, revenue is deferred as we have not
established vendor-specific objective evidence of fair value for the undelivered firmware. Revenue related to
these products is recognized when the firmware is delivered or otherwise made available to the customer.

The Company records reductions to revenue for estimated product returns and pricing adjustments, such as
competitive pricing programs and volume purchase incentives, in the same period that the related revenue is
recorded. The amount of these reductions is based on historical sales returns, analysis of credit memo data,
specific criteria included in volume purchase incentives agreements, and other factors known at the time.
Additional reductions to revenue would result if actual product returns or pricing adjustments exceed our
estimates or if we settle any claims brought by our customers that are in excess of our standard warranty terms
for cash payments.

Cash, Cash Equivalents and Investments

The Company considers all highly liquid investments with an original maturity of 90 days or less at the date
of purchase to be cash equivalents. Short-term investments consist of highly liquid securities with original
maturities in excess of 90 days. Non-liquid investments with original maturities in excess of one year are
classified as long term.

The Company accounts for its marketable securities in accordance with SFAS 115, Accounting for Certain
Investments in Debt and Equity Securities, and classifies the marketable securities as available-for-sale at the
time of purchase and re-evaluates such designation as of each consolidated balance sheet date. The marketable
securities include commercial paper, corporate bond and government securities and auction rate securities. The
Company’s marketable securities are reported at fair value with the related unrealized gains and losses included
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in accumulated other comprehensive income (loss), a component of stockholders’ equity. Realized gains or
losses on the sale of marketable securities are determined using the specific-identification method. The Company
evaluates it investments periodically for possible other-than-temporary impairment by reviewing factors such as
the length of time and extent to which fair value has been below cost basis, the financial condition of the issuer
and the Company’s ability and intent to hold the investment for a period of time which may be sufficient for
anticipated recovery of market value. The Company records an impairment charge to the extent that the carrying
value of our available for sale securities exceeds the estimated fair market value of the securities and the decline
in value is determined to be other-than-temporary.

Fair Value of Financial Instruments

The carrying amounts of certain of the Company’s financial instruments including, cash and cash
equivalents, accounts receivables, accounts payable and accrued liabilities, approximate fair value due to the
relatively short maturity periods.

Inventories

Inventories are stated at the lower of cost or market value. Cost is determined by the first-in, first-out
method and market represents the estimated net realizable value. The Company records inventory write-downs
for estimated obsolescence of unmarketable inventory based upon assumptions about future demand and market
conditions. Additionally, the Company specifically reduces inventory to the lower of cost or market if pricing
trends or forecasts indicate that the carrying value of inventory exceeds its estimated selling price. Once
inventory is written down, a new accounting basis is established and accordingly, it is not written back up in
future periods.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation is
computed using the straight-line method over the estimated useful lives of the assets. Leasehold improvements
are amortized over the shorter of the estimated useful life of the asset or the term of the lease. Equipment held
under capital lease is classified as a capital asset and amortized using the straight-line method over the term of
the lease or the estimated useful life, whichever is shorter. All repairs and maintenance costs are expensed as
incurred.

The depreciation and amortization periods for property and equipment categories are as follows:

Computer @qUIPMENT . .« .t vttt e et e e 2 to 3 years
Furniture and fixtures . ........ ... . i 4 to 7 years
Machinery and eqUIpment ... .. .. ...ttt 2 to 5 years
SOftware . ... ... 2 to 6 years

Goodwill and Intangible Assets

Goodwill represents the excess of the purchase price over the fair value of the net tangible and identifiable
intangible assets acquired in a business combination. Intangible assets resulting from the acquisitions of entities
accounted for using the purchase method of accounting are estimated by management based on the fair value of
assets received. Identifiable intangible assets are comprised of existing and core technology, patents, order
backlog, customer relationships, trademarks and other intangible assets. Identifiable intangible assets that have
finite useful lives are being amortized over their useful lives. The Company follows the provisions of SFAS 142,
Goodwill and Other Intangible Assets, under which goodwill is not amortized. Rather, goodwill is subject to at
least an annual assessment for impairment (more frequently if certain indicators are present) by applying a fair-
value based test. In the event that management determines that the value of goodwill has become impaired, the
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Company will incur an accounting charge for the amount of impairment during the period in which the
determination is made. During the third quarter of 2008 the Company performed its annual assessment for
impairment and wrote down goodwill and intangibles by $7.4 million and $1.1 million, respectively. See
Note 3—Asset Impairments.

Impairment of Long-Lived Assets

In accordance with SFAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets, the
Company evaluates long-lived assets, other than goodwill, for impairment whenever events or changes in
circumstances indicate that the carrying value of an asset may not be recoverable based on expected
undiscounted cash flows attributable to that asset. The amount of any impairment is measured as the difference
between the carrying value and the fair value of the impaired asset. During the third quarter of 2008, the
Company performed an evaluation of its long-lived assets and recorded an impairment charge of $4.0 million.
See Note 3—Asset Impairments.

Software Development Costs

In accordance with SFAS 86, Accounting for the Costs of Computer Software to Be Sold, Leased, or
Otherwise Marketed, software development costs are capitalized beginning when technological feasibility has
been established and ending when a product is available for general release to customers. To date, the period
between achieving technological feasibility and the issuing of such software has been short and software
development costs qualifying for capitalization have been insignificant.

Research and Development

Research and development costs consist primarily of compensation and related costs for personnel as well
as costs related to materials, supplies and equipment depreciation. All research and development costs are
expensed as incurred.

Advertising Costs

Adbvertising costs are expensed as incurred. To date, advertising costs have been insignificant.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to significant concentrations of credit risk
consist of cash, cash equivalents, investments and accounts receivable. Cash and cash equivalents are held with a
limited number of financial institutions. Deposits held with these financial institutions may exceed the amount of
insurance provided on such deposits. Management believes that the financial institutions that hold the
Company’s investments are credit worthy and, accordingly, minimal credit risk exists with respect to those
investments. Short-term investments include a diversified portfolio of commercial paper and government agency
bonds. Long-term investments are comprised of auction rate securities. All investments are classified as
available-for-sale. The Company does not hold or issue financial instruments for trading purposes.

Credit risk with respect to accounts receivable is concentrated due to the number of large orders recorded in
any particular reporting period. Three customers represented 43%, 19%, and 11% of accounts receivable at
December 28, 2008. Three customers represented 28%, 18% and 14% of accounts receivable at December 30,
2007. Three customers represented 47%, 25% and 10% of accounts receivable at December 31, 2006. Four
customers accounted for 25%, 23%, 21% and 11% of revenue for the year ended December 28, 2008. Four
customers accounted for 29%, 20%, 12% and 11% of revenue for the year ended December 30, 2007. Four
customers accounted for 23%, 23%, 22% and 19% of revenue for the year ended December 31, 2006.
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Concentration of Suppliers

The Company subcontracts all of the manufacture, assembly and tests of its products to third-parties located
primarily in Asia. As a result of this geographic concentration, a disruption in the manufacturing process
resulting from a natural disaster or other unforeseen event could have a material adverse effect on the Company’s
financial position and results of operations. Additionally, a small number of sources manufacture, assemble and
test the Company’s products, with which the Company has no long-term contracts. Also, each product generally
has only one foundry and one assembly and test provider. An inability to obtain these products and services in
the amounts needed and on a timely basis or at commercially reasonable prices could results in delays in product
introductions, interruptions in product shipments or increases in product costs, which could have a material
adverse effect on the Company’s financial position and result of operations.

Concentration of Other Risk

The semiconductor industry is characterized by rapid technological change, competitive pricing pressures
and cyclical market patterns. The Company’s results of operations are affected by a wide variety of factors,
including general economic conditions; economic conditions specific to the semiconductor industry; demand for
the Company’s products; the timely introduction of new products; implementation of new manufacturing
technologies; manufacturing capacity; the availability of materials and supplies; competition; the ability to
safeguard patents and intellectual property in a rapidly evolving market; and reliance on assembly and wafer
fabrication subcontractors and on independent distributors and sales representatives. As a result, the Company
may experience substantial period-to-period fluctuations in future periods due to the factors mentioned above or
other factors.

Warranty

The Company generally warrants its products against defects in materials and workmanship and
non-conformance to its specifications for varying lengths of time, generally one year. If there is a material
increase in customer claims compared with historical experience, or if costs of servicing warranty claims are
greater than expected, the Company may record additional charges against cost of revenue.

Net Loss Per Share

Under the provisions of SFAS 128, Earnings per Share, basic net loss per share is computed using the
weighted-average number of common shares outstanding during the period. The calculation of basic and diluted
net loss per common share is as follows (in thousands, except per share amounts):

Year Ended
December 28, December 30, December 31,
2008 2007 2006

Nt 0SS« ottt $(41,113) $(33,264) $(22,799)

Weighted average shares outstanding . .......................... 29,084 28,626 26,645

Weighted average unvested shares of common stock subject to

TEPUICHASE . . ..ottt — — (18)

Total shares—basic and diluted ............. ... ... ........ 29,084 28,626 26,627
Basic and diluted net loss pershare ....................00o.n... $ 141 $ (1.16) $ (0.86)
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The following potential common shares have been excluded from the calculation of diluted net loss per
share as their effect would have been anti-dilutive (in thousands):

Year Ended
December 28, December 30, December 31,
2008 2007 2006
Anti-dilutive securities:

Warrants to purchase common stock ....................... — — 6
Weighted average restricted stock and restricted stock units . . . .. 1,479 1,326 361
Weighted average options to purchase common stock .......... 2,362 2,943 3,455

3,841 4,269 3,822

Income Taxes

The Company accounts for income taxes under the liability method, whereby deferred tax assets and liabilities
are determined based on the difference between the financial statement and tax bases of assets and liabilities using
enacted tax rates in effect for the year in which the differences are expected to affect taxable income. Valuation
allowances are established when necessary to reduce deferred tax assets to the amounts expected to be realized. In
addition, the calculation of the Company’s tax liabilities involves dealing with uncertainties in the application of
complex tax regulations. As a result of the implementation of FASB Interpretation No. (FIN) 48, the Company
recognizes liabilities for uncertain tax positions based on the two-step process prescribed within the interpretation.
The first step is to evaluate the tax position for recognition by determining if the weight of available evidence
indicates that it is more likely than not that the position will be sustained on audit, including resolution of related
appeals or litigation processes, if any. The second step is to measure the tax benefit as the largest amount that is
more than 50% likely of being realized upon ultimate settlement.

Note 2. Business Combinations
Centillium DSL Assets

In February 2008, the Company purchased certain DSL technology and related assets from Centillium
Communications, Inc. for $11.9 million in cash, including $0.1 million in transaction costs and the assumption of
liabilities of $0.2 million. The results of operations from the assets acquired in the Centillium DSL acquisition
have been included in the Company’s consolidated statement of operations from the date of the acquisition.

