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PART |

This Annual Report on Form 10-K (Annual Report) tzoms forward-looking statements. These forwarddiog statements include,
without limitation, predictions regarding the folling aspects of our future

. Sources, amounts and concentration of revenue;

. Product development;

. Improvements in technology;

. Engineering, marketing and general and administnagxpenses;
. Research and development expenses;

. Success in the market of our or our licensees’ ytsd

. Success in renewing license agreements;

. Sources of competition;

. Outcome and effect of current and potential futitigation;
. Protection of intellectual property;

. International licenses and operations, includingraw design facility in Bangalore, India;
. Status of our leveraged position;

. Likelihood of paying dividends;

. Cash and cash equivalents position;

. Lease commitments;

. Adoption of accounting pronouncements;

. Terms of our licenses;

. Trading price of our common stock;

. Operating results;

. Realization of deferred tax assets;

. Accounting estimates and procedures;

. Valuation allowance for deferred tax assets; and

. Amortization of intangible assets.

You can identify these and other forward-lookingtstments by the use of words such as “may,” “shbtéxkpects,” “plans,”
“anticipates,” “believes,” “estimates,” “predictsihtends,” “potential,” “continue,” or the negaéwf such terms, or other comparable

terminology. Forward-looking statements also ineltie assumptions underlying or relating to anthefforegoing statements.

Actual results could differ materially from thosetigipated in these forward-looking statements essalt of various factors, including
those set forth under “Risk Factors.” All forwambking statements included in this document aredas our assessment of information
available to us at this time. We assume no obbgattb update any forward-looking statements.

Rambus, RDRAM, XDR, RaSer, RaSerX and FlexIO addmarks or registered trademarks of Rambus Iher@tademarks that may
be mentioned in this annual report on Form 10-Ktheeproperty of their respective owners.
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Industry wide terminology, used widely throughduistannual report, has been abbreviated and, &s thase abbreviations are defined
below for your convenience:

Double Data Rat DDR
Dynamic Random Access Memc DRAM
Graphics Double Data Ra GDDR
Synchronous Dynamic Random Access Men SDRAM

From time to time we will refer to the abbreviateaines of certain companies and, as such, havedgabei chart to indicate the full
names of those companies for your convenience.

ARM Holdings plc ARM
Cadence Design Systems, | Cadence
Canon Inc Canon
Cisco Systems, Int Cisco

Cray Computer Corporatic Cray

Elpida Memory, Inc Elpida
Hewlet-Packard Compan Hewlet-Packarc
Hitachi Ltd. Hitachi
Hynix Semiconductor, Inc Hynix
Infineon Technologies A( Infineon
Intel Corporatior Intel
Juniper Networks, Inc Juniper
Matsushita Electrical Industrial C Matsushite
Micron Technologies, Inc Micron
Mitsubishi Electric Corporatio Mitsubishi
NEC Corporatior NEC

NEC Electronics Corporatic NECEL
NurLogic Design, Inc NurLogic
Oki Electric Industry Co., Ltc Oki
Renesas Technology Corporat Renesa

S3 Graphics, Inc S3 Graphict
Samsung Electronics Co., Li Samsun¢
Sony Corporatiol Sony
Synopsys Inc Synopsys
Tessera Technologies, Ir Tesser:
Texas Instruments In Texas Instrument
Toshiba Corporatio Toshiba
United Microelectronics Corporatic uMC

Velio Communication: Velio

ltem 1. Business

Rambus Inc™ (“we” or “Rambus”) was founded in 1990 and reinamated into Delaware in March 1997. Our principaeutive
offices are located at 4440 ElI Camino Real, Los#lCalifornia. Our Internet address is www.rambas. You can obtain copies of our
Form 10-K, 10-Q, 8-K reports, and other filingsiwihe SEC, and all amendments to these filings, dfecharge from our website as soon as
reasonably practicable following our filing of aafthese reports with the SEC. In addition, you megd and copy any material we file with
the SEC at the SEC’s Public Reference Room at #80 $treet, N.W., Washington, D.C. 20549. You nedfain information on the
operation of the Public Reference Room by calllmg$EC at 1-800-SEC-0330. The SEC also maintailstamet site that contains reports,
proxy, and information statements, and other infttion regarding registrants that file electronigalith the SEC at www.sec.gov.
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We create a broad range of chip interface techiedapat improve the time-to-market, performancoel, eost-effectiveness of our
customers’ semiconductor and system products. i@emded products are used in a broad range of dimypaonsumer electronics and
communications applications.

Our chip interface technologies are covered by rnttoma 380 U.S. and international patents. Additignae have over 380 patent
applications currently pending. These patents atenp applications cover important inventions immoey and logic chip interfaces, in
addition to other technologies. We believe thatioterface technologies provide a lower risk, mowst-effective alternative for our
customers than can be achieved through their otennial research and development efforts.

We offer our customers a number of alternativesufing our chip interface technologies in theirdurets. First, we license our broad
portfolio of patented inventions to semiconductod aystem companies who use these inventions idahelopment and manufacture of their
own products and for which they pay us royaltiegtSlicensing agreements may cover the licensaxf or all, of our patent portfolio.
Second, we develop industry standard and customiwtarface designs that we provide to our custsrueder license for incorporation into
their semiconductor and system products and fochvhie receive royalty payments or other revenuesohjunction with the chip interface
licenses, our customers receive licenses to oenf@has necessary to implement the interface inpheducts with specific rights and
restrictions to the applicable patents elaboratetieir individual contracts. Third, we offer eng@aring services to customers to help them
successfully integrate our interface technologis their chip and system products.

On April 10, 2003, the Board of Directors of Ramlosed to change the fiscal year end of Rambus fseptember 30 to December 31,
effective January 1, 2003. As a result, finandiatesnents included in this report show resultspErations for the twelve months ended
December 31, 2004 and 2003 (audited) and 2002 diteal), the three months ended December 31, 20@#téal) and 2001 (unaudited) and
the twelve months ended September 30, 2002 (a)dEedept as specifically required under RegulaBeX or S-K, we have chosen to
present the twelve months ended December 31 intmsince this is our new fiscal year end.

Background

The performance of computers, consumer electr@amdsother electronic systems is typically consedihy the speed of data transfer
between the chips within the system. Ideally, tiegtdiency of the data transfer between chips sHmilthie same as the frequency of the data
transfer on-chip. Over the last decade, howeves hiis not been the case as on-chip frequenci¢muernio exceed the frequency of
communication between chips at an ever-increasitey For example, today’s fastest PentRdnprocessors transfer data on-chip at a rate in
excess of 3.0 gigahertz (GHz), but transfer datevdsen chips at 1.066 GHz. As a result of this widgmperformance gap, continued advar
to increase on-chip frequencies face potentialtyidiishing returns in increasing overall system pernfance. Further, Moore’s Law continues
to drive up transistor counts at a much fasterttaa packaging technology can increase the pintsaf chips, resulting in another widening
performance gap that may impact the ability toéase overall system performance. Our chip interfecienologies help semiconductor and
system designers narrow these gaps thus helpipgast the performance of electronic systems.

Our Products
Memory Interfaces
We have three memory interface product families:

Our XDR memory interface product family is desigriedhigh-performance, low-cost memory applicatiohise 2-byte wide XDR
DRAM operating at a 3.2 GHz data rate providesaup.4 gigabytes per second (GB/s) of bandwidth. XB& memory interface is available
for integration into memory and controller
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chips for next-generation consumer electronics,masr graphics and networking applications. The XD&nory interface achieves its high
performance using many of our patented inventimtdiding in the areas of: transferring 8 bits afalper clock cycle using Octal Data Rate
technology, using ultra-low voltage differentialdirectional signaling, and utilizing our FlexPhasechnology which uses flexible circuits
synchronize data output and compensate for timirgye® Our XDR memory interface technology include®madmap to over 12.8 GHz data
rates, which enable system memory bandwidth of@BG and beyond. Leading technology companies asdflpida, Matsushita, Samsung,
Sony, and Toshiba have licensed our XDR memoryfaxte technology.

Our RDRAM memory interface product family has bégrgrated into DRAM memory chips and memory cdfgre by a number of
chip manufacturers. Chips incorporating our RDRAMMory interface are in production, providing highrfprmance for servers, video ga
consoles, projectors, printers, digital TVs, settoxes, routers and switches. Leading technologypanies such as Cisco, Intel, Matsushita,
Samsung, Sony, Texas Instruments and Toshiba iocgour RDRAM interface into their products.

Our DDR controller interface product family is dgrsed to be compatible with a number of industrydtaids. Our DDR controller
interfaces support mainstream DDR1 and DDR2 utbrBegahertz (MHz) data rates and graphics DDRydimeg GDDR1, GDDR2 and
GDDR3, up to 1600MHz data rates. We also offenfates that combine DDR or GDDR interfaces with IR memory interfaces to
provide even higher speed solutions that enabléfgignt improvements in system bandwidth with sesed design flexibility. Matsushita
and Toshiba have licensed our DDR2 interface feringheir products.

Logic Interfaces
We have three logic interface product families:

We offer a family of industry-standard, high-spegd low-power serial links for communications betwdogic chips in a broad range
of computing, consumer and communications apptoati Our industry-standard serial interfaces amepatible with communication
protocols such as XAUI, Fibre Channel, Ethernet, PXpress® and Serial ATA, as well as emerging next-generatimintions that enable
further significant improvements in system bandWidteading companies including Intel, S3 Graphlesshiba, and UMC have licensed our
serial link interfaces for use in their products.