The acquisition was accounted for as a purchase business combination. Under the purchase method of
accounting, the total estimated purchase price as shown in the table has been allocated to the net tangible and
intangible assets acquired based on their estimated fair values as of the date of the acquisition. Subsequent to the
acquisition, certain adjustments were made to the carrying value of certain tangible and intangible assets.
Specifically, acquired inventory was reduced in value with a corresponding increase in goodwill and
subsequently our goodwill was impaired as described in Note 3—Asset Impairments. The allocation of the
purchase price for this acquisition as of the date of closing was as follows (in thousands):

As of Date of December 28,
Acquisition  Adjustments 2008
Acquired intangible assets:
Existing technology .. ..........ouiiieiiiiiineeenn. $ 3,650 $— $ 3,650
Customer relationships . .......... ... . i 2,660 — 2,660
Order backlog ....... ... 710 — 710
GoodWill .. ... 273 877 1,150
Purchased in-process research and development (IPR&D) ....... 310 — 310
Total acquired intangible assets . . .. ..................... 7,603 877 8,480
Tangible assets acquired . ........... ...t 4,520 (877) 3,643
Assumed liabilities ............. .. ... . . . (205) — (205)
$11,918 $— $11,918
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Tangible assets acquired of $3.6 million consisted primarily of inventory and fixed assets and were assigned
a fair value as of the date of acquisition based on the expected selling price and replacement value, respectively.
As discussed further below, the identified intangible assets acquired were assigned fair values in accordance with
the guidelines established in SFAS 141, Business Combinations, FIN 4, Applicability of FASB Statement No. 2 to
Business Combinations Accounted for by the Purchase Method and other relevant guidance. The Company
believes that these identified intangible assets have no residual value.

Acquired Intangible Assets

Existing technology: Existing technology comprises products that have reached technological feasibility.
The Company valued the existing technology using the income approach and a discounted cash flow (DCF)
model, which uses forecasts of future revenue and expense related to the intangible asset. The Company utilized
a discount rate of 28% for existing technology and is amortizing the intangible assets on a straight-line basis over
its estimated useful life of two years.

Customer Relationships: The customer relationships asset relates to the ability to sell existing and future
versions of products to existing customers and has been estimated using the income method. The Company
valued customer relationships utilizing a DCF model and a discount rate of 30% and is amortizing this intangible
asset on a straight-line basis over its estimated useful life of three years.

Order Backlog: The order backlog asset represents the value of the sales and marketing costs required to
establish the order backlog and was valued using the income approach and a DCF model with a discount rate of
26%. The order backlog has an estimated useful life of six months.

Purchased IPR&D: TPR&D of $0.3 million was recorded as research and development expense in
accordance with FIN 4. Projects that qualify as IPR&D represent those that have not yet reached technological
feasibility and which have no alternative future use. Technological feasibility is established when an enterprise
has completed all planning, designing, coding, and testing activities that are necessary to establish that a product
can be produced to meet its design specifications including functions, features and technical performance
requirements. There was one IPR&D project as of the acquisition date, and it was discontinued as of March 30,
2008. The Company valued the IPR&D using the income approach and a DCF model with a discount rate of
32%.

Pro forma Financial Information (Unaudited)

The following unaudited pro forma financial information presents the combined results of operations of the
Company and the stand alone DSL business of Centillium had the acquisition occurred as of the beginning of
fiscal 2007, after giving effect to certain adjustments, including amortization of Centillium DSL acquisition-
related intangibles. The operating results for the period from January 1, 2008 to February 13, 2008 (date of close)
related to the Centillium DSL business were not readily available and were not considered practical to obtain.
The unaudited pro forma financial information does not necessarily reflect the results of operations that would
have occurred had the combined businesses constituted a single entity during such period, and is not necessarily
indicative of results which may be obtained in the future (in thousands, except per share amounts):

Year Ended
December 30, 2007
Pro forma total reVENUE . . .. ... . it $131,467
Proformanet1oss . ....... ... $(39,464)
Pro forma net loss per share—basic and diluted . ............................ $ (1.38)
Pro forma weighted average basic and diluted shares . . ....................... 28,626
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NPA Acquisition

In February 2006, the Company completed the NPA acquisition for $32.7 million in cash, including
transaction costs of $1.8 million. The acquisition was accounted for as a purchase business combination. The
results of operations from the assets acquired in the NPA acquisition have been included in the Company’s
consolidated statement of operations from the date of the acquisition.

Under the purchase method of accounting, the total estimated purchase price as shown in the table has been
allocated to the net tangible and intangible assets acquired based on their estimated fair values as of the date of
the acquisition. Subsequent to the acquisition, certain adjustments were made to the carrying value of certain
tangible and intangible assets. The allocation of the purchase price for this acquisition, as of December 31, 2006
is as follows (in thousands):

As of date of December 31,
acquisition  Adjustments 2006
Amortizable acquired intangible assets:

Existing technology .. ........... ... $ 4,600 $ — $ 4,600
Patents/core technology . ......... ... ... .. ... .. .. 2,000 — 2,000
Trademarks . . ... ... e 1,000 — 1,000
Customer relationships .. ........ ... ... . 3,000 — 3,000
Orderbacklog . . ... ... o 1,200 — 1,200
Non-competition agreement . . .. ........oueueuneneneneenen.. 100 — 100
Transition SEIVICES . .o v vt vttt et e e e eees 1,000 (406) 594
Favorable supply arrangement .. ................ .. ... ... 5,000 — 5,000

Total acquired intangible assets .. ....................... 17,900 (406) 17,494
Tangible assets acquired . .......... .. .. .. .. 7,475 (811) 6,664
Assumed liabilities .. .......... . ... ... ... (308) (230) (538)
Goodwill .. ... 4,741 1,447 6,188
Purchased in-process research and development . ............... 2,900 — 2,900

Total purchase price .. .........vviiinin ... $32,708 $ — $32,708

The amount of the total purchase price allocated to the tangible assets acquired of $6.7 million was assigned
based on the fair values as of the date of acquisition. The identified intangible assets acquired were assigned fair
values in accordance with the guidelines established in SFAS 141, FIN 4 and other relevant guidance. The
Company believes that these identified intangible assets have no residual value.

Amortizable Acquired Intangible Assets and Goodwill

Existing Technology: The existing technology comprises products that have reached technological
feasibility and includes the Eagle and Fusiv products. The Company valued the existing technology utilizing a
DCF model, which uses forecasts of future revenue and expense related to the intangible asset. The Company
utilized a discount rate of 20% for existing technology and is amortizing the intangible assets on a straight-line
basis over their estimated useful life of three to four years.

Patents/Core Technology: The patents/core technology represents a series of awarded patents, filed patent
applications, and core architectures that are used in the products and that form a major part of the architecture of
both current and planned future releases. The Company valued patents/core technology using the royalty savings
method, which represents the benefit of owning this intangible asset rather than paying royalties for its use. The
Company utilized a royalty rate of 2% and a discount rate of 26% for the patents/core technology and all of the
patent/core assets had been fully amortized as of December 28, 2008.
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Trademarks: The trademark assets were determined using the royalty savings method, which represents the
benefit of owning an intangible asset rather than paying royalties for its use. The Company utilized a royalty rate
of 0.5% and a discount rate of 22% for the trademark and all these assets had been fully amortized by
December 28, 2008.

Customer Relationships: The customer relationships asset relates to the ability to sell existing and future
versions of products to existing customers and has been estimated using the income method. The Company
valued customer relationships utilizing a DCF model and a discount rate of 22% and is amortizing this intangible
asset on a straight-line basis over its estimated useful life of five years.

Order Backlog: The order backlog asset represents the value of the sales and marketing costs required to
establish the order backlog and was valued using the cost savings approach. The order backlog was fully
amortized as of the year ended December 31, 2006 as the orders were delivered and billed.

Non-competition Agreement: The Company valued the non-competition agreement with ADI by estimating
the effect on our future revenue and cash flows if a non-compete were not in place, thereby allowing ADI to
re-enter the market and compete with us. The Company utilized a discount rate of 22% for the non-compete
agreement and has fully amortized this intangible asset as of December 28, 2008.

Transition Services: The transition services asset represents the $1.0 million of transition services that the
Company is entitled to receive from ADI with no obligation to pay through August of 2006. As of December 31,
2006, the Company utilized $0.6 million of the transition services, and the remaining $0.4 million of transition
services were re-allocated to goodwill.

Favorable Supply Agreement: The favorable supply arrangement represents a $5.0 million credit for future
purchases from a supplier which was amortized in proportion to the value of related purchases from that supplier.

Purchased IPR&D: Of the total purchase price, $2.9 million has been allocated to IPR&D, and was
recorded as research and development expense for the year ended December 31, 2006, in accordance with FIN 4.
The value of IPR&D was determined by considering the importance of each project to our overall development
plan, estimating costs to develop the purchased IPR&D into commercially viable products, estimating the
resulting net cash flows from the projects when completed and discounting the net cash flows to their present
value based on the percentage of completion of the IPR&D projects. The Company utilized the DCF model to
value the IPR&D using discount rates ranging from 28% to 35%, depending on the estimated useful life of the
technology. Of the three main IPR&D projects at the date of acquisition, one project was terminated and two
projects were completed as of December 30, 2007.

Doradus Acquisition

In August 2006, the Company acquired Doradus, a developer of advanced signal processing products for
communications and digital TV applications, for $2.1 million in cash, including $0.1 million in transaction costs,
and the assumption of liabilities of $0.1 million, options to purchase approximately 0.2 million shares of Ikanos
common stock and approximately 0.2 million shares of restricted stock. The results of Doradus’ operations have
been included in the consolidated financial statements since the acquisition date.
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The acquisition was accounted for as a purchase business combination. The fair value of the assets acquired,
including identified intangible assets and in-process research and development expense (IPR&D), was
determined to be $5.8 million, which exceeded the purchase price by $3.6 million. The fair value in excess of the
purchase price was allocated ratably to the identified intangible assets and IPR&D. The allocation of the
purchase price for this acquisition is as follows (in thousands):

Net tangible assets acquired . .. ... ...t e $ 23
Purchased in-process research and development .. .......... ... . .. .. ... 612
Customer relationships . . . ... ..o 70
Developed technology .. ... ... 1,545
Liabilities assumed . . ... ..ot e (92)
Total purchase PriCe . .. ... ...ttt e e e e $2,158

The fair value of the restricted stock issued and the intrinsic value of the unvested options assumed is being
recognized as compensation expense over the respective future service periods. Of the total purchase price, $0.6
million was allocated to IPR&D and was expensed in the year ended December 31, 2006. Projects that qualify as
IPR&D represent those that have not yet reached technological feasibility and which have no alternative future
use. Of the three main IPR&D projects at the date of acquisition, all were discontinued as of December 30, 2007.
The developed technology comprised products that have reached technological feasibility and were valued
utilizing a DCF model. This intangible asset was originally amortized on a straight-line basis over three years.
Customer relationships relate to the ability to sell products to existing customers and have been estimated using a
DCF model. This asset was originally amortized on a straight-line basis over one year. Because all projects have
been discontinued, the remaining developed technology, which totals $0.6 million, was expensed when the
remaining $0.6 million of deferred revenue related to the technology was recognized in 2008.