We also offer a family of customized, high-perfoma serial links, based on our RaSer V and RaSecbhhology, for applications
requiring data transfer rates not supported bystrgitstandards. Our RaSer X interface has been wignated to operate at greater than 10
gigabits per second (Gb/s) over network backplageabling significant improvement in bandwidth aagacity of enterprise systems. The
RaSer V interface technology has been licenseddsfiba, and the RaSer X interface technology hes beensed by NECEL.

The FlexIO family of processor bus interfaces pdegi communication between logic chips in a broageaf computing, consumer
communications applications. This technology hant@emonstrated to operate at data rates greate6th Gb/s in test platforms. The
FlexlO processor bus interface has been licenséltbbiiiba and Sony for use in the cell processorfatude broadband applications.

Patent Licenses

We license select parts of our broad portfolio atigmts that underpin our chip interface productsutocustomers. Leading companies
such as Elpida, Intel, Matsushita, NEC, Renesa®ss8ag, and Toshiba have taken licenses to certainrgatents for use in their own
products. Additionally, licensees of our memory éogic interface products and designs, describedalreceive, as an adjunct to their
interface license agreements, patent licensescessary to implement the interface in their proslwath specific rights and restrictions to the
applicable patents elaborated in their individuaitcacts.
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Target Markets, Applications and Customers

We work with leading and emerging chip and systestamers to enable their next generation prodiéesengage with our customers
across the entire product life cycle, from systeohiéecture development, to chip design, to systdgegration, to production ramp up throt
product maturation. Our interface technologiesimeerporated into a broad range of high-volume igpfibns in the computing, consumer
electronics and communications markets. Systeni f@oeelucts that utilize our interfaces include sesy printers, video projectors, video
game consoles, digital TVs, set-top boxes, rowtatgsswitches manufactured by such companies asnC@&isro, Cray, Hewlett-Packard,
Juniper, Matsushita and Sony. We also license atarnped inventions to a wide range of semicondwziorpanies including Elpida, Hitachi,
Intel, Matsushita, Mitsubishi, NEC, Oki, RenesaamSung and Toshiba.

Our Strategy
The key elements of our strategy are as follows:

Develop Core TechnologyDevelop and patent our core technology to provisievith a fundamental competitive advantage in orgm
and logic chip interfaces.

Develop ProductsDevelop products which incorporate our core techgwland provide our customers with the benefitasfer time-
to-market, lower risk and greater cost effectivarfes a range of applications and performancesrgpgrirom industry standard to high
performance proprietary interfaces.

Develop Infrastructure and MarkeDevelop the infrastructure and market to ensuoteroperability and the broad availability of our
chip interface products.

Engage With Leading and Emerging Companiéagage with leading and emerging chip and systestomers to solve their critical
interface design problems and incorporate our lisk;-silicon-proven interfaces into their solutions

License our Interface Technologigscense our patented inventions and specific ahiprface products to customers for use in their
semiconductor and system products.

Design and Manufacturing

Our chip interface technologies are developed hiigi-volume manufacturing processes in mind, scim@ustry-standard
complementary metal-oxide semiconductor processesng others, including those available from leadiamiconductor manufacturers.
Typically, our interfaces are delivered in onetoke ways: implementation package, custom developoreoff-the-shelf design. We provide
implementation packages to licensees who wish tbquo interface designs to a manufacturing probessg used to develop their
semiconductor products. This package typicallyudek a specification, a generalized circuit laytaibbase and test parameter software. We
do custom development when licensees have condragte us to produce a specific design implemeatatiptimized for the licensee’s
manufacturing process. In such cases, the licgmrasdes specific design rules and transistor nettel the licensee’s process. We deliver
off-the-shelf products when licensees purchasegiqusly developed interface design, which is tgfljcthe case with fabless semiconductor
companies where the design rules and transistoelnage provided by a third-party foundry manufestu

Research and Developme

Our ability to compete in the future will be subgtally dependent on our ability to advance oupdhierfaces and patented inventions
in order to meet changing market needs. To this wechave assembled a team of highly skilled ergg@/hose activities are focused on
further development of our chip interfaces and it inventions as well as adaptation of curretgrfaces to specific customers’ processes.
Our engineers are
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developing new interfaces and new versions of iegjshterfaces that we expect will allow chip datnsfer at higher speeds, as well as
provide other improvements and benefits. Our deaighdevelopment process is a multi-disciplinafgréfequiring expertise in system
architecture, digital and analog circuit design &yibut, semiconductor process characteristickagfing, printed circuit board routing, sig
integrity and high-speed testing techniques.

As of December 31, 2004, we had 170 employeesiriiogineering departments, representing 72% ofaial human resources.
Approximately 52% of our engineering employees hadeanced technical degrees and 15% have PhDghébwelve months ended
December 31, 2004, 2003 and 2002, research andbgevent expenses were approximately $32.6 milg39.4 million and $23.7 million,
respectively. We expect that we will continue tedst substantial funds in research and developawivities. In addition, because our
license and customer service agreements ofterfocalk to provide engineering support, a portiomwf total engineering costs have been
allocated to the cost of contract revenues, eveagh these engineering efforts have direct applitato our technology development.

Competition

The semiconductor industry is intensely competitimel has been impacted by price erosion, rapidhtdobical change, short product
life cycles, cyclical market patterns and incregsoreign and domestic competition. Some semicotmwwompanies have developed and
support competing logic interfaces including thteim serial link interfaces and parallel bus intee We also face competition from
semiconductor and intellectual property companike provide their own DDR memory interface technglagd solutions. In addition, most
DRAM manufacturers, including our RDRAM and XDRditsees, produce versions of DRAM such as SDRAM, Dere the “x” is a
number that represents a version) and GDDRx (wiiieréx” is a number that represents a version) Wwigiempete with RDRAM and XDR
chips. We believe that our principal competitionieemory interfaces may come from our licenseespaaspective licensees, some of which
are evaluating and developing products based ¢mtdegies that they contend or may contend willnegjuire a license from us. In addition,
our competitors are also taking a system approacitas to ours in seeking to solve the applicati@eds of system companies. Many of these
companies are larger and may have better accéisstwial, technical and other resources than ves@ss.

The JEDEC Solid State Technology Association, adsteds setting body including semiconductor andesysompanies, has
standardized what they call an extension of DDRwkmas DDR2. JEDEC is also thought to be standagliwhat they describe as an
extension of DDR that they refer to as DDR3 andlly buffered DIMM standard. Other efforts are unday to create other products
including those sometimes referred to as GDDR4@DDRS5. To the extent that these alternatives npgbvide comparable system
performance at lower or similar cost than RDRAM &R memory chips, or are perceived to requirepgment of no or lower royalties,
or to the extent other factors influence the indusiur licensees and prospective licensees magtada promote alternative technologies.
Even to the extent we determine that such altaraagichnologies infringe our patents, there candassurance that we would be able to
negotiate agreements that would result in royalieag paid to us without litigation, which could bostly and the results of which would be
uncertain.

In addition, certain semiconductor companies ame marketing semiconductors which combine logic BRAM on the same chip.
Such technology, called “embedded DRAM,” eliminates need for an external chip interface to memohg impact of embedded DRAM
on our business is difficult to predict. If embedd2RAM were to gain widespread acceptance in teetednics industry, and if new royalty-
generating licenses were not entered into betwseamd the manufacturers and/or users of the embddadBAM products, embedded DRAM
would have a negative impact on the royalties Weateceive for the use of our patents. We do nokatly receive royalties for embedded
DRAM. There can be no assurance that competitiom fembedded DRAM will not increase in the future.

In the industry standard and custom serial linkrifgice business, we face additional competitiomfsemiconductor companies that sell
discrete transceiver chips for use in various tygfes/stems, from
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semiconductor companies that develop their owrakkmk interfaces, as well as from competitorsslsas ARM and Synopsys, who license
similar serial link interface products. At the 10/6 speed, competition will also come from optieghnology sold by system and
semiconductor companies. There are standardizafforts under way or completed for serial linksnfrgtandard bodies such as PCI-SIG and
OIF. We may face increased competition from thgpes of consortia in the future that could negdfiu@pact our serial link interface
business.

In the FlexlO processor bus interface businesdaae additional competition from semiconductor camps who develop their own
parallel bus interfaces, as well as competitors lidemse similar parallel bus interface product® ivay also see competition from industry
consortia or standard setting bodies that coulcétmegly impact our FlexlO processor bus interfagsibess.

As with our memory interface products, to the ektbat competitive alternatives to our serial orgtlal logic interface products might
provide comparable system performance at lowemaitas cost, or are perceived to require the paynoémo or lower royalties, or to the
extent other factors influence the industry, ocefisees and prospective licensees may adopt ambieralternative technologies.

Employees
As of December 31, 2004, we had 237 full-time emeés. We believe that our relationship with our Exyges is excellent.