Note 3. Asset Impairments

For the year ended December 28, 2008, the Company recorded impairment charges totaling $12.5 million of
which $7.4 million related to goodwill, $1.1 million related to intangibles and $4.0 million related to prepaid
license fees. The Company also determined that its investment in auction rate securities was impaired (see
Note 4), resulting in an additional charge of $6.2 million.

During the third quarter of 2008, due to lower market capitalization, the Company performed its annual
goodwill impairment test in accordance with SFAS 142. The fair value of the Company’s single reporting unit
was determined based on its quoted stock price on the NASDAQ stock exchange plus an estimated control
premium. This test resulted in an impairment charge of $7.4 million because the Company’s market
capitalization was significantly lower than the carrying value of its assets for an extended period. The changes in
the carrying value of goodwill were as follows (in thousands):

Goodwill as of December 30, 2007 . ... e $ 6,247
Additions in 2008 . ... ... 1,150
Impairment . ... ... ... (7,397)
Goodwill as of December 28, 2008 . . ..ottt $ —

The intangible asset impairment of $1.1 million related to trademarks and patents from the Company’s 2006
acquisition of the network processing and ADSL assets from Analog Devices, Inc. (ADI) and the 2008 purchase
of the DSL technology and related assets from Centillium Communications, Inc. Based on a review of intangible
assets, the Company concluded that these intangible assets had no future economic benefit.
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The prepaid license fees of $4.0 million related to a vendor that provided memory and input/output
interfaces to facilitate the design of semiconductors at a particular third-party wafer foundry. Payments to this
vendor were capitalized until semiconductor mask set tape-outs at this foundry were completed. Based on the
Company’s planned tape-out decisions for 2009 and the foreseeable future, it was concluded that there was no
future economic benefit to the intellectual property, and the related prepaid asset was expensed.

Note 4. Investments and Fair Value Measurements

The following is a summary of the Company’s investments (in thousands):

December 28, 2008

Gross Gross Estimated

Realized Unrealized Fair

Cost Gain/(Loss) Gain/(Loss) Value
U.S. government agencCi€s . .............oueuueunennnnn.. $25,570 $ — $252 $25,822
Corporate bonds and notes . .............c..vuiueninnnn... 10,258 — 40 10,298
Total short-term investments . ....................... $35,828 $ — $292 $36,120
Long-term investments—auction rate securities ............. $ 7,200 $(6,166) $— $ 1,034

December 30, 2007

Gross Gross Estimated

Realized Unrealized Fair

Cost Gain/(Loss) Gain/(Loss) Value
U.S. government agencies .. ..............coeeuueeennn..s $ 8,496 $— $ 14 $ 8,510
Corporate bonds and notes . .................coouinaan... 10,269 — 67 10,336
Total short-term investments . ....................... $18,765 $— $ 81 $18,846
Long-term investments—auction rate securities ............. $ 7,200 $— $(199) $ 7,001

The contractual maturities of investments held at December 28, 2008 are as follows (in thousands):

December 28, 2008
Estimated Fair

Cost Value
Due Within One Year . . .. ...ttt $26,522 $26,670
Due after one year through Syears ........... ... i 9,306 9,450
Due after 1O years .. ... ...ttt e 7,200 1,034
Total . $43,028 $37,154

There were no unrealized losses on investments aggregated by category as of December 28, 2008.
Unrealized losses on investments at December 30, 2007 by investment category and length of time in a
continuous unrealized loss position were as follows (in thousands):

December 30, 2007

Less than 12 Months 12 Months or Greater Total
Estimated Gross Estimated Gross Estimated Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
Auction rate securities . ........... $7,001 $(199) $— $— $7,001 $(199)
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Marketable securities are classified as available-for-sale as of the balance sheet date and are reported at fair
value with unrealized gains and losses reported as a separate component of accumulated other comprehensive
income (loss) in stockholders’ equity, net of tax. Realized gains and losses and other-than-temporary declines in
value, if any, on available-for-sale securities are reported in other income or expense as incurred. Estimated fair
values were determined for each individual security in the investment portfolio. The declines in value of these
investments are primarily related to changes in interest rates and are considered to be temporary in nature.

A portion of the Company’s available-for-sale portfolio is composed of auction rate securities. In prior years
the Company classified these securities as short-term investments even though the stated maturity dates of these
investments may be one year or more beyond the balance sheet dates. In accordance with Accounting Research
Bulletin No. 43, Chapter 3A, Working Capital—Current Assets and Current Liabilities, the Company viewed its
available-for-sale portfolio as available for use in its current operations. Based upon historical experience in the
financial markets as well as the Company’s specific experience with these investments, the Company believed there
was a reasonable expectation of completing a successful auction within the subsequent twelve-month period.
Beginning in the third quarter of 2007, $7.2 million of auction rate securities have failed to sell at auction and are
now classified as long-term investments because the Company can not determine whether a successful auction will
occur in the next twelve-month period. The funds related to these securities will not be available until a successful
auction occurs, a buyer is found outside of the auction process or the underlying securities have matured.

In 2007, the Company recorded an unrealized holding loss within accumulated other comprehensive loss as
a separate component of stockholders’ equity. During 2008, upon determining that the decline in market value
was other-than-temporary, the Company wrote down the investments to their estimated realizable fair value of
$1.0 million and recorded an investment impairment charge of $6.2 million.

Fair Value Measurements

SFAS 157 clarifies that fair value is an exit price, representing the amount that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants. As such, fair value is a
market-based measurement that should be determined based on assumptions that market participants would use in
pricing an asset or liability. As a basis for considering such assumptions, SFAS 157 establishes a three-tier value
hierarchy, which prioritizes the inputs used in measuring fair value as follows: observable inputs such as quoted
prices in active markets (Level 1); inputs other than the quoted prices in active markets that are observable either
directly or indirectly (Level 2); and unobservable inputs in which there is little or no market data, which require the
Company to develop its own assumptions (Level 3). This hierarchy requires the Company to use observable market
data, when available, and to minimize the use of unobservable inputs when determining fair value. On a recurring
basis, the Company measures certain financial assets, mainly comprised of marketable securities, at fair value.

The Company’s cash and investment instruments are classified within all three levels of the fair value
hierarchy. The types of Level 1 instruments, valued based on quoted market prices in active markets, include
money market securities. Level 2 types of instruments, valued based on other observable inputs include
investment-grade U.S. government agencies, commercial paper and corporate bonds and notes. Level 3 types of
instruments, valued based on unobservable inputs in which there is little or no market data, which require the
Company to develop its own assumptions, include auction rate securities. The fair value hierarchy of our
marketable securities as of December 28, 2008 is (in thousands):

Fair Value Measurements at Reporting Date Using
Level 1 Level 2 Level 3 Total

Money market funds(1) ............ ... $10,047 $ — $ —  $10,047
Commercial paper(1) . ... — 13,988 — 13,988
U.S. government aZenCies . . . ... ..vvuvr et nenen e, — 25,822 — 25,822
Corporate bonds and notes . .............uuininiinneneninenn.. — 10,298 — 10,298
Auction 1ate SECUTILIES . . o oo — — 1,034 1,034

$10,047 $50,108 $1,034 $61,189

(1) Commercial paper and money market funds are classified as cash equivalents.
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The Company valued the auction rate securities using a DCF model. Assumptions used in valuing each of
the auction rate securities include the stated maturity dates between the years 2025 and 2050, the stated coupon
rate and an estimated discount rate. The discount rate is an estimate of what the Company believes the security
must be discounted to in order to sell today. It is based on a number of factors, including the credit rating of the
issuer and the insurance provider for the security. During the twelve months ended December 28, 2008, the
Company recorded a charge of $6.2 million as a result of the DCF analysis. Changes in our Level 3 securities for
the twelve months ended December 28, 2008 and December 30, 2007 are as follows (in thousands):

Year Ended
December 28, December 30,
2008 2007
Beginning balance ... ............iii $ 7,001 $7,200
Other-than-temporary write-down included in earnings .................... (6,166) —
Reversal of write-down previously included in other comprehensive income . . . 199 (199)
Balance at December 28, 2008 . . ... ... $ 1,034 $7,001

Note 5. Allowance for Doubtful Accounts

The following table summarizes the activity related to the allowance for doubtful accounts (in thousands):

Balance at Charged

Allowance for Doubtful Beginning (Released) to Balance at
Accounts for Year Ended of Year Expenses Write-Offs End of Year
D008 - .o $ 64 $(38) $(19) $ 7
2007 oo 149 (85) — 64
2000 .o\ 60 146 (57) 149

Note 6. Inventories

Inventories consisted of the following (in thousands):

2008 2007
Finished g00dS . . . ..ottt $ 4,482 $ 3,966
WOrK-In-proCess . . .. ..ottt 7,480 8,734
Purchased parts and raw materials . ........ ... .. . 527 325

$12,489 $13,025

Note 7. Property and Equipment

Property and equipment consisted of the following (in thousands):

2008 2007
Machinery and eqUIPMENt . ... ..ottt ettt et $ 17,630 $ 18,081
SO WAL . . oo 10,641 12,400
ComPULEr EQUIPIMENL . . oo\ vttt ettt et et e e e e e e e e 3,770 4,289
Furniture and fiXtures . ... ... . 886 865
Leasehold improvements . ... .. .. ...ttt e 838 795
CONSLIUCHION 1N PIOZIESS « « « v v ettt et et e e e e e e e e e et e e e e e e et e 418 268

34,183 36,698
Less: Accumulated depreciation and amortization . .. ........... ... ... ... (24,586) (22,782)

$ 9,597 $ 13916
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Depreciation expense for property and equipment was $6.7 million, $7.3 million and $6.3 million for the
years ended December 28, 2008, December 30, 2007 and December 31, 2006, respectively. Included in property
and equipment are assets acquired under capital lease obligations, mostly software and machinery and
equipment, with an original cost of $2.0 million, $3.8 million and $6.1 million as of December 28, 2008,
December 30, 2007 and December 31, 2006, respectively. Related accumulated depreciation and amortization of
these assets was $2.0 million, $3.5 million and $4.0 million as of December 28, 2008, December 30, 2007
and December 31, 20006, respectively.