Patents and Intellectual Property Protectic

We maintain and support an active program to ptatecintellectual property, primarily through tfiékng of patent applications and the
defense of issued patents against infringementcifently have more than 380 U.S. and internatipasénts on various aspects of our
technology, with expiration dates ranging from 2642022, and have over 380 pending patent apjditatin addition, we attempt to protect
our trade secrets and other proprietary informatiwough agreements with licensees and systemsamies) proprietary information
agreements with employees and consultants and stleerity measures. We also rely on trademarkgradd secret laws to protect our
intellectual property.
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RISK FACTORS

We face current and potential adverse determinasan litigation stemming from our efforts to prot¢é@and enforce our patents and
intellectual property, which could broadly impactiointellectual property rights, distract our managnent and cause a substantial decline
in our revenues and stock price.

We seek to diligently protect our intellectual peofy rights. In connection with the extension of boensing program to SDRAM
compatible and DDR compatible products in 2000v@4 pecame involved in litigation related to suctoe$. As of December 31, 2004, we
were in litigation with three such potential SDRAImpatible and DDR compatible licensees. In eadhede cases, we have claimed
infringement of our patents while the potentiathisees have generally sought damages and a degg#amithat our patents at suit are invalid
and not infringed. These potential licensees hés@ralied or may rely upon defenses and countienslé&some not yet formally asserted) that
our patents are unenforceable based on variougatites concerning our alleged conduct in the 1@®@kearly 2000s, including that we
engaged in litigation misconduct and/or acted imprty during our 1991-96 participation in the JED&&ndard setting organization.

For example, Hynix has now broadened its countiensl@o attempt to include our 1990s relationshifhvimtel and our alleged
disparagement of DDR and SDRAM products in the $98¥ way of further example, Infineon has indicktieat it may, by pointing to
documents not produced by us in time for the 201, try to set aside the 2003 Federal Circuitisiea in our favor and reopen all of its
now-dismissed JEDEC-related claims against us.Iifireeon court held a hearing on February 4-5, 2003nfineon’s motion to dismiss our
patent infringement claims, and for summary judgnodérunclean hands, based on alleged litigatiorcariduct and spoliation. Infineon has
also complained about the alleged destruction mfesce, including through our document retentiosgpams. The trial court has made
preliminary rulings endorsing the basis for thesdliation” claims.

There can be no assurance that parties will nategecwith such claims against us or that theymaitlin some other way establish bri
defenses against our patents or otherwise avaiélay paying what we believe to be appropriate Itegafor the use of our patents or that the
pending litigations and other circumstances will i@ach a point where we elect to compromise fes than what we now believe to be fair
consideration.

Any of these matters, whether or not determinealinfavor or settled by us, is costly and divelnis ¢fforts and attention of our
management and technical personnel from normahbssioperations. Furthermore, any adverse deteiarira other resolution in litigation
could result in our losing certain rights, beyohd tights at issue in a particular case, includamong other things: our being effectively
barred from suing others for violating certain bro our intellectual property rights; our patetsing held invalid or unenforceable; our
being subjected to significant liabilities; our bgirequired to seek licenses from third parties;bming prevented from licensing our patented
technology; or our being required to renegotiatéhwurrent licensees on a temporary or permanesis.bidailure to achieve positive results in
litigation will also result in a failure to triggeertain contractual provisions which would conwattain flat rate royalty arrangements to per
unit royalties. Any or all of these adverse resatiald cause a substantial decline in our revenues.

An unfavorable outcome to us from court proceedingdated to Infineon’s motion to dismiss our pateimfringement claim and for
other sanctions for alleged litigation miscondudtdt are set for February 2005 is probable and, degmg on the severity of the adverse
outcome, may lead to a significant decline in oupsk price.

Infineon, has recently amended its counterclainith leave of the court, to assert legal theoriesirag us related to what it calls
spoliation, unfair business practices and/or JED&€§zonduct. On December 20, 2004, Infineon filedaion for summary judgement to
dismiss our patent infringement claim and for otkemctions for alleged litigation misconduct andlisgion. The motion was heard by the
court on February 4, 2005. Although, that motiorsdanied in part, a bench trial has been set tmtwgFebruary 21, 2005 to try Infineon’s
“unclean hands” defense based on similar allegati®he remanded patent trial is currently set boviothat bench trial with a jury decision
that may be issued in early March. Based uponuliegs, conduct and comments of the trial couddte and the appellate cosrtejection o
our efforts to have these expanded
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claims removed from the case before trial by demyiar request for interlocutory review on the sabjee believe it is probable that the trial
court will grant some or all of the sanctions restad by Infineon at the February 4, 2005 hearimay, we will, at or before trial, otherwise be
denied the relief we seek in the trial court on affirmative claims for patent infringement, anatinfineon will be granted some form of
relief on its counterclaims. An unfavorable outcaimes in some or all of these areas may adveedtdgt our pending litigations with Hynix
and Micron, our pending appeal before the Fedead Commission (FTC), our ability to enforce oatemts against others, our relations
with our existing licensees, our ability to renexiséing licenses or secure additional licenseesthad/alue of our stock. While we intend to
vigorously pursue an appeal of unfavorable ruligs, likely that our business will continue to adversely affected during the pendency of
any such appeal, and possibly longer, dependirtereverity of the unfavorable outcomes in thed tourt and depending on the outcom
any such appeal.

An adverse resolution by or with a governmental agg, such as the Federal Trade Commission or ther@aean Patent Office,
could result in severe limitations on our abilityp tprotect and license our intellectual property, @mvould cause our revenues to decline
substantially.

If there were an adverse determination by, or atbsolution with, a government agency, we may iinétdid in enforcing our intellectual
property rights and in obtaining licenses, whichuldocause our revenues to decline substantiallyekample, in June 2002, the FTC filed a
complaint against us alleging, among other thitigst we had failed to disclose certain patentspaidnt applications during our participation
in the establishment of SDRAM standards with JECHEG that we should be precluded from enforcingimtetlectual property rights in
patents with a priority date prior to June 199@&hAlgh the initial decision in the FTC proceedingmorted Rambus and dismissed the
complaint, that initial decision has been appeblethe FTC staff and may be reversed by the FT€ubject to some future compromise
given developments in that case or the totalitgimumstances we face. The European Commissioditexted inquiries to us relating to
similar topics. If proceedings by one of these &@3) or any other governmental agency, resultedrasolution that could limit our ability to
enforce or license our intellectual property, airenues could decline substantially.

On May 13, 2004, the Technical Appeals Board ofEbeopean Patent Office issued its written opirasrio the revocation of European
Patent No. 0525068. In addition, on January 1352860 opposition board of the European Patent ©fiwoked our European Patent No.
004956, but has not yet issued its written decisithough we intend to appeal this decision tappellate panel of the European Patent
Office, this result leaves us with one remainirsped patent in Europe relating to DDR DRAM memagduoicts, which patent is currently
subject to a pending opposition proceeding. Iffidant number of our other patents are similampaired or revoked, our ability to enforce
or license our intellectual property would be sfigintly impaired and would cause our revenuesetide substantially.

If we are unable to successfully protect our invents through the issuance and enforcement of paterdur operating results could
be adversely affected.

We have an active program to protect our propwatarentions through the filing of patents. Theas de no assurance, however, that:
. any current or future U.S. or foreign patent aggilans would be approved;

. these issued patents will protect our intellecpraperty and not be challenged by third parties;
. the validity of our patents will be upheld;

. our patents will not be declared unenforceable;

. the patents of others will not have an adverseceéfa our ability to do business; or

. others will not independently develop similar ongmeting interfaces or design around any patentswhg be issued to us.

If any of the above were to occur our operatinglitsould be adversely affected.
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Our inability to protect and own the intellectualrpperty created by us would cause our businessutifes.

We rely primarily on a combination of license, depenent and nondisclosure agreements, trademaxde secret and copyright law,
and contractual provisions to protect our othen patentable, intellectual property rights. If ved fo protect these intellectual property rig
our licensees and others may seek to use our texgynaithout the payment of license fees and ragajtwhich could weaken our competil
position, reduce our operating results and incré@sdikelihood of costly litigation. The continugdowth of our business depends in large
part on the applicability of our intellectual propeto the products of third party manufacturers] aur ability to enforce intellectual property
rights against them. In addition, effective traderst protection may be unavailable or limitedentain foreign countries. Although we intend
to protect our rights vigorously, if we fail to do our business will suffer.

We might experience payment disputes for amount&dwo us under our licensing agreements, and thiaynharm our results of
operations.

The standard terms of our license agreements equirlicensees to document the manufacture ard$aroducts that incorporate our
technology and report this data to us on a quarbasis. While standard license terms give usitjte to audit books and records of our
licensees to verify this information, audits careipensive, time consuming, and potentially detnitakto our ongoing business relationship
with our licensees. We have implemented a royaltyitgorogram, which consists of periodic royaltyddas of our major licensees, using
accounting firms that are independent of our indelpet registered public accounting firm, PricewladeiseCoopers LLP. We have perforn
royalty audits from time to time but we primarilgly on the accuracy of the reports from licensedisout independently verifying the
information in them. Our failure to audit our ligaes’ books and records may result in us receivioge or less royalty revenues than we are
entitled to under the terms of our license agreegmédme result of such royalty audits could resBulin increase, as a result of a licensee’s
underpayment, or decrease, as a result of a lieeneeerpayment, to previously reported royaltyerayes. Such adjustments are recorded in
the period they are determined. Any adverse madjastments resulting from royalty audits or dispresolutions may result in us missing
analyst estimates and causing our stock price¢bnge Royalty audits may also trigger disagreemewer contract terms with our licensees
and such disagreements could hamper customermredatiivert the efforts and attention of our mamagyet from normal operations and
impact our business operations and financial cardit

Our revenue is concentrated in a few customers, anae lose any of these customers, our revenuey mecrease substantially.

For the twelve months ended December 31, 2004 @08, 2evenues from our top five licensees accouiutedpproximately 74% and
75% of our revenues, respectively. For the tweleatins ended December 31, 2004, revenues from Trishiba, and Elpida, each accounted
for greater than 10% of our total revenues. In i@stf for the twelve months ended December 31, 2@0&nues from Intel, Toshiba and
Samsung, each accounted for greater than 10%abfreatenues. We expect that we may continue toréquee significant revenue
concentration for the foreseeable future.

Substantially all of our licensees, including Inteve the right to cancel their licenses, anthatilone of our patent licenses covering
SDRAM and DDR SDRAM memory and controllers areteegxpire in 2005. Failure to renew our existirggfises and/or the loss of any of
our top five licensees would cause revenues tardesubstantially.

In addition, some of our commercial agreementsireqs to provide certain customers with the lowesgtlty rate that we provide to
other customers for similar technologies, volumas schedules. These clauses may limit our abdityftectively price differently among our
customers, respond quickly to market forces, oeiwtise to compete on the basis of price. The pdatidicensees which account for revenue
concentration have varied from period to period assult of the addition of new contracts, expinatf existing contracts,
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industry consolidation, the expiration of deferredenue schedules under existing contracts, andollbenes and prices at which the licensees
have recently sold licensed semiconductors to sBystampanies. These variations are expected toreenin the foreseeable future, although
we anticipate that revenue will continue to be @mtiated in a limited number of licensees.

We are substantially leveraged, which could advéyssfect our ability to adjust our business to igsnd to competitive pressures and
to obtain sufficient funds to satisfy our future search and development needs and defense of owllattual property.

We have significant indebtedness. On February @52@e issued $300 million aggregate principal am@f zero coupon senior
convertible notes due February 1, 2010.

The degree to which we are leveraged could haveiitapt consequences, including, but not limitedhe,following:

. our ability to obtain additional financing in thet@ire for working capital, capital expendituresgaisitions, general corporate or
other purposes may be limite

. a substantial portion of our cash flow from opemasi will be dedicated to the payment of the priatgd our indebtedness as we
are required to pay the principal amount of theesdh cash when du

. if we elect to pay any premium on the notes withrel of our common stock or we are required togpagyake-whole” premium
with our shares of common stock, our existing shottfer? interest in us would be diluted; a

. we may be more vulnerable to economic downturss, &ble to withstand competitive pressures andldble in responding to
changing business and economic conditir

Our ability to pay interest and principal on oubtisecurities, to satisfy other debt obligationsalnhmay arise and to make planned
expenditures will be dependent on our future ofeggierformance, which could be affected by chamgesonomic conditions and other
factors, some of which are beyond our control. ilufa to comply with the covenants and other primvis of our debt instruments could re:
in events of default under such instruments, wisimhld permit acceleration of the debt under suskriments and in some cases acceleration
of debt under other instruments that may contadss:default or cross-acceleration provisions. Wiebe that cash flow from operations will
be sufficient to cover our debt service and otleguirements. If we are at any time unable to geeeafficient cash flow from operations to
service our indebtedness, however, we may be edjtor attempt to renegotiate the terms of theunsénts relating to the indebtedness, seek
to refinance all or a portion of the indebtedneasshiain additional financing. There can be no esmsce that we will be able to successfully
renegotiate such terms, that any such refinancmgidvbe possible or that any additional financingld be obtained on terms that are
favorable or acceptable to us.

Our financial results are materially dependent updntel, and if we cannot maintain this relationshimto the future, our results of
operations may decline significantly.

Intel is our largest customer and is an importaalgst for the development of new memory and lagfierfaces in the semiconductor
industry. We have a patent cross-license agreewiéimtntel for which we will receive quarterly rolgg payments through the second quarter
of 2006. The patent cross-license agreement exjpir@sptember 2006, at which time; Intel will havpaid up license for the use of all of our
patents claiming priority prior to September 20@@el has the right to cancel the agreement witpria to the expiration of the contract. We
have other licenses with Intel, in addition to gagent cross-license agreement, for the developofesdrial link interfaces. If we cannot
maintain our relationship with Intel into the fugyiour results of operations may decline signifilyan
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Our inexperience in managing rapid growth could sin our resources and cause our financial results decline.

We may not be equipped to successfully managewnyef periods of rapid growth or expansion, whiohld be expected to place a
significant strain on our limited managerial, ficél, engineering and other resources. Our licenaed systems customers rely heavily on
our technological expertise in designing, testing emanufacturing products incorporating our chigiiface technologies. In addition,
relationships with new licensees or system comgaggmerally require significant engineering suppbsta result, any increases in adoption
of our interfaces will increase the strain on agaurces, particularly our engineers. Any delaydifficulties in our research and developm
process caused by these factors or others could ihdKficult for us to develop future generatiomfsour interface technologies and to ren
competitive. The rapid rate of hiring new employeesoordinating a third party sales relationshighva substantially larger sales force, cc
be disruptive and could adversely affect the edficly of our business or cause conflicts in ourithistion or sales channels.

We may make future acquisitions or enter into merggestrategic transactions or other arrangementstttould cause our business to
suffer.

We may continue to make investments in complemgmampanies, products or technologies or enterrnmgogers, strategic
transactions or other arrangements, such as ouisittop of certain intellectual property assetsnfrCadence. If we buy a company or a
division of a company, we may experience difficutttegrating that company or division’s personma aperations, which could negatively
affect our operating results. In addition:

. the key personnel of the acquired company may éeuid to work for us;

. we may experience additional financial and accagntihallenges and complexities in areas such gslaaxing, cash managem
and financial reporting

. our ongoing business may be disrupted or recemdfficient management attention;
. we may not be able to recognize the cost savingshar financial benefits we anticipated; and

. our increasing international presence resultingifezquisitions may increase our exposure to forpaitical, currency and tax
risks.

In connection with future acquisitions or mergstsategic transactions or other arrangements, weimearr substantial expenses
regardless of whether the transaction occurs. Wieaisa incur non-cash charges in connection wittesager, acquisition, strategic
transaction or other arrangement. In addition, ves tve required to assume the liabilities of the jganies we acquire. By assuming the
liabilities, we may incur liabilities such as thastated to intellectual property infringement edémnification of customers of acquired
businesses for similar claims, which could matgriahd adversely affect our business. We may hawecur debt or issue equity securities to
pay for any future acquisition, the issuance ofaluhivould involve restrictive covenants or be dilatto our existing stockholders.

We face risks associated with our internationaldicses and operations, including our new manufactugiand design facility in
Bangalore, India.

For the twelve months ended December 31, 2004 @08, 2nternational revenues constituted approxim#@% and 64% of our total
revenues, respectively. For these periods, oumat®nal revenues were derived primarily fromtises of our intellectual property. In an
effort to expand our international presence, wemdyg established a design facility in Bangalorglid which we expect to be fully operatio
during the first half of 2005. As a result of thisw facility and our continued focus on internasiblicensing, we expect that future revenues
derived from international sources will continueépresent a significant portion of our total reves
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To date, all of our internationally based revent@ge been denominated in U.S. dollars. Howevehedcaxtent that future international
revenues are not denominated in U.S. dollars, seexdmues would be subject to fluctuations in cueyegxchange rates. In addition, if the
effective price of products sold by us, licensedhy foreign licensees, or sold by companies thatriporate our technology into their
products (such as system companies) were to iregsaa result of fluctuations in the exchangeatthe relevant currencies, overall demand
for our products could fall, which in turn woulddiece our royalties. Currently, we do not use dérreanstruments to hedge foreign
exchange rate risk.

In addition to the risks mentioned above, our imional operations and demand for our productsalgect to a variety of other risks
which are beyond our control, including:

. export controls, tariffs, import and licensing restons and other trade barriers;

. profits, if any, earned in India being subjectdodl tax laws and may not be repatriated to theddrfstates or, if repatriation is
possible, it may be limited in amoul

. changes to tax codes and treatment of revenuesifitenmational sources, including being subjednttian tax laws and
potentially liable for paying taxes in Indi

. foreign government regulations and changes in thegggations;
. social, political and economic instability;

. lack of protection of our intellectual propertylitg by jurisdictions in which we may do businesthi® same extent as the laws of
the United State:

. changes in diplomatic and trade relationships;

. cultural differences in the conduct of busineshaith licensees and in conducting business inBamgalore facility;
. that our Bangalore facility is our first attemptrianage a design center that is outside of theed8tates;

. hiring, maintaining and managing a workforce reryoéed under the laws of India; and

. natural disasters, acts of terrorism, widesprdadsk and war.
We and our licensees are subject to many of the described above with respect to companies wdrieocated in different countries,
particularly home video game console and PC mahwufars located in Asia and elsewhere. There carmohessurance that one or more of the

risks associated with our international licensesp@rations could not result in a material advef&esct on our business, financial condition or
results of operations.

Our quarterly and annual operating results are ungdictable and fluctuate, which may cause our stquice to be volatile and
decline.