Note 8. Purchased Intangible Assets

SFAS 142 requires purchased intangible assets other than goodwill to be amortized over their expected
useful lives unless these lives are determined to be indefinite. Purchased intangible assets are carried at cost less
accumulated amortization. Amortization is computed over the estimated useful lives of the respective assets. The
carrying amount of intangible assets is as follows (in thousands):

December 28, 2008
Weighted
average
Gross Carrying Accumulated Net useful life
Amount Amortization Amount (Years)
Existing technology . .......... ... .. $ 9,795 $(6,664)  $3,131 4
Customer relationships ............. ... ... . ... 5,730 (2,571) 3,159 5
$15,525 $(9,235)  $6,290
December 30, 2007
Weighted
average
Gross Carrying Accumulated Net useful life
Amount Amortization Amount (Years)
Existing technology ........... ... ..., $ 6,145 $ (3,156) $2,989 4
Patents/core technology ............ ... .. ... ... ..... 2,000 (938) 1,062 4
Trademarks . ......... ... . . . . . 1,000 (400) 600 5
Customer relationships . ......... ... ... . .. ... 3,070 (1,195) 1,875 5
Orderbacklog ........ ... 1,200 (1,200) — 0.5
Non-competition agreement . ......................... 100 (62) 38 3
Transition SEIVICES . ..ot vvi i i 594 (594) — 1
Favorable supply agreement .......................... 5,000 (5,000) — 1

$19,109 $(12,545)  $6,564

The amortization of technology is charged to cost of revenue and the amortization of customer relationships
is charged to selling, general and administrative. During the years ended December 28, 2008, December 30, 2007
and December 31, 2006, the amortization of intangible assets was $5.1 million, $3.6 million and $8.9 million,
respectively. During the year ended December 28, 2008 impairment of intangible assets totaled $1.1 million. The
estimated future amortization of purchased intangible assets as of December 28, 2008 is as follows (in
thousands):

Fiscal Year Ending

2000 e $4,274
2000 e 1,830
20 L 186
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Note 9. Accrued Liabilities

Accrued liabilities consisted of the following (in thousands):

2008 2007
Accrued compensation and related benefits .......... ... .. ... .o L. $3,787 $ 4,089
AcCrued reDates . . ..o 918 3,876
Warranty accrual .. ... .. 745 1,055
Accrued professional fees .. .......... . 658 1,590
Accrued royalties . . .. ..o 654 487
ReStructuring . . . ... ..ot 190 1,660
Other accrued liabilities ... ... i 1,728 2,614

$8,680  $15,371

The following table summarizes the activity related to the warranty accrual (in thousands):

2008 2007
Balance, beginning of year ............ ... ... ... $1,055 $2,774
Provision warranties during the year ............ .. ... .. i, 518 998
Usage during the year ... ... .. ...t (828) 2,717)
Balance, end of year .. ... ... . $ 745 $ 1,055

Note 10. Restructuring Charges

During the fourth quarter of 2006, the Company implemented a restructuring program of its development
operations to reduce its cost structure. The restructuring plan involved reducing the Company engineering
workforce by approximately 40 employees of which approximately half were from India and half were from
North America. In addition, the Company closed its Canadian office and transitioned those responsibilities to the
United States through a combination of relocations and hiring. The Company incurred facility related expenses in
relation to the lease termination of its Canadian office. During the third quarter of 2007, the Company
implemented a second restructuring program. The restructuring plan involved outsourcing the back-end physical
semiconductor design process and terminating approximately 15 employees, including four members of senior
management. The Company expects the remaining software tool costs to be paid in 2009. A summary of the
Company’s restructuring activity is as follows (in thousands):

Severance and Excess Software
Benefits Facilities Tools Total
Balance as of January 1,2006 .................ccuuiiin... $ — $— $ — 5 —
Restructuring charges .......... .. ... .. ... 1,500 191 — 1,691
Cashpayments ............ouiuiniiinininnennenen.. (627) ©)] — (636)
Balance as of December 31,2006 ......................... 873 182 — 1,055
Restructuring charges . ........ ... .. .. .. .. .. ... 578 — 2,890 3,468
Cashpayments ...............c.iuiiiinienennenenn.. (1,562) (132) (238) (1,932)
Asset write-off . ... ... ... — — (2,207)  (2,207)
Liability write-off . ........ .. .. .. .. .. .. . — — 1,083 1,083
Adjustments to the provision .............. ... ... ..... 243 (50) — 193
Balance as of December 30,2007 .............. ... ... ..... 132 — 1,528 1,660
Cashpayments ........... ... iiiiiininnnnenen... (132) — (1,338) (1,470)
Balance as of December 28,2008 ......................... $ — $— $ 190 $ 190
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Note 11. Stock-Based Compensation
Common Stock Reserved

As of December 28, 2008, the Company has reserved 6.4 million shares of common stock for future
issuance under its various stock plans.

Summary of Equity Plans
1999 Stock Plan

In September 1999, the Company adopted the 1999 Stock Plan (1999 Plan) under which 2.2 million shares
of the Company’s common stock have been reserved for issuance to employees, directors and consultants.
Options granted under the 1999 Plan may be incentive stock options or non-statutory stock options. Incentive
stock options may only be granted to employees. Options to purchase shares of the Company’s common stock
are granted at a price equal to the fair market value of the stock at the date of grant, as determined by the Board
of Directors. Options under the 1999 Plan generally vest at a rate of 25.0% on the first anniversary of the grant
date and 1/48 per month thereafter. Generally, options terminate ten years after the date of grant. Upon
completion of the Company’s initial public offering, the 1999 Plan was terminated and no shares are available for
future issuance under the 1999 Plan. As of December 28, 2008, the Company had 0.6 million options outstanding
under the 1999 Plan.

2004 Equity Incentive Plan

In September 2005, the Company adopted the 2004 Equity Incentive Plan, (2004 Plan), upon the closing of
its initial public offering. The 2004 Plan allows for the issuance of incentive and nonqualified stock options,
restricted stock, restricted stock units, stock appreciation rights, deferred stock units, performance units and
performance shares to the Company’s employees, directors and consultants. Options generally vest at a rate of
25% on the first anniversary of the grant date and 1/48™ per month thereafter. Generally, options terminate seven
to ten years after the date of grant and are non-statutory stock options. Restricted stock units represent the right to
receive shares of common stock in the future, with the right to future delivery of the shares subject to a risk of
forfeiture or other restrictions that will lapse upon satisfaction of specified conditions. Awards of restricted stock
units general vest over a two year period.

The 2004 Plan provides for the automatic grant of non-statutory stock options to our non-employee
directors. Each non-employee director appointed to the board will receive an initial option to purchase 30,000
shares upon such appointment except for those directors who become non-employee directors by ceasing to be
employee directors. Initial option grants shall vest as to 25% of the shares on the first anniversary of the date of
grant and as to 1/48th of the shares each month thereafter, subject to the director continuing to serve as a director
on each vesting date. In addition, non-employee directors who have been directors for at least six months will
receive a subsequent option to purchase 12,000 shares on the date of each annual meeting of our stockholders.
These subsequent option grants shall vest as to 1/12th of the shares each month following the date of grant,
subject to the director continuing to serve as a director on each vesting date. All options granted under these
automatic grant provisions have a term of ten years and an exercise price equal to the fair market value of our
common stock on the date of grant.

The 2004 Plan provides for an annual increase to the shares authorized under the plan on the first day of the
Company’s fiscal year beginning in 2006, equal to the least of (i) 4.4% of the Company’s outstanding shares of
common stock on such date, (ii) 3.0 million shares or (iii) an amount determined by the Board of the Directors.
The shares may be authorized, but unissued or reacquired common stock. As of December 28, 2008, the
Company had 2.8 million options and awards outstanding and 1.0 million options and awards available for future
grant under the 2004 plan.

80



2004 Employee Stock Purchase Plan

In September 2005, the Company adopted the 2004 Employee Stock Purchase Plan (ESPP), upon the
closing of its initial public offering. As of December 28, 2008, the Company had 2.3 million shares available for
grant under the ESPP. All of the Company’s employees are eligible to participate if they are employed by us or
any participating subsidiary for at least 20 hours per week and more than 5 months in any calendar year. The
Company’s 2004 ESPP is intended to qualify under Section 423 of the Internal Revenue Code and provides for
consecutive, overlapping 24-month offering periods. Each offering period includes four 6-month purchase
periods. The offering periods generally start on the first trading day on or after May 1 and November 1 of each
year. On the first day of the Company’s fiscal year starting in 2005 and ending in 2014, the number of authorized
shares under the ESPP will be increased by the lesser of (i) 2.5% of the Company’s outstanding shares of
common stock on such date, (ii) 1.5 million shares, or (iii) an amount determined by the Board of the Directors.

Doradus 2004 Amended and Restated Stock Option Plan

In August 2006, in connection with Doradus acquisition, the Company assumed Doradus’ 2004 Amended
and Restated Stock Option Plan (Doradus Plan). Each unvested option to acquire shares of Doradus common
stock outstanding under the Doradus Plan immediately prior to the closing date was converted into the right to
acquire 0.079365 shares of Ikanos common stock. As of December 28, 2008, the Company has reserved
approximately 0.1 million shares of its common stock for options outstanding and approximately 0.1 million
shares for future issuance. Options granted under the Doradus Plan may be incentive stock options or
non-statutory stock options. Options generally vest at a rate of 25% on the first anniversary of the grant date and
1/12th per quarter thereafter and terminate ten years after the date of grant.

Stock Option Agreement for Michael A. Ricci

In July 2007, the Company adopted the Stand-alone Stock Option Agreement for Michael A. Ricci, under
which 300,000 shares of the Company’s common stock were reserved for issuance to the Company’s former
CEO in connection with his employment with the Company in June 2007. On June 4, 2007, the Board of
Directors of the Company granted an option to purchase 300,000 shares of the Company’s common stock at
$7.04 per share to Mr. Ricci pursuant to his offer letter dated May 1, 2007.

On August 1, 2008, the Company entered into a separation agreement and mutual releases with Mr. Ricci,
which set forth terms and provisions governing Mr. Ricci’s termination of employment as President and CEO of
the Company. Under this termination agreement, the Company agreed to accelerate the vesting of 300,000
options granted under this plan and allow him until April 2009 to exercise the options. As of December 28, 2008,
all 300,000 options were outstanding.

Changes in Accounting Principle

On January 2, 2006, the Company adopted SFAS 123(R), which requires all share-based payments to
employees, including grants of employee stock options, to be recognized in the income statement based on their
fair values. The Company elected to use the modified prospective transition method as permitted by SFAS
123(R) and therefore has not restated its financial results for prior periods. Under this transition method, the post
adoption share-based payment includes compensation expense for all stock-based compensation awards granted
prior to, but not yet vested as of January 2, 2006, based on the grant date fair value estimated in accordance with
the original provisions of SFAS 123. For these awards, the Company has continued to recognize compensation
expense using the accelerated amortization method. The fair value of all share-based payment transactions
granted subsequent to January 2, 2006 will be based on the grant date fair value estimated in accordance with the
provisions of SFAS 123(R). The Company recognizes compensation expense for post adoption share-based
awards on a straight-line basis over the requisite service period of the award.
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Prior to the adoption of SFAS 123(R), the intrinsic value of unvested common stock options issued prior to
the initial public offering was recorded as unearned stock-based compensation as of January 2, 2006. Upon the
adoption of SFAS 123(R) in January 2006, the unearned stock-based compensation balance of approximately
$4.2 million was reclassified to additional-paid-in-capital. The deferred-stock based compensation as of
December 31, 2006 represents the unamortized stock-based compensation which related to awards granted prior
to the Company’s initial Form S-1 registration statement filed with the SEC on June 25, 2004. These awards
were valued under the minimum value method and were fully amortized as of December 30, 2007. Stock-based
compensation expense related to all stock-based compensation awards under SFAS 123(R) was $10.5, million,
$13.9 million and $9.7 million for the years ended December 28, 2008, December 30, 2007 and December 31,
2006, respectively.