Since many of our revenue components fluctuateaa@diifficult to predict, and our expenses aredbrindependent of revenues in any
particular period, it is difficult for us to accuedy forecast revenues and profitability. Factiast tould cause our operating results to fluctuate
include:

. adverse litigation results such as an adverse médo us in the Infineon court proceedings;

. semiconductor and system companies’ acceptancerdfierface products;

. the loss of any strategic relationships with systempanies or licensees;

. semiconductor or system companies discontinuingnm@apducts incorporating our interfaces;

. announcements or introductions of new technologigeoducts by us or our competitors;

13



Table of Contents

. the unpredictability of the timing of any litigatiexpenses;

. changes in our chip and system company customev€lodpment schedules and levels of expendituresearch and
development

. our licensees terminating or failing to make paytaemder their current contracts or seeking to fiyaglich contracts; and

. changes in our strategies, including changes idicemsing focus and/or possible acquisitions aghpanies with business models
different from our own

In 2004, royalties accounted for over 82% of otaltcevenues, and we believe that royalties willtcoue to represent a majority of tc
revenues for the foreseeable future. Royaltiesearegnized in the quarter in which we receive arefrom a licensee regarding the sale of
licensed chips in the prior quarter; however, rogalare only recognized if collectibility is prdila. Royalties are also dependent upon
fluctuating sales volumes and prices of licensadscthat include our technology, all of which aeybnd our ability to control or assess in
advance. In addition, royalty revenues are affebiethe seasonal shipment patterns of systemsgocating our interface products, or by a
system company change in its source of licensquschind the new source’s different royalty rates.

As a result of these uncertainties and effectsgoeuriside of our control, royalty revenues areiclift to predict and make accurate
financial forecasts difficult to achieve, which édeause our stock price to become volatile andimec

Our licensing cycle is lengthy and costly which mekit difficult to predict future revenues, whichay cause us to miss analysts’
estimates and may result in our stock price deatigi

Because our licensing cycle is a lengthy procég&satcurate prediction of future revenues from heswnses is difficult. In addition,
engineering services are dependent upon the valgusg of assistance desired by licensees andefitrer, revenue from these services is also
difficult to predict. We employ two methods of cmatt revenue accounting based upon the state eéthaology licensed, the dollar
magnitude of the program and the ability to estenabrk required over the contract period. We usgbia revenue recognition for mature
technologies that require support after delivertheftechnology. This method results in expensescéated with a particular contract to be
recognized as incurred over the contract periodgredis contract fees associated with the contraaeangnized ratably over the period du
which the post contract customer support is exjgetctdoe provided. We also use percentage of coroplatcounting for contracts that may
require significant development and support overdbntract term. There can be no assurance theamwaccurately estimate the amount of
resources required to complete projects, or thavilldnave, or be able to expend, sufficient resmsrrequired to complete a project.
Furthermore, there can be no assurance that tileigrdevelopment schedule for these projects willbe changed or delayed. All of these
factors make it difficult to predict future licengi revenue that may result in us missing analgsisinates and may cause our stock price to
decline.

Our revenue is subject to the pricing policies afrdicensees over whom we have no control.

We have no control over our licensees’ pricinghgfit products and there can be no assurance teaske products using or containing
our interfaces will be competitively priced or wskll in significant volumes. One important reqmient for our memory interfaces is for any
premium in the price of memory and controller ctopsr alternatives to be reasonable in comparisdhe perceived benefits of the
interfaces. If the benefits of our technology do match the price premium charged by our licenséesresulting decline in sales of products
incorporating our technology could harm our opeatiesults.

If market leaders do not adopt our interface prodsgcour results of operation could decline.

An important part of our strategy for our interfaég to penetrate markets by working with leaderthose markets. This strategy is
designed to encourage other participants in thasiets to follow such leaders in
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adopting our interfaces. If a high profile indusparticipant adopts our interfaces but fails toi@ed success with its products or adopts and
achieves success with a competing interface, quutagion and sales could be adversely affecteddétition, some industry participants have
adopted, and others may in the future adopt, geglyaf disparaging our memory solutions adoptethieyr competitors or a strategy of
otherwise undermining the market adoption of olutsans. If any of these events occur and markadées do not successfully adopt our
technologies, our results of operations could decli

Our revenues could decline if sales made by systempanies decline.

Our success is partially dependent upon the adopfiour chip interface technologies by system camigs, particularly those that
develop and market high volume business and consproducts such as PCs and video game consolear&\&ibject to many risks beyond
our control that influence the success or failura particular system company, including, amongrgh

. competition faced by a system company in its paldicindustry;

. the timely introduction and market acceptance gfstem company'’s products;

. the engineering, sales and marketing and managesapabilities of a system company;

. technical challenges unrelated to our interfacesddy a system company in developing its prodactd;

. the financial and other resources of the systenpeom

The process of persuading system companies to adoghip interface technologies can be lengthy, emdn if adopted, there can be
assurance that our interfaces will be used in dymthat is ultimately brought to market, achiesesimercial acceptance or results in
significant royalties to us. We must dedicate sattshl resources to market to, and support, systampanies, in addition to supporting the
sales, marketing and technical efforts of our lgm®s in promoting our interfaces to system compafieen if a system company develops a
product based on our interface, success in theehail depend in part on a supply of semicondusefoom our licensees in sufficient
quantities and at commercially attractive pricesc&8ise we do not control the business practiceardfcensees, we have no ability to
establish the prices at which the chips contaimmginterfaces are made available to system compantithe degree to which our licensees
promote our interfaces to system companies.

We face intense competition that may cause our fesaf operations to suffer.

The semiconductor industry is intensely competitimel has been impacted by price erosion, rapicht#obical change, short product
life cycles, cyclical market patterns and incregdoreign and domestic competition. In addition,smdRAM manufacturers, including our
RDRAM and XDR licensees, produce versions of DRAMIrsas SDRAM, DDRx and GDDRx that compete with RIMRAnd XDR chips.
These companies are larger and may have bettessatteénancial, certain technical and other resesithan we do.

We believe that our principal competition for megnorterfaces may come from our licensees and paisgelicensees, some of whom
are evaluating and developing products based ¢mtdogies that they contend or may contend willneguire a license from us. Companies
are also beginning to take a system approach sitoilaurs in solving the application needs of systmmpanies. Most DRAM suppliers have
been producing DDR chips, which use a technology dibubles the memory bandwidth without increasiregclock frequency.

JEDEC has standardized what they call an extemdi@DR, known as DDR2. JEDEC is also thought testamdardizing what they
describe as an extension of DDR that they refastDDR3. Other efforts are underway to create giheducts including those sometimes
referred to as GDDR4 and GDDR5. To the extentttiede alternatives might provide comparable sygterformance at lower or similar cc
than RDRAM and XDR
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memory chips, or are perceived to require the paymeno or lower royalties, or to the extent otfaators influence the industry, our
licensees and prospective licensees may adoptrantbfe these alternative technologies. Even t@#tent we determine that such alterne
technologies infringe our patents, there can bassoirance that we would be able to negotiate agmasrthat would result in royalties being
paid to us without litigation, which could be cgstind the result of which would be uncertain.

In addition, certain semiconductor companies amg marketing semiconductors that combine logic afRRADI on the same chip. Such
technology, called “embedded DRAM,” eliminates tieed for an external chip interface to memory. iffygact of embedded DRAM on our
business is difficult to predict. If embedded DRAMre to gain widespread acceptance in the elecsandustry, and if new royalty
generating licenses were not entered into betwsemd the manufacturers and/or users of the embddadB@AM products, embedded DRAM
would have a negative impact on the royalties Weateceive for the use of our patents. We do noeatly receive royalties for embedded
DRAM. There can be no assurance that competitiom #mbedded DRAM will not increase in the future.

In the serial link interface business, we face @il competition from semiconductor companied gedl discrete transceiver chips for
use in various types of systems, from semiconduwiorpanies that develop their own serial link ifatees, as well as from competitors, such
as ARM and Synopsys, who license similar seri& imerface cells. At the 10 Gb/s speed, competitidl also come from optical technolo
sold by system and semiconductor companies. Thierstandardization efforts underway or completedévial links from standard bodies
such as PCI-SIG and OIF. Although these and othiepeting efforts may infringe our existing or fudyratents, we may face increased
competition in the future that could negatively eapour serial link interface business.

In our FlexIO processor bus interface businessiawe additional competition from semiconductor camips who develop their own
parallel bus interfaces, as well as competitors lidemse similar parallel bus interface cells. Wayrnalso see competition from industry
consortia. Although these and other competing &ffioray infringe our existing or future patents,way face increased competition in the
future that could negatively impact our FlexlO mesor bus interface business.

With respect to our recently announced DDR corgrafiterface cell business, we face additional ogtitipn from semiconductor
companies who develop their own DDR controllerrifatees, as well as competitors who license sinblaR controller interface cells. We
also see competition from companies who sell gatitions. Although these and other competingréfmay infringe our existing or future
patents, we may face increased competition inuhed that could negatively impact our DDR congplhterface cell business.

If we cannot effectively compete in these primaigrket areas, our results of operations could suffer

If we fail to gain and maintain acceptance of oue¢hnology in high volume consumer products, our Inesss results could suffer.

Our strategy includes gaining acceptance of olnmelogy in high volume consumer applications. Theggglications include video
game consoles, such as the Sony PlayStatimigital TVs and set top boxes. There can bessarance that consumer products that
currently use our technology will continue to do sor can there be any assurance that the conqanogiuicts that incorporate our technology
will be successful in generating expected royalties can there be any assurance that any of oantédogies selected for licensing will be
implemented in a commercially developed or disteliuproduct.

Our XDR and FlexlO interfaces and the manufactuprazesses to incorporate them are new and complegh may lead to
technology and product development scheduling @skkthere remains significant contract work tcbmpleted, therefore percentage of
completion accounting is used for these licenskerd can be no assurance that we have accuratiehat=sl the amount of resources requ
to complete the projects, or that we

16



Table of Contents

will have, or be able to expend, sufficient resegreequired for these types of projects. In additibere is market risk associated with these
products, and there can be no assurance thatalnines, and their associated royalties, will octfusur technology fails to capture or
maintain a portion of the high volume consumer ragr&ur business result could suffer.

If we cannot respond to rapid technological changrethe semiconductor industry by developing new gwations in a timely and cost
effective manner, our operating results will suffer

The semiconductor industry is characterized bydr#égihnological change, with new generations ofisenductors being introduced
periodically and with ongoing improvements. We dennost of our revenue from our chip interface teibgies that we have patented. We
expect that this dependence on our fundamentahtagy will continue for the foreseeable future eTihtroduction or market acceptance of
competing interfaces that render our chip interddess desirable or obsolete would have a rapidraatdrial adverse effect on our business,
results of operations and financial condition. Bmaouncement of new chip interfaces by us couldetioensees or system companies to
delay or defer entering into arrangements for e af our current interfaces, which could have genal adverse effect on our business,
financial results and condition of operations. Wi @ependent on the industry to develop test swistthat are adequate to test our interfaces
and to supply such test solutions to our custoraedsus.

Our continued success depends on our ability todoice and patent enhancements and new generafions chip interface
technologies that keep pace with other changdseis¢miconductor industry and which achieve rapdket acceptance. We must continu
devote significant engineering resources to addrgdke ever increasing need for higher speed iogpfaces associated with increases in the
speed of microprocessors and other controllers.td@tienical innovations that are required for ubdcsuccessful are inherently complex and
require long development cycles, and there camlessurance that our development efforts will wdtiely be successful. In addition, these
innovations must be:

. completed before changes in the semiconductor indender them obsolete;
. available when system companies require these atioms; and

. sufficiently compelling to cause semiconductor nfanturers to enter into licensing arrangements wilor these new
technologies

Finally, significant technological innovations gealéy require a substantial investment before theinmercial viability can be
determined.

If we cannot successfully respond to rapid techgickd changes in the semiconductor industry by ligieg new products in a timely
and cost effective manner our operating resultssuifer.

Any dispute regarding our intellectual property magquire us to indemnify certain licensees, the toswhich could severely hamp
our business operations and financial condition.

In any potential dispute involving our patents tites intellectual property, our licensees coula ddecome the target of litigation. Wh
we generally do not indemnify our licensees, sofmauo license agreements provide limited indemajt@me require us to provide technical
support and information to a licensee that is imedlin litigation involving use of our technologgnd we may agree to indemnify others in
future. Our support and indemnification obligatimasild result in substantial expenses. In additiothe time and expense required for us to
supply such support or indemnification to our lisees, a licensee’s development, marketing and shlieensed semiconductors could be
severely disrupted or shut down as a result gfdtton, which in turn could severely hamper ourihess operations and financial condition.

If we are unable to attract and retain qualified pgonnel, our business and operations could suffer.

Our success is dependent upon our ability to iflgrattract, motivate and retain qualified persdimigo can enhance our existing
technologies and introduce new technologies. Coitrguefor qualified personnel,
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particularly those with significant industry exparce, is intense. We are also dependent upon niar seanagement personnel, most of who
have worked together for us for many years. The tdshe services of any of our senior managemersiomnel, or key sales personnel in
critical markets, or of a significant number of @ngineers could be disruptive to our developm#uotts or business relationships and could
cause our business and operations to suffer.

Compliance with changing regulation of corporate gernance and public disclosure may result in addital expenses.

Changing laws, regulations and standards relatimptporate governance and public disclosure, dhofuthe Sarbanes-Oxley Act of
2002, new SEC regulations and the Nasdaq Natiomakdd rules, are creating uncertainty for compasiesh as ours. These new or changed
laws, regulations and standards are subject tan@igterpretations in many cases due to their tackpecificity, and as a result, their
application in practice may evolve over time as mgendance is provided by regulatory and governiadiés, which could result in continuing
uncertainty regarding compliance matters and highsts necessitated by ongoing revisions to digoéoand governance practices. We are
committed to maintaining high standards of corppgaivernance and public disclosure. As a resulintesd to invest resources to comply
with evolving laws, regulations and standards, tamslinvestment may result in increased generalaaimdinistrative expenses and a diversion
of management time and attention from revenue géingractivities to compliance activities. If odfagts to comply with new or changed
laws, regulations and standards differ from théviiets intended by regulatory or governing bodike® to ambiguities related to practice, our
reputation may be harmed.

While we believe that we currently have adequateinal control procedures in place, we are stillmosed to potential risks from
recent legislation requiring companies to evaluatentrols under Section 404 of the Sarbanes-Oxleyt 6£2002.

While we believe that we currently have adequaterival control procedures in place, we are stiflased to potential risks from recent
legislation requiring companies to evaluate costuslder Section 404 of the Sarbanes-Oxley Act 6220e have evaluated our internal
controls systems in order to allow managementponteon, and our registered independent public @tibog firm to attest to, our internal
controls, as required by Section 404 of the Sarb&hdey Act. We have performed the system and m®egaluation and testing required in
an effort to comply with the management certificatand auditor attestation requirements of Seet®h As a result, we have incurred
additional expenses and a diversion of managemtmis If we are not able to continue to meet #guirements of Section 404 in a timely
manner or with adequate compliance, we might bgesuto sanctions or investigation by regulatoryhatties, such as the SEC or the
Nasdaq National Market. Any such action could aselgraffect our financial results and the markétgof our common stocl

FASB’s adoption of Statement 123R will cause, arfthages to existing accounting pronouncements ord#irn rules or practices
may cause, adverse revenue fluctuations, affect ;eported results of operations or how we conduat business.

On December 16, 2004, FASB adopted Statement 1&Rye Based Payment,” which will require us, stgrin the third quarter of
fiscal year 2005, to measure compensation costlifstock based compensation (including stockamstiand our employee stock purchase
plan, as currently constructed) at fair value aeta compensation charge equal to that value, Alshange in accounting pronouncements
or taxation rules or practices can have a signifiedfect on our reported results and may evercaéfar reporting of transactions completed
before the change is effective. Other new accogminonouncements or taxation rules and varyingpnétations of accounting
pronouncements or taxation practice have occumeddveay occur in the future. This change to existings, future changes, if any, or the
guestioning of current practices may adverselycaféeir reported financial results or the way wedtari our business.
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Our operations are primarily located in Californiand, as a result, are subject to natural disastesich could result in a business
stoppage and negatively affect our operating rest

Our business operations depend on our ability tmtai@a and protect our facility, computer systemd @ersonnel, which are primarily
located in the San Francisco Bay area. The SarciB@nBay area is in close proximity to known equidike fault zones. Our facility and
transportation for our employees are susceptibtiatnage from earthquakes and other natural disasteh as fires, floods and similar eve
Should an earthquake or other catastrophes, suifesisfloods, power loss, communication failuresomilar events disable our facilities, we
do not have readily available alternative facititteom which we could conduct our business, whiopgage could have a negative effect on
our operating results.

The price of our common stock may fluctuate sigdintly, which may make it difficult for holders toesell their shares when desired
or at attractive prices.

Our common stock is quoted on the Nasdaq Natioraak®t under the symbol “RMBS.” The trading priceoof common stock has
been subject to wide fluctuations which may corgimuthe future in response to, among other thitigsfollowing:

. any progress, or lack of progress, real or perckivethe development of products that incorpocatechip interfaces;
. our signing or not signing new licensees;

. new litigation or developments in current litigatimcluding an unfavorable outcome to us from cpuoceedings relating to our
litigation with Infineon;

. announcements of our technological innovationseav products by us, our licensees or our competitors
. positive or negative reports by securities analgist® our expected financial results; and

. developments with respect to patents or proprigights and other events or factors.

In addition, the equity markets have experiencddltility that has particularly affected the marleices of equity securities of many
high technology companies and that often has beeglated or disproportionate to the operating perémce of such companies. These broad
market fluctuations may adversely affect the mapkite of our common stock.

Our restated certificate of incorporation and bylawour stockholder rights plan, and Delaware lawntain provisions that could
discourage transactions resulting in a change inrtool, which may negatively affect the market pricé our common stock.