The adoption of SFAS 123(R) also resulted in a cumulative benefit from accounting change of $0.6 million
(net of tax), which reflects the net cumulative impact of estimating future forfeitures in the determination of
period expense, rather than recording forfeitures when they occur as previously permitted.

As of December 28, 2008, there was $7.9 million of total unrecognized stock-based compensation cost
related to unvested share-based compensation arrangements. That cost is expected to be recognized over a
weighted-average period of 1.78 years

Summary of Assumptions

The fair value of each option award is estimated on the date of grant using the Black-Scholes option pricing
model that uses the assumptions noted in the following table.

2008 2007 ﬂ

Option Grants:

Expected volatility .. ... oo 61-65% 59-61% 63%

Expected dividends . ....... ... — — —

Expected term of options (in Years) . . .. .. ...vu vttt 4.5-6.1 4.8-6.1 4.8

Risk-free interest rate .. .......... ..ottt 27-38% 4.7-49% 4.8%
ESPP:

Expected volatility .. ... oo 42-75% 40-55%  58%

Expected dividends . ....... ... — — —

Expected term of ESPP (inyears) ............. . i, 0.5-2.0 05-20 1.25

Risk-free interest rate—ESPP .. ... ... .. .. .. L i 1.1-3.9% 3.8-50% 4.9%

Expected volatility: The expected volatility is based on a blend of the volatility of the Company’s peer
group in the industry in which it does business and the Company’s historical volatility.

Expected term: The expected term is based on several factors including historical observations of employee
exercise patterns during the Company’s history, peer company employee exercise behavior and expectations of
employee exercise behavior in the future giving consideration to the contractual terms of the stock-based awards.
The expected term of options granted is derived from the average midpoint between vesting and the contractual
term, as described in the SEC’s Staff Accounting Bulletin No. (SAB) 107, Share-Based Payment.

Risk-free interest rate: The yield on zero-coupon U.S. treasury securities for a period that is commensurate
with the expected term assumption for each group of employees is used as the risk-free interest rate.

Pre-vesting forfeitures: Estimates of pre-vesting option forfeitures are based on Company experience and

industry trends. The Company will adjust its estimate of forfeitures over the requisite service period based on the
extent to which actual forfeitures differ.
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Equity Plan Activity
A summary of option activity is presented below (in thousands, except per share amounts):

Weighted-
Average
Weighted- Remaining
Average  Contractual Aggregate

Exercise Term Intrinsic

Shares Price (Years) Value
Outstanding at December 30,2007 .. ........ ... ... .. ... .. 2,353 $ 797
Granted . ... .. 993 2.96
Exercised .. ...... .. .. ... (213) 1.34
Forfeited orexpired .. ...... ... ..o (424) 13.15

Outstanding at December 28,2008 . ......................... 2,709 $ 5.84 5.91 %

Exercisable at December 28,2008 . ........ ... ... 1,571 $ 6.79 4.76 @

The weighted average grant date fair value of options granted during the years ended December 28,
2008, December 30, 2007 and December 31, 2006 was $1.68, $4.33 and $8.08, respectively. The total intrinsic
value of options exercised during the years ended December 28, 2008, December 30, 2007 and December 31,
2006 was $0.6 million, $5.8 million and $17.2 million, respectively.

The following table summarizes information about stock options as of December 28, 2008 (in thousands,
except per share amounts):

Options Outstanding Options Exercisable
Weighted-
Average Weighted Weighted
Number Remaining Average Number Average
Range of of Contractual Term Exercise Price of Exercise Price

Exercise Prices Options (Years) per Share Options per Share
$0.38t0$4.00 ... 1,354 6.30 $ 2.76 556 $2.81
$4.01t0$8.00 ........ .o 562 3.59 6.88 426 6.96
$8.01t0 $12.00 ....... ..o 570 6.88 8.87 427 8.95
$12.01t0$22.00 ...... ... ... 223 6.91 14.21 162 14.27
2,709 5.91 $ 5.84 1,571 $6.79

Restricted Stock Units

A summary of our restricted stock unit activity is presented below (in thousands):

Weighted-
Average

Grant Date

Fair Value

Shares  Per Share
Restricted stock units outstanding at December 30,2007 ........... ... . ..., 1,304 $8.47
Granted . . ... 1,056 4.23
Vested . ..o 941) 7.53
Forfeited . .. ... . 401) 6.46
Restricted stock units outstanding at December 28,2008 .. ......... .. .. .. .. ... ... .... 1,018 5.58

The weighted average grant date fair value per restricted stock units granted was $4.23, $7.38 and $15.37
during the year ended December 28, 2008, December 30, 2007 and December 31, 2006, respectively. The total
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fair values of restricted stock units that vested were $7.1 million, $6.2 million and $0.6 million during the years
ended December 28, 2008, December 30, 2007 and December 31, 2000, respectively. The restricted stock units
have one to four years vesting terms and are scheduled to vest through 2011. Tax related withholdings of
restricted stock units totaled $0.9 million, $1.3 million and $0 during the years ended December 28, 2008,
December 30, 2007 and December 31, 2006, respectively.

Restricted Stock

A summary of restricted stock activity is presented below (in thousands):

Weighted-
Average

Grant Date

Fair Value

Shares  Per Share
Restricted stock outstanding at December 30, 2007 . ........ ... ... ... i, 88 $12.81

Granted . . ... .. — —

VeSted . ﬂ ) 12.81
Restricted stock outstanding at December 28,2008 . ....... .. .. .. .. . .. ﬂ 12.81

The weighted average grant date fair value per restricted stock granted was $12.93 during the year ended
December 28, 2006. The total fair value of restricted stock that vested was $0.6 million, $0.8 million and $0.6
million during the years ended December 28, 2008, December 30, 2007 and December 31, 2006, respectively.
The restricted stock has three years vesting terms and is scheduled to vest through 2010.

Disclosures Pertaining to All Stock-Based Award Plans

Cash received from option exercises and ESPP contributions under all share-based payment arrangements
was $0.9 million, $2.4 million and $3.9 million for the years ended December 28, 2008, December 30, 2007
and December 31, 20006, respectively. The Company has maintained a full valuation allowance since inception
and has not been recognizing excess tax benefits from share-based awards. The Company does not anticipate
recognizing excess tax benefits from stock-based payments for the foreseeable future, and the Company believes
it would be reasonable to exclude such benefits from deferred tax assets and net loss per common share
calculations. Accordingly, the Company did not realize any tax benefits from tax deductions related to share-
based payment awards during the years ended December 28, 2008, December 30, 2007 and December 31, 2006.

Warrants

Upon the closing of the initial public offering, all warrants to purchase shares of redeemable convertible
preferred stock outstanding became exercisable for common stock. In 2000 and 2001, the Company issued
warrants to purchase 6,390 shares of Series B convertible preferred stock at prices of $23.67 to $47.40 which
were still outstanding at December 31, 2006. These warrants expired in 2007.

Note 12. Employee Benefit Plans

The Company has a retirement savings plan, which qualifies as a deferred savings plan under section 401(k)
of the Internal Revenue Code. All U.S employees are eligible to participate in the savings plan and allowed to
contribute up to 60% of their total compensation, not to exceed the maximum amount allowed by the applicable
statutory prescribed limit. The Company is not required to contribute, nor has it contributed, to the savings plan
for any of the periods presented.
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Note 13. Commitments and Contingencies
Lease Obligations

The Company leases office facilities, equipment and software under non-cancelable operating leases with
various expiration dates through 2012. Rent expense for the years ended December 28, 2008, December 30, 2007
and December 31, 2006 was $1.4 million, $1.3 million, and $1.2 million, respectively. The terms of the facility
leases provide for rental payments on a graduated scale. The Company recognizes rent expense on a straight-line
basis over the lease period, and has accrued for rent expense incurred but not paid.

Future minimum lease payments as of December 28, 2008 under non-cancelable leases with original terms
in excess of one year are $1.5 million in 2009, $0.7 million in 2010, and $0.2 million in 2011 and $0.0 million in
2012.

Indemnities, Commitments and Guarantees

During its normal course of business, the Company has made certain indemnities, commitments and
guarantees under which it may be required to make payments in relation to certain transactions. These
indemnities include intellectual property indemnities to the Company’s customers in connection with the sales of
its products, indemnities for liabilities associated with the infringement of other parties’ technology based upon
the Company’s products, and indemnities to various lessors in connection with facility leases for certain claims
arising from such facility or lease. The duration of these indemnities, commitments and guarantees varies, and in
certain cases, is indefinite. The majority of these indemnities, commitments and guarantees do not provide for
any limitation of the maximum potential future payments that the Company could be obligated to make. The
Company believes its internal development processes and other policies and practices limit its exposure related to
the indemnification provisions of the various agreements that include indemnity provisions. In addition, the
Company requires its employees to sign a proprietary information and inventions agreement, which assigns the
rights to its employees’ development work to the Company. The Company has not recorded any liability for
these indemnities, commitments and guarantees in the accompanying consolidated balance sheets. The Company
does, however, accrue for losses for any known contingent liability, including those that may arise from
indemnification provisions, when future payment is probable and the amount of the loss can be reasonably
estimated, in accordance with SFAS 5, Accounting for Contingencies.

In addition, the Company indemnifies its officers and directors under the terms of indemnity agreements
entered into with them, as well as pursuant to its certificate of incorporation, bylaws and applicable Delaware
law. To date, the Company has not incurred any costs related to these indemnifications.

Litigation

In November 2006, three putative class action lawsuits were filed in the United States District Court for the
Southern District of New York against the Company, its directors and two former executive officers, as well as
the lead underwriters for its initial and secondary public offerings. The lawsuits were consolidated and an
amended complaint was filed on April 24, 2007. The amended complaint sought unspecified damages for
certain alleged material misrepresentations and omissions made by the Company in connection with both its
initial public offering in September 2005 and its follow-on offering in March 2006. On June 25, 2007, the
Company filed a motion to dismiss the amended complaint, plaintiffs opposed the motion, and on March 10,
2008, the District Court ordered the case dismissed with prejudice. On March 25, 2008, plaintiffs filed a motion
for reconsideration, and on June 12, 2008, the District Court denied the motion for reconsideration.