Our restated certificate of incorporation, our ldaour stockholder rights plan and Delaware lanta@io provisions that might enable
our management to discourage, delay or preventgehancontrol. In addition, these provisions colirfuit the price that investors would be
willing to pay in the future for shares of our commstock. Among these provisions are:

. our board of directors is authorized, without pstwckholder approval, to create and issue prafesteck, commonly referred to
“blank chec” preferred stock, with rights senior to those of owon stock:

. our board of directors is staggered into two classrly one of which is elected at each annual imget
. stockholder action by written consent is prohibjted

. nominations for election to our board of directansl the submission of matters to be acted upondakisolders at a meeting are
subject to advance notice requireme
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. certain provisions in our bylaws and certificatéraforporation such as notice to stockholdersathibty to call a stockholder
meeting, advanced notice requirements and the lsbbadrs acting by written consent may only be amednalith the approval of

stockholders holding 66/ 3% of our outstanding voting stock;
. the ability of our stockholders to call special tiregs of stockholders is prohibited; and

. our board of directors is expressly authorized &k alter or repeal our bylaws.

In addition, the provisions in our stockholder tgplan could make it more difficult for a poteh@&quirer to consummate an
acquisition of our company. We are also subje@dotion 203 of the Delaware General Corporation,hakich provides, subject to
enumerated exceptions, that if a person acquirésdrsmore of our outstanding voting stock, the peris an “interested stockholder” and
may not engage in any “business combination” witiar a period of three years from the time thesperacquired 15% or more of our
outstanding voting stock.

Item 2. Properties

In January 2001, we moved all of our U.S. operatioto a newly constructed building in Los Altoglitrnia. Our lease for this 96,0
square foot building has an initial term of tenngeavith options to extend the term for two periodi$ive years each. We also lease
approximately 31,000 square feet in one buildinlylountain View, California, which formerly housedrdJ.S. engineering, marketing and
administrative operations. The principal leasetfier Mountain View property expires in February 2008th the move of our U.S. operations
to Los Altos, we subsequently subleased the Monnfaw facility through February 2005. We also keapace in Tokyo, Japan, and Taipei,
Taiwan, for offices which provide sales and techhsupport to systems companies in Japan and Tawain Bangalore, India for our new
design center, which expires in November 2009. We l@ase a facility in Chapel Hill, North Carolindnich houses primarily engineering
operations. The principal lease for this propexpiees in February 2005.

Item 3. Legal Proceedings

For the information required by this item regardiegal proceeding we refer you to Note 13 titledtiation and Asserted Claims” of
the Notes to Consolidated Financial StatementhisfRorm 10-K.

Item 4. Submission of Matters to a Vote of Secity Holders
No matters were submitted to a vote of securitgéd during the quarter ended December 31, 2004.
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PART Il

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases &quity Securities

Our Common Stock is listed on the Nasdaq Nationatlkdt under the symbol “RMBS.” The following talslets forth for the periods
indicated the high and low closing price per stedreur Common Stock as reported on the Nasdaq hatidarket.

Twelve Months Ended Twelve Months Ended

December 31, 2004 December 31, 2003

High Low High Low
First Quartel $ 35.2( $ 24.3¢ $ 15.5( $ 7.01
Second Quarte $ 29.4¢ $ 15.7C $ 19.3( $ 12.9¢
Third Quartel $ 17.8¢ $ 12.6¢ $ 20.17 $ 15.5¢
Fourth Quarte $ 27.5( $ 15.1¢ $ 30.7( $ 17.0¢

Information regarding Rambus securities authorfpedssuance under equity compensation plans Isded in Item 12 (“Security
Ownership of Certain Beneficial Owners and Manageraed Related Stockholder Matters”) of this remort~orm 10-K.

As of January 31, 2005, there were 1,001 holdersadrd of our Common Stock. Because many of theeshof our Common Stock are
held by brokers and other institutions on behaltotkholders, we are unable to estimate the motalber of stockholders represented by t
record holders. We have never paid or declareccasly dividends on our Common Stock or other séesi@nd do not anticipate paying cash
dividends in the foreseeable future.

Item 6. Selected Financial Data

The selected financial data set forth below shbeldead in conjunction with “Management’s Discussand Analysis of Financial
Condition and Results of Operations” and Consadidd&inancial Statements and notes thereto prowididm 15 “Exhibits and Financial
Statement Schedules.” For a discussion of fachaisdould cause the information set forth belowdbbe indicative of our future financial
condition or results of operations, see “Risk Fescto

Twelve Months Ended Three Months Ended Twelve Months Ended
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002 2001 2000
(audited) (audited) (unaudited) (audited) (unaudited) (audited) (audited) (audited)

Operations:

Total revenue $144,87: $118,20: $ 97,40¢ $ 25,70« $ 24,86« $ 96,56 $117,16( $ 72,31:
Operating incom: 39,51% 27,29( 30,69" 6,837 7,56z 31,42: 40,71F (143,509
Net income 33,55¢ 23,22 24,05¢ 5,52¢ 6,174 24,70« 31,27: (106,12
Net income per sha-basic $ 03 $ 022 $ 022 $ 006 $ 00 $ 022 $ 031 $ (110
Net income per sha—diluted $ 03C $ 022 $ 022 $ 006 $ 00 $ 024 $ 02¢ $ (110
Financial Position (at period end)

Total asset $376,72: $293,08¢ $250,52{ $250,520 $235,29. $232,95¢ $237,79( $ 219,63:
Total debt — — — — — — — —
Stockholder' equity 335,457 240,08 202,377 202,37 194,45¢ 195,49 191,35 162,32.
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Item 7. Management’s Discussion and Analysis &inancial Condition and Results of Operations

The following discussion contains forward-lookirtgtements, including, without limitation, our expatns regarding revenues,
expenses and results of operations. Our actudtsesay differ significantly from those projectadthe forward-looking statements. Factors
that might cause future actual results to diffetarially from our recent results or those projedtethe forward-looking statements include,
but are not limited to, those discussed in the KFactors” section, and below. We assume no olitigab update the forward-looking
statements or such risk factors.

Overview

Rambus Inc. creates a broad range of chip intetesddeologies that improve the time-to-market, geniance and cost-effectiveness of
our customers’ semiconductor and system produats pé@ducts can be grouped into three major categigoatent licenses, memory
interfaces and logic interfaces. Our patent licermmevide rights to elements or all of our broatepaportfolio. Our memory interface
technologies provide an interface between memaigsdind logic chips. Our logic interface technoésgprovide an interface between two
logic chips. Our licensed products are used inoadrange of computing, consumer electronics anthuanications applications.

Our chip interface technologies are covered by rttoma 380 U.S. and international patents. In agldjtive have over 380 patent
applications currently pending. These patent anenpapplications cover important inventions in neeyrand logic chip interfaces, in
addition to other technologies. We believe thatinterface technologies provide a lower risk, mowst-effective alternative for our
customers than can be achieved through their otennal research and development efforts.

We offer our semiconductor and system customersyaber of alternatives for using our chip interfé@ehnologies in their products.
First, we license elements, or all, of our patemtfplio, for which they pay us royalties. Secome, develop chip interface designs and license
elements of our patent portfolio, for which they pss royalties and license fees. Third, we offegie@ering implementation and support
services, for which they pay us engineering sesvfees.

Royalties represent a substantial portion of otal teevenue. The remaining part of our revenu@rgract revenue which includes
license fees and engineering services fees. Amaovdgced to our customers in excess of recognieednue are recorded as deferred
revenues. The timing and amounts invoiced to custeroan vary significantly depending on specifintcact terms, and can have a signifi
impact on deferred revenues in any given period.

We have a high degree of customer concentraticth, auir top five customers representing 74%, 75%818d of our revenues for the
twelve months ended December 31, 2004, 2003 an#l, 288pectively. For the twelve months ended Deegrh, 2004, revenue from Intel,
Toshiba and Elpida, each accounted for greater1f&fm of our total revenues. For the twelve montided December 31, 2003 and 2002,
revenues from Intel, Toshiba and Samsung, eactuated for greater than 10% of total revenues. ®@uemue from companies based outside
of the United States accounted for 69%, 64% and 668tir revenues for the twelve months ended Deeer®b, 2004, 2003 and 2002,
respectively. We expect that we may continue teegrpce significant revenue concentration for tiregeeable future and have significant
revenues from companies based outside the UnitadsSior the foreseeable future.

For the last four years, we have been involvedgnificant litigation stemming from the unlicensesle of our inventions. Our litigation
expenses have been high and difficult to predicindLthis time and we anticipate future litigatierpenses to continue to be significant,
volatile and difficult to predict. If we are sucséd in the litigation and/or related licensingraavenue could be substantially higher in the
future; if we are unsuccessful, our revenue woilklely decline.
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Subsequent Ever

On February 1, 2005, we issued $300 million aggeegencipal amount of zero coupon senior convégtitotes due February 1, 201(
Credit Suisse First Boston LLC (Credit Suisse) Beditsche Bank Securities (Deutsche Bank). We heasgted Credit Suisse and Deutsche
Bank a 30 day option to acquire an additional $@llan aggregate principal amount of notes. We &ddo pay the principal amount of the
notes in cash when they are due and the initialeion price of the notes is $26.84 per share Ngége 14 to our Notes to Consolidated
Financial Statements for the terms of these notes.

In connection with this issuance, on January 2052We repurchased approximately 4.1 million shafesur common stock at a price
of $18.51 per share for a total cost of $75 million

Revenue Concentratio

As previously discussed, we have a high degreegtbmer concentration, with our top five custontegesenting 74%, 75% and 81%
of our revenues for the twelve months ended Dece®be2004, 2003 and 2002, respectively. For tretevmonths ended December 31,
2004, revenue from Intel, Toshiba and Elpida, essdounted for greater than 10% of our total revenBer the twelve months ended
December 31, 2003 and 2002, revenues from Intahiba and Samsung, each accounted for greated @®arof total revenues.

Many of our licensees, including Intel, have thghtito cancel their licenses, and the loss of dmuotop five licensees would have a
material adverse effect on our business. The paatidicensees which account for revenue conceatrdiave varied from period to period as
a result of the addition of new contracts, expinaf existing contracts, industry consolidatidre expiration of deferred revenue schedules
under existing contracts, and the volumes and patevhich the licensees have recently sold licgsseniconductors to system companies.
These variations are expected to continue in thes&eable future, although we anticipate that neevill continue to be concentrated with a
limited number of licensees.

The royalties we receive are partly a functionhaf adoption of our interfaces at the system compargl. Many system companies
purchase semiconductors containing our interfacaa bur licensees and do not have a direct conbotlationship with us. Our licensees
generally do not provide detail as to the idenitywolume of licensed semiconductors purchaseddsiquilar system companies. As a result,
we face difficulty in analyzing the extent to whiobir future revenues will be dependent upon pdeicaystem companies. System companies
face intense competitive pressure in their markeltsch are characterized by extreme volatilitygirent new product introductions and
rapidly shifting consumer preferences. There candoassurance as to the unit volumes of licenseicsaductors that will be purchased by
these companies in the future or as to the levebyidlty-bearing revenues that our licensees wikive from sales to these companies.
Additionally, there can be no assurance that afgégnt number of other system companies will admtinterfaces or that our dependence
upon particular system companies will decreasierfuture.

International Revenue:

As previously discussed, for the twelve months dridecember 31, 2004, 2003 and 2002, internatia@wdnues constituted
approximately 69%, 64% and 56% of our total revenuvespectively. We expect that revenues derivad fnternational licensees will
continue to represent a significant portion of tmtal revenues in the future.

To date, all of the revenues from internationatisees have been denominated in U.S. dollars. Howevthe extent that such
licensees’ sales to systems companies are not deatad in U.S. dollars, any royalties that we reeeis a result of such sales could be
subject to fluctuations in currency exchange rdteaddition, if the effective price of licensechdeonductors sold by our foreign licensees
were to increase as a result of fluctuations inetkehange rate of the relevant currencies, demamiicénsed semiconductors could fall, wt
in turn would reduce our royalties. We do not usgwative instruments to hedge foreign exchange niak.
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For additional information concerning internationatenues, see Note 11 titled “Business SegmeRrfxrEs and Major Customers” in
the Notes to Consolidated Financial Statements.

Expenses

We intend to continue making significant expendituassociated with engineering, marketing, ger@gladministration including
litigation expenses, and expect that these cost®gpenses will continue to be a significant petage of revenues in future periods. Whether
such expenses increase or decrease as a percehtagenues will be substantially dependent upenrétte at which our revenues change.

Engineering. Engineering costs are allocated between costrtfact revenues and research and development s@ebost of contra
revenues is determined based on the portion oheerging costs which have been incurred during ém®g of the adaptation of our chip-to-
chip interfaces for specific licensee processes.Fdlance of engineering costs, incurred for gémenaelopment of our interfaces, is charged
to research and development. In a given periodalibeation of engineering costs between thesecovoponents is a function of the timing
development and implementation cycles. As a geioeraf technology matures from the developmentesthgough implementation, the
majority of engineering costs shift from researnd development expenses to cost of contract rewefirgineering costs are recognized as
incurred and do not correspond to the recognitfa®eenues under the related contracts.

Marketing, general and administrativlarketing, general and administrative expensesidekexpenses and costs associated with trade
shows, public relations, advertising, legal, firenasurance and other marketing and administratffeets. Litigation expenses are a
significant portion of our marketing, general amhingnistrative expenses and they can vary signiflgdrom quarter to quarter. For example,
litigation expenses for the fourth quarter endedddeber 31, 2004 were $7.5 million as compared t8 #llion for the fourth quarter ended
December 31, 2003. Consistent with our businessinedles and marketing activities are focusedemeldping relationships with potential
licensees and on participating with existing liceasin marketing, sales and technical efforts thrketo system companies. In many cases, we
must dedicate substantial resources to the magkatid support of system companies. Due to the boisgness development cycles we face
and the semfixed nature of marketing, general and administea@xpenses in a given period generally are urekat the level of revenues
that period or in recent or future periods.

Taxes. We report certain items of income and expensérancial reporting purposes in different yeararttthey are reported for tax
purposes. Specifically, we report contract feesraydlties when received for tax purposes, as reduiy tax law. For financial reporting
purposes, however, we recognize revenues from XI8X]O, RaSer and RDRAM contract fees, assuminfpcubility, either ratably over
the period post-contract customer support is exggett be provided or by using the percentage-ofgtetion method of accounting,
depending upon the nature of the contract. We r@zegevenues from SDRAM-compatible and DDR-conipatiicense fees, assuming
collectibility, over the contract period and recagnroyalty revenues upon notification from liceeseThus, we recognize revenue earlier for
tax than for financial reporting purposes. Accogin our net operating profit or loss for tax puspse may be more or less than the amount
recorded for financial reporting purposes.
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Results of Operations

On April 10, 2003, Rambus changed its fiscal yeamfSeptember 30 to December 31, effective Janlia2903. The following
discussion of historical operating results compéneswelve months ended December 31, 2004 tonbkré months ended December 31,
2003 and the twelve months ended December 31, 2@8ompared to the twelve months ended Decembh@0B2. Additionally, the three
months ended December 31, 2002 are compared thrifemonths ended December 31, 2001 and the twadwnehs ended September 30,
2002 are compared to the twelve months ended Septed, 2001.

To enhance comparability, the following table detth audited Consolidated Statements of Operationthe twelve months ended
December 31, 2004 and 2003 the three months endeenitber 31, 2002 and the twelve months ended Sbptedf, 2002 and 2001. The
unaudited periods of the twelve months ended Deeedib, 2002 and the three months ended Decemb&081,have been derived from our
financial statements for the twelve months endgae®eber 30, 2002 and three months ended Decembg0G2.

Twelve Months Ended Three Months Ended Twelve Months Ended
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002 2001
(audited) (audited) (unaudited) (audited) (unaudited) (audited) (audited)
Revenues
Contract revenue 17.1% 13.2% 6.C% 5.4% 12.4% 7.€% 18.€%
Royalties 82.¢ 86.¢ 94.C 94.¢ 87.¢ 92.2 81.4
Total revenue 100.(% 100.(% 100.(% 100.(% 100.(% 100.(% 100.(%
Costs and expense
Cost of contract revenun 14.C 13.t 7.2 6.2 8.7 7.9 8.4
Research and developme 22.5 25.7 24.4 25.4 20.€ 23.1 15.t
Marketing, general & administrati\ 36.2 37.1 36.¢ 41.¢ 40.: 36.t 41.:
Total costs and expens 720 76.¢ 68.t 73.4 69.€ 67.t 65.2
Operating incom: 27.% 23.1 31.t 26.€ 30.4 32.t 34.¢
Interest and other income, r 5.8 5.8 6.1 5.C 7.8 6.6 7.€
Income before income tax 33.1 28.¢ 37.€ 31.€ 38.2 39.4 42 .2
Provision for income taxe 9.¢ 9.3 12.¢€ 10.1 13.4 13.€ 15.7
Net income 23.2% 19.6% 24. 1% 21.5% 24.% 25.6% 26.7%

Twelve months ended December 31, 2004, 2003 an& 200

Twelve Months Ended
December 31,

2003 to 200 2002 to 200
2004 2003 2002 Change Change
(audited) (audited) (unaudited)
Total Revenues (in millions)
Contract revenu $ 24.¢ $ 15.¢ $ 5.8 59.(% 164.4%
Royalties 120.1 102.€ 91.t 17.1 12.1
Total revenue $144.¢ $118.2 $ 974 22.6% 21.4%

For the twelve months ended December 31, 2004rapa@d to the same period in 2003, the increaseritract revenue was due
primarily to the increase in recognition of revemssociated with our XDR and FlexIO contracts (agjnately $5.6 million), and RaSer
interface contracts (approximately $3.6 milliom).deneral, we recognize revenue on XDR and Flexi@reacts using the percentage-of-
completion method of
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accounting. We began recognizing revenue on o@ioRaSer contracts during the quarter ended Séeted®, 2004 using the percentage-
of-completion method of accounting. We determinegpess-to-completion using input measures baseabmn hours incurred. The increase
in recognition of revenue during 2004 was primaailgesult of the increase in the amount of workqrered under these contracts.

For the twelve months ended December 31, 2003rapaad to the same period in 2002, the increaseritract revenue was primarily
due to the increase in recognition of revenue aatatwith our XDR and FlexIO interface contracpgroximately $12.3 million).

We currently expect to recognize revenue on owstiexj RaSer, XDR and FlexlO percentage-of-comphetiontracts through 2005. We
believe that contract revenues will continue tetilate over time based on our ongoing contraceelirements, the amount of work
performed under the contracts accounted for usiagercentage-of-completion method of accountirtha value of new contracts booked
over time.

In the twelve months ended December 31, 2004, 