On October 15, 2008, plaintiffs appealed the District Court’s dismissal of the amended complaint and denial
of its motion for reconsideration to the United States Court of Appeals for the Second Circuit. The parties have
filed their respective briefs with the Second Circuit and are awaiting notification from the court as to whether
oral argument will be allowed. The Company cannot predict the likely outcome of the appeal, and an adverse
result in the litigation could have a material effect on its financial statements.
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Additionally, from time to time, the Company is a party to various legal proceedings and claims arising
from the normal course of business activities. Based on current available information, the Company does not
expect that the ultimate outcome of any currently pending unresolved matters, individually or in the aggregate,
will have a material adverse effect on its results of operations, cash flows or financial position.

Note 14. Related Party Transactions

The Company had a consulting agreement with Texan Ventures, LLC. Pursuant to the consulting agreement,
G. Venkatesh, who is both the Managing Member of Texan Ventures, LLC and a member of the Company’s
Board of Directors provided consulting services with respect to, among other things, general business advice
relating to the operation of a public company, guidance and strategic advice in analyzing acquisition
opportunities, assisting in negotiations of acquisition agreements and providing assistance and guidance in the
integration of acquired companies. Under the consulting agreement, Texan Ventures, LLC was entitled to $3,000
per month and reimbursement for reasonable expenses. In October 2006, the agreement was amended whereby
Mr. Venkatesh served as Executive Chairman of the Company’s Board of Directors, expanding his advisory
services to assist in tactical and operational decisions of the Company, while the Company searched for a
permanent Chief Executive Officer. As a result of the amendment, the consulting fees paid to Texan Ventures,
LLC increased to $18,000 per month, and Mr. Venkatesh received an option to purchase 125,000 shares of the
Company’s common stock. In June 2007, the Company hired a permanent Chief Executive Officer. At that time,
Mr. Venkatesh was appointed as Chairman of the Company, and Texan Ventures, LLC continued to receive
$18,000 per month through July 2007, and $3,000 each month for August and September 2007. After September
2007, the consulting relationship ended with no further payments. The Company paid Texan Ventures, LLC
$132,000 in 2007 and $67,500 in 2006.

Note 15. Income Taxes

The provision for income taxes consists of Federal, state minimum taxes and foreign taxes as follows (in
thousands):

Year Ended
December 28, December 30, December 31,
2008 2007 2006
Current :
Federal . ....... . .. . . . . $ 48 $— $130
Stateand local .......... ... . ... . .. . ... 2 2 13
Foreign . ..... ... 170 292 137
$220 $294 $280

The Company has not recorded any deferred tax benefit as all deferred tax assets are fully offset by a
valuation allowance as of December 28, 2008, December 30, 2007 and December 31, 2006.

Given the history of net operating losses that the Company has incurred, management believes it is more
likely than not that the net deferred tax asset will not be realized and, accordingly, has recorded a valuation
allowance for the entire balance. The amount of the deferred tax asset considered realizable, however, may
change if actual future taxable income differs from estimated amounts.
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A reconciliation between the provision for (benefit from) income taxes computed by applying the US
federal tax rate to income (loss) before income taxes and the actual provision for income taxes is as follows (in
thousands):

Year Ended
December 28, December 30, December 31,

2008 2007 2006
Provision (benefit) at statutory rate . ................. ..., 35)% 35)% (35)%
Difference between statutory rate and foreign effectiverate ......... — — (1)
Change in valuation allowance ................ .. .. .. ... ..... 34 35 32
Stock-based compensation . ............. .. 2 4 5
Tax creditS . .. ... . — 3) 4
Others . ..o — — 4

1% 1% 1%

The temporary differences that give rise to significant components of the net deferred tax assets are as
follows (in thousands):

2008 2007
Deferred tax assets :

Net operating loss carry forwards . .. ...t e $43,027 $ 35,058
Depreciation and amortization .. ............o.iiin ittt 908 479)
Research and development and other credits . .......... .. .. .. ... .. .. .. .... 9,693 9,518
Accruals and Other . .. ...... .. 6,047 3,421
Stock-based COMPENSAtION . . ..o v ittt ettt e 3,362 3,592
Acquired intangibles . .. .. ... 7,824 3,060

70,861 54,170
Valuation allowance . ........... ... e (70,861) (54,170)

$8 — 5 —

As of December 31, 2006, the Company’s valuation allowance was $41.6 million. Due to movement in the
net deferred tax assets, this balance increased by $12.6 million to $54.2 million as of December 30, 2007. Due to
movement in the net deferred tax assets, this balance increased by $16.7 million to $70.9 million as of
December 28, 2008.

The Company has elected to track the portion of its federal and state net operating loss carry forwards
attributable to stock option benefits, in a separate memo account pursuant to SFAS 123(R). Therefore, these
amounts are no longer included in the Company gross or net deferred tax assets. Pursuant to SFAS 123(R), the
benefit of these net operating loss carry forwards will only be recorded to equity when they reduce cash taxes
payable. The cumulative amounts recorded in the memo account as of December 28, 2008 are $0.5 million for
federal tax purposes and $0.03 million for state tax purposes, tax affected.

As of December 28, 2008, the Company had approximately $113.9 million and $53.4 million of federal and
state net operating loss carry forwards, respectively, available to reduce future taxable income, which will begin
to expire in 2021 for federal and 2010 for state tax purposes, respectively. The Tax Reform Act of 1986 limits the
use of net operating loss and tax credit carry forwards in the case of an “ownership change” of a corporation. An
ownership change, as defined, may restrict utilization of tax attribute carry forwards. As a result of ownership
changes in the past, net operating loss carry-forwards might expire unutilized.
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At December 28, 2008, the Company has research and development tax credits of approximately $5.3
million and $5.8 million for federal and state income tax purposes, respectively. If not utilized, the federal carry
forward will expire in various amounts beginning 2019. The California credit can be carried forward indefinitely.
The Company also has federal and state alternative minimum tax credits of approximately $0.4 million which do
not expire, and other state tax credits of $0.3 million which will begin to expire in 2009.

Federal income taxes have not been provided for on a portion of the unremitted earnings of foreign
subsidiaries because such earnings are intended to be permanently reinvested. The amount of unremitted earnings
as of December 28, 2008 is approximately $2.8 million.

The Company’s Indian subsidiary operates in two locations, one in Bangalore and the other in Hyderabad.
The Bangalore unit enjoys a special tax holiday under provisions of Section 10A of the Indian Income Tax Act,
1961; and this tax exemption is available until March 31, 2010 under the existing provisions of the Act. The
Hyderabad unit which came into existence as a result of the NPA acquisition, does not enjoy this tax exemption
and its net income will be taxed at the current rate of 33.66%

The Company has adopted the provisions of FIN 48 as of January 1, 2007. A reconciliation of the beginning
and ending amount of unrecognized tax benefits is as follows (in thousands):

Balance at January 1, 2007 . .. ..ot $3,100
Additions for tax positions of Prior years . .............c.euiintn e 700
Balance at December 30, 2007 . . . ... 3,800
Additions for tax positions Of Prior YEArS . ... ... ..ottt vttt 100
Balance at December 28, 2008 . . . . ... .. $3,900

The Company has adopted the accounting policy that interest expense and penalties relating to income tax
position are classified within the provision for income taxes. The total amount of interest and penalty recorded as
of December 28, 2008 was not material. The Company does not anticipate any significant changes within twelve
months of this reporting date of its unrecognized tax benefits.

The Company’s operations are subject to income and transaction taxes in the United States and in multiple
foreign jurisdictions. Significant estimates and judgments are required in determining the Company’s worldwide
provision for income taxes. Some of these estimates are based on interpretations of existing tax laws or
regulations. The ultimate amount of tax liability may be uncertain as a result. All of the unrecognized tax benefit
is related to gross deferred tax assets, and accordingly, if and when recognized, would not result in a change in
Company’s effective tax rate due to the existence of a full valuation allowance.

The Company is subject to taxation in the US and various states and foreign jurisdictions. There are no
ongoing examinations by income taxing authorities at this time. The Company’s tax years starting from 1999 to
2008 remain open in various tax jurisdictions.

Note 16. Significant Customer Information and Segment Reporting

SFAS 131, Disclosures about Segments of an Enterprise and Related Information, establishes standards for
the manner in which public companies report information about operating segments in annual and interim
financial statements. It also establishes standards for related disclosures about products and services, geographic
areas and major customers. The method for determining the information to report is based on the way
management organizes the operating segments within the Company for making operating decisions and assessing
financial performance.
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The Company’s chief operating decision-maker is considered to be the Chief Executive Officer. The Chief
Executive Officer reviews financial information presented on a consolidated basis, accompanied by
disaggregated information about revenue by geographic region for purposes of making operating decisions and
assessing financial performance. On this basis, the Company is organized and operates in a single segment: the
design, development, marketing and sale of semiconductors.

The following table summarizes revenue by geographic region, based on the country in which the customer
headquarters office is located (in thousands):

Year Ended
December 28, December 30, December 31,
2008 2007 2006
ASIA $ 62,298 $ 71,623 $ 94,172
Europe . ... . 35,459 29,156 33,647
North America .. ... i 8,748 6,688 6,866

$106,505 $107,467 $134,685

The Company divides its products into two product families: Access and Gateway. Access includes products
that the Company sells on the carrier infrastructure side of the phone line while Gateway includes products that
the Company sells into the residence. Revenue by product family is as follows (in thousands):

Year Ended
December 28, December 30, December 31,
2008 2007 2006
ACCESS vttt $ 51,762 $ 61,893 $ 71,007
GaleWAY . . o vt e e et 54,743 45,574 63,678

$106,505 $107,467 $134,685

The distribution of long-lived assets (excluding long-term investments, goodwill, intangible assets and other
assets) was as follows (in thousands):

2008 2007
United STALES . . . oo v et e e e e e e $5,792 $ 8,716
AT o 3,678 5,154
Other ..o 127 46

$9,597  $13,916
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SUPPLEMENTARY FINANCIAL DATA
Quarterly Financial Information (Unaudited)

(In thousands)
Three Months Ended
Apr. 1, Jul. 1, Sept. 30, Dec.30, March30, June29, Sept.28, Dec.28,
2007 2007 2007 2007 2008 2008 2008 2008
Revenue ..................... $ 24,668 $25,658 $ 27,275 $29,866 $29,697  $29,855 $ 24,178 $22,775
Costofrevenue ............... 15,256 14,614 17,190 16,204 17,633 16,420 14,212 13,562
Gross margin ............. 9,412 11,044 10,085 13,662 12,064 13,435 9,966 9,213
Operating expenses:
Research and development . . 12,611 12,421 13,908 12,116 11,663 11,571 10,282 9,715
Selling, general and
administrative .......... 7,114 7,027 6,832 6,425 5,870 6,270 8,142 5,541
Operating asset
impairments ............ — — — — — — 12,496 —
Restructuring charges ...... — — 3,468 193 — — — —
Total operating expenses . . . . 19,725 19,448 24,208 18,734 17,533 17,841 30,920 15,256
Loss from operations . .......... (10,313)  (8,404) (14,123) (5,072) (5,469) (4,406) (20,954)  (6,043)
Investment impairment ... .. — — — — — — (6,166) —
Interest income, net ........ 1,281 1,344 1,226 1,091 776 466 427 476
Loss before provision for income
BAXES © v vt 9,032) (7,060) (12,897) (3,981) (4,693) (3,940) (26,693)  (5,567)
Provision for (benefit from)
income taxes ........... 52 102 70 70 91 33 27) 123
Netloss ......oovvinnna... $ (9,084) $(7,162) $(12,967) $(4,051) $(4,784) $(3,973) $(26,666) $(5,690)
Basic and diluted net loss per
share: ........ ... ... ..... $ (032) $ (025 $ (045 $ (0.14) $ (0.16) $ (0.14) $ (0.93) $ (0.20)
Weighted average number of
shares (base and diluted) . ... .. 28,014 28,404 28,711 29,311 29,545 29,308 28,565 28917
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer
and Chief Financial Officer, we have evaluated the effectiveness of the design and operation of our disclosure
controls and procedures (as defined in Exchange Act Rule 13a-15(e)) as of the end of the period covered by this
annual report on Form 10-K. Based on this evaluation, our Chief Executive Officer and Chief Financial Officer
concluded these disclosure controls and procedures are effective to ensure that information we are required to
disclose in reports that we file or submit under the Exchange Act (i) is recorded, processed, summarized and
reported within the time periods specified in SEC rules and forms, and (ii) is accumulated and communicated to
our management, including our Chief Executive Officer and our Chief Financial Officer, as appropriate to allow
timely decisions regarding required disclosure.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting for Ikanos. Ikanos’ internal control over financial reporting is designed to provide reasonable assurance
regarding the reliability of financial reporting and the fair presentation of published financial statements for
external purposes in accordance with GAAP. There are inherent limitations in the effectiveness of any internal
control, including the possibility of human error and the circumvention or overriding of controls. Accordingly,
even effective internal controls can provide only reasonable assurances with respect to financial statement
preparation. Further, because of changes in conditions, or that the degree of compliance with policies or
procedures may deteriorate, the effectiveness of internal controls may vary over time.

Our management assessed the effectiveness of our internal control over financial reporting as of
December 28, 2008. In making this assessment we used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework. Based on our
assessment using those criteria, we concluded that, as of December 28, 2008, our internal control over financial
reporting is effective.

The Company’s independent registered public accounting firm, PricewaterhouseCoopers LLP, has issued an
attestation report on the Company’s internal control over financial reporting. The report on the audit of internal
control over financial reporting appears in part II, Item 8 of this Form 10-K.

Changes in Internal Control over Financial Reporting

There was no change in our internal control over financial reporting during the fourth quarter ended
December 28, 2008 that has materially affected, or is reasonably likely to materially affect, our internal control
over financial reporting.

ITEM 9B. OTHER INFORMATION

None.
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PART III

Certain information required by Part III is omitted from this annual report on Form 10-K but will be
included in the definitive proxy statement that we will file within 120 days after the end of our fiscal year
pursuant to Regulation 14A (the “Proxy Statement”) for our 2009 Annual Meeting of Stockholders, and certain
of the information to be included therein is incorporated by reference herein.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information regarding our executive officers required by this Item is incorporated by reference from the
section entitled “Executive Officers of Registrant” in Part I of this annual report on Form 10-K.

The information regarding our directors, the identification of audit committee members and the audit
committee financial expert is incorporated by reference from “Proposal One—FElection of Directors” in our
Proxy Statement.

The information concerning Section 16(a) reporting is incorporated by reference from “Other Information—
Section 16(a) Beneficial Ownership Reporting Compliance” in our Proxy Statement.

Information regarding material changes, if any, to the procedures by which security holders may
recommend nominees to our board of directors is incorporated by reference from “Consideration of Stockholder
Recommendations and Nominations™ in our Proxy Statement.

We have adopted a Code of Business Conduct and Ethics applicable to all our employees. Our Code of
Business Conduct and Ethics is available at our investor relations website at www.ikanos.com/investor. Any
waiver or amendment to our Code of Business Conduct and Ethics that applies to our Chief Executive Officer,
President or Chief Financial Officer and other officers providing financial information, will be disclosed on our
website at www.lkanos.com or in a report on Form 8-K filed with the SEC.

ITEM 11. EXECUTIVE COMPENSATION

The information included under the following captions in our Proxy Statement is incorporated herein by
reference: Compensation Discussion and Analysis, Summary Compensation Table, Grants of Plan-Based Awards
in 2008, Outstanding Equity Awards at 2008 Year End, Option Exercises and Stock Vested in 2008, Nonqualified
Deferred Compensation, Potential Payments upon Termination or Change in Control, Director Compensation
and Compensation Committee Interlocks and Insider Participation. The information included under the heading
Compensation Committee Report in our Proxy Statement is incorporated herein by reference; however, this
information shall not be deemed to be “soliciting material” or to be “filed” with the Commission or subject to
Regulation 14A or 14C, or to the liabilities of Section 18 of the Exchange Act.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information regarding stock ownership by principal stockholders and management required by this Item
is incorporated by reference from Share Ownership by Principal Stockholders and Management in our Proxy
Statement.

Equity Compensation Plan Information

The following table provides information as of December 28, 2008 with respect to common stock that may
be issued upon the exercise of equity awards under our Amended and Restated 1999 Stock Option Plan (1999
Plan), Amended and Restated 2004 Equity Incentive Plan (2004 Plan), 2004 Employee Stock Purchase Plan
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(2004 ESPP), the Doradus Technologies, Inc. 2004 Amended and Restated Stock Option Plan (Doradus Plan),
and the stand-alone stock option agreement for Michael A. Ricci (Ricci Plan).

Number of  Weighted- Number of

securities average securities
to be issued exercise remaining
upon price per available for
exercise of share of future
outstanding outstanding issuance
options, options, under equity
warrants warrants compensation
Plan category and rights and rights plans
Equity compensation plans approved by security holders (1)(2)(3) ...... 3,311,658 $3.98 3,273,386(4)
Equity compensation plans not approved by security holders (5) ........ 415,904 6.34 70,582(6)
Total ..o 3,727,562 $4.24 3,343,968

(1) Includes: (i) shares of common stock issuable upon the exercise of outstanding options grants (subject to
vesting) for 2,293,371 shares, and (ii) shares of common stock issuable upon the vesting of restricted stock
units for 1,018,287 shares.

(2) No further equity awards may be granted under the 1999 Plan, which terminated at the time our initial
public offering in September 2005.

(3) The 2004 Plan provides for an annual increase to the shares authorized under the plan on the first day of our
fiscal year beginning in 2006, equal to the least of (i) 4.4% of our outstanding shares common stock on such
date, (ii) 3.0 million shares, or (iii) an amount determined by the Board of the Directors.

The 2004 ESPP provides for an annual increase of the shares authorized under the plan on the first day of
our fiscal year starting in 2005 and ending in 2014, the number of authorized shares under the ESPP will be
increased by the lesser of (i) 2.5 % of our outstanding shares of common stock on such date, (ii) 1.5 million
shares, or (iii) an amount determined by the Board of the Directors.

(4) Includes 1,012,913 shares available for future issuance under the 2004 Plan and 2,260,473 shares available
for future issuance under the 2004 ESPP.

(5) Includes shares of common stock issuable upon the exercise of outstanding options grants (subject to
vesting) for an aggregate of 415,904 shares, comprised of 115,904 shares under the Doradus Plan and
300,000 shares under the Ricci Plan.

(6) Shares available for future issuance under the Doradus Plan.

Doradus 2004 Amended and Restated Stock Option Plan

Options granted under the Doradus Plan may be incentive stock options or non-statutory stock options.
Options generally vest at a rate of 25% on the first anniversary of the grant date and 1/12th per quarter thereafter
and terminate ten years after the date of grant. The Doradus Plan will have a term of ten years from the date of
adoption, which was in 2004.

Stand-alone Stock Option Agreement for Michael A. Ricci

In July 2007, the Company adopted the Stand-alone Stock Option Agreement for Michael A. Ricci, under
which 300,000 shares of the Company’s common stock have been reserved for issuance to CEO, Michael A.
Ricci, in connection with his employment with the Company in June 2007.

On June 4, 2007, the Board of Directors of the Company granted an option to purchase 300,000 shares of the
Company’s common stock (Inducement Grant) to Mr. Ricci pursuant to his offer letter dated May 1, 2007, a copy of
which was filed on May 8, 2007 as Exhibit 10.1 to the Company’s Current Report on Form 8-K announcing his
appointment. The Inducement Grant was granted outside of the Ikanos Amended and Restated 2004 Equity
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Incentive Plan and without stockholder approval pursuant to NASDAQ Marketplace Rule 4350(i)(1)(A). The
Inducement Grant has the following terms: the option has been classified as a non-statutory stock option, has an
exercise price equal to the fair market value on the grant date, has a 10-year term and will vest over four years with
25 percent of the shares subject to such option vesting one year after June 4, 2007 and 1/48 of the shares subject to
the option vesting monthly thereafter, subject to Mr. Ricci’s continued employment with the Company through each
date. Pursuant to the terms of the offer letter with Mr. Ricci, the Inducement Grant will have accelerated vesting if
Mr. Ricci is terminated without cause or resigns for good reason in connection with a change of control.

The Company entered into a separation agreement and mutual releases with Mr. Ricci on August 1, 2008,
which set forth terms and provisions governing Mr. Ricci’s termination of employment as President and CEO of
the Company. Under this termination agreement the Company agreed to accelerate the vesting of 300,000 options
granted under this plan and allow him until April 2009 to exercise the options. As of December 28, 2008, all
300,000 options were outstanding.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by this Item is incorporated by reference to Certain Relationships and Related
Transactions in our Proxy Statement. The information regarding director independence is incorporated herein by
reference from the subsection entitled Board Independence in the section entitled Proposal 1—Election of
Directors in our Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information regarding principal accounting fees and services is incorporated herein by reference from
the section entitled Proposal 2—Ratification of Appointment of Independent Registered Public Accounting Firm
in our Proxy Statement.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

1. Financial Statements: The financial statements are set forth under Part II, Item 8 of this annual report on
Form 10-K.

2. Financial statement schedules have been omitted since they are either not required, not applicable, or the
information is otherwise included.

The following documents are filed as part of this Report:

3. Exhibits:
Exhibit
Number Description
3.1 Form of Certificate of Incorporation, as amended, June 16, 2008.
3.2 Form of Bylaws. Incorporated by reference to Exhibit 3.3 to Amendment No. 1 of the Registrant’s

registration statement on Form S-1 dated August 6, 2004 (Registration No. 333-116880).

4.1 Form of Registrant’s Common Stock Certificate. Incorporated by reference to Exhibit 4.1 to
Amendment No. 1 of the Registrant’s registration statement on Form S-1 dated August 6, 2004
(Registration No. 333-116880).

10.1%* Form of Indemnification Agreement entered into by Registrant with each of its directors and
executive officers. Incorporated by reference to Exhibit 10.1 of the Registrant’s registration
statement on Form S-1 dated June 25, 2004 (Registration No. 333-116880).

10.2%* Amended and Restated 1999 Stock Option Plan and related form agreements there under.
Incorporated by reference to Exhibit 10.1 of the Registrant’s quarterly report on Form 10-Q filed
with the SEC on August 16, 2006 (File No. 000-51532).

10.3* Amended and Restated 2004 Equity Incentive Plan. Incorporated by reference to Exhibit 10.3 to
Amendment No. 6 of the Registrant’s registration statement on Form S-1 dated September 1, 2005
(Registration No. 333-116880).

10.3.1 Form of Restricted Stock Unit Agreement. Incorporated by reference to Exhibit 10.1 of the
Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006 (File No. 000-51532).

10.3.2 Form of Amended and Restated Stock Option Agreement. Incorporated by reference to Exhibit 10.2
of the Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006 (File
No. 000-51532).

10.3.3 French Sub-Plan for the Grant of Restricted Stock Units. Incorporated by reference to Exhibit 10.3 of
the Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006 (File
No. 000-51532).

10.3.4 Form of Restricted Stock Unit Agreement for Employees in France. Incorporated by reference to
Exhibit 10.3.1 of the Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006
(File No. 000-51532).

10.3.5 French Sub-Plan for the Grant of Stock Options. Incorporated by reference to Exhibit 10.4 of the
Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006 (File No. 000-51532).
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Exhibit
Number

Description

10.3.6

10.3.7

10.3.8

10.3.9

10.4%

10.4.1%*

10.5

10.6

10.7%*

10.8%*

10.9*

10.10*

10.11*

10.12%*

10.13*

Form of Stock Option Agreement for Employees in France. Incorporated by reference to
Exhibit 10.4.1 of the Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006
(File No. 000-51532).

India Sub-Plan. Incorporated by reference to Exhibit 10.5 of the Registrant’s current report on
Form 8-K filed with the SEC on July 11, 2006 (File No. 000-51532).

Form of Restricted Stock Unit Agreement For Employees in India. Incorporated by reference to
Exhibit 10.5.1 of the Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006
(File No. 000-51532).

Form of Stock Option Agreement for Employees in India. Incorporated by reference to
Exhibit 10.5.2 of the Registrant’s current report on Form 8-K filed with the SEC on July 11, 2006
(File No. 000-51532).

Amended and Restated 2004 Employee Stock Purchase Plan. Incorporated by reference to
Exhibit 10.4 to Amendment No. 6 of the Registrant’s registration statement on Form S-1 dated
September 1, 2005 (Registration No. 333-116880).

2004 Employee Stock Purchase Plan as amended dated as of October 22, 2008. Incorporated by
reference to Exhibit 10.5 of the Registrant’s Quarterly Report on 10-Q filed with the SEC on
November 6, 2008 (File No. 00051532).

Lease Agreement, dated as of February 7, 2006, between Registrant and ProLogis, and addendums
thereto. Incorporated by reference to Exhibit 10.5 of the Registrant’s annual report on Form 10-K
filed with the SEC on February 27, 2006 (File No. 000-51532).

Patent and Technology License Agreement, effective as of February 17, 2006, by and among the
Registrant and Analog Devices, Inc. Incorporated by reference to Exhibit 10.27 of the Registrant’s
annual report on Form 10-K filed on February 27, 2006 (File No. 000-51532).

Offer letter, dated August 16, 2006, between the Registrant and Cory J. Sindelar. Incorporated by
reference to exhibit 10.27 of the Registrant’s annual report on Form 10-K filed with the SEC on
March 7, 2007 (File No. 000-51532).

Offer letter, dated September 8, 2006, between the Registrant and Nick Shamlou. Incorporated by
reference to Exhibit 10.2 of the Registrant’s Quarterly Report on Form 10-Q filed with the SEC on
May 11, 2007 (file No. 000-51532).

Letter Agreement regarding Offer Letter, dated November 28, 2006, between the Registrant and
Nick Shamlou. Incorporated by reference to Exhibit 10.2.1 of the Registrant’s Quarterly Report on
Form 10-Q filed with the SEC on May 11, 2007 (file No. 000-51532).

2008 Sales Compensation Plan for the Vice President of Worldwide Sales. Incorporated by reference
to Exhibit 10.2 of the Registrant’s Quarterly Report on Form 10-Q filed with the SEC on May 7,
2008 (file No. 000-51532).

Summary of Registrant’s 2008 Executive Bonus Program. Incorporated by reference to the
Registrant’s Current Report on Form 8-K filed with the SEC on April 25, 2008 (file No. 000-51532).

Letter Agreement with Michael A. Ricci dated as of May 1, 2007. Incorporated by reference to
Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed with the SEC on May 8, 2007
(File No. 000-51532).

Stand-Alone Stock Option Agreement with Michael A. Ricci dated as of June 4, 2007. Incorporated
by reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed with the SEC on
June 7, 2007 (File No. 000-51532).
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Exhibit
Number

Description

10.14*

10.15%

10.16%*

10.17*

21.1
221

23.1
24.1
31.1
31.2
32.1

Separation agreement and mutual releases with Michael A. Ricci dated as of August 1, 2008.
Incorporated by reference to the Registrant’s Current Report on Form 8-K filed with the SEC on
August 7, 2008 (file No. 000-51532).

Letter of agreement with Michael Gulett dated as of July 27, 2008. Incorporated by reference to
Exhibit 10.5 of the Registrant’s current Report on form 8-K/A filed with the SEC on July 30, 2008
(File No. 000-51532).

Offer letter, dated June 14, 2007, between the Registrant and Noah D. Mesel. Incorporated by
reference to Exhibit 10.23 of the Registrant’s Annual Report on Form 10-K filed with the SEC on
February 22, 2008 (File No. 000-51532).

Offer letter, dated July 12, 2007, between the registrant and Chandrashekhar Khandekar.
Incorporated by reference to Exhibit 10.24 of the Registrant’s Annual Report on Form 10-K filed
with the SEC on February 22, 2008 (File No. 000-51532).

Subsidiaries of the Registrant.

Certificate and Report of Inspection of Election. Incorporated by reference to Exhibit 22.1 of the
Registrant’s Quarterly report on Form 10-Q filed with the SEC on August 8, 2008.
(File No. 000-51532).

Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm.

Power of Attorney is herein referenced to the signature page of this annual report on Form 10-K.
Certification of Chief Executive Officer pursuant to Section 302 of Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer pursuant to Section 302 of Sarbanes-Oxley Act of 2002.

Certification of Principal Executive Officer and Principal Financial Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*  Indicates a management contract or compensatory plan or arrangement.

TRADEMARKS

Ikanos Communications, Ikanos, the Tkanos logo, Ikanos Programmable Operating System, “Bandwidth
without boundaries” tagline, Burst Mode Engine, FasTrack, Fusiv, FusivWare, Fx, FxS, and RRA are among the
trademarks or registered trademarks of Ikanos.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

IKANOS COMMUNICATIONS, INC.
March 10, 2009 /s/  MICHAEL GULETT

Michael Gulett
President and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints Michael Gulett and Cory J. Sindelar, and each of them, his true and lawful
attorneys-in-fact and agents, with full power of substitution and resubstitution, to sign any and all amendments
(including post-effective amendments) to this annual report on Form 10-K and to file the same, with all exhibits
thereto and other documents in connection therewith, with the Securities and Exchange Commission, granting
unto each of said attorneys-in-fact and agents, full power and authority to do and perform each and every act and
thing requisite and necessary to be done in connection therewith, as fully to all intents and purposes as he or she
might or could do in person, hereby ratifying and confirming all that each of said attorneys-in-facts and agents, or
his substitute or substitutes, or any of them, shall do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature % %
/s/  MICHAEL GULETT President and Chief Executive Officer =~ March 10, 2009
Michael Gulett (Principal Executive Officer)
/s/  CORY J. SINDELAR Chief Financial Officer March 10, 2009
Cory J. Sindelar (Principal Financial and

Accounting Officer)

/s/  G. VENKATESH Chairman of the Board and March 10, 2009
G. Venkatesh Director
/s/  DANIAL FAIZULLABHOY Director March 10, 2009
Danial Faizullabhoy
/s/  ELIZABETH A. FETTER Director March 10, 2009

Elizabeth A. Fetter

/s/  PAUL G. HANSEN Director March 10, 2009

Paul G. Hansen

/s/  FREDERICK M. LAX Director March 10, 2009
Frederick M. Lax
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael Gulett, certify that:

1. Thave reviewed this annual report on Form 10-K of Ikanos Communication, Inc. (the “Company”);

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the Company as of, and for, the periods presented in this annual report;

4. The Company’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Company and
we have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the Company,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this annual report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the Company’s disclosure controls and procedures and presented in this
annual report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this annual report based on such evaluation; and

d. Disclosed in this annual report any change in the Company’s internal control over financial reporting
that occurred during the Company’s most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the Company’s internal control over financial reporting; and

5. The Company’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the Company’s auditors and the audit committee of the Company’s board
of directors (or persons performing the equivalent functions):

a.  All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Company’s ability to record,
process, summarize, and report financial information; and

b.  Any fraud, whether or not material, that involves management or other employees who have a
significant role in the Company’s internal control over financial reporting.

Dated: March 10, 2009 /s/  MICHAEL A. GULETT

Michael Gulett
President and Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Cory J. Sindelar, certify that:

1. Thave reviewed this annual report on Form 10-K of Ikanos Communication, Inc. (the “Company”);

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations, and cash flows of
the Company as of, and for, the periods presented in this annual report;

4. The Company’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Company and
we have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the Company,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this annual report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the Company’s disclosure controls and procedures and presented in this
annual report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this annual report based on such evaluation; and

d. Disclosed in this annual report any change in the Company’s internal control over financial reporting
that occurred during the Company’s most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the Company’s internal control over financial reporting; and

5. The Company’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the Company’s auditors and the audit committee of the Company’s board
of directors (or persons performing the equivalent functions):

a.  All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Company’s ability to record,
process, summarize, and report financial information; and

b.  Any fraud, whether or not material, that involves management or other employees who have a
significant role in the Company’s internal control over financial reporting.

Dated: March 10, 2009 /s/  CORY J. SINDELAR

Cory J. Sindelar
Vice President and Chief Financial Officer



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report of Ikanos Communications, Inc. (the “Company”’) on Form 10-K for
the period ended December 28, 2008, as filed with the Securities and Exchange Commission on the date hereof
(the “Report”), Michael Gulett, President and Chief Executive Officer, and Cory J. Sindelar, Vice President and
Chief Financial Officer, of the Company, each certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

IKANOS COMMUNICATIONS, INC.

March 10, 2009 /s/  MICHAEL GULETT

Michael Gulett
President and Chief Executive Officer
(Principal Executive Officer)

March 10, 2009 /s/  CORY J. SINDELAR

Cory J. Sindelar
Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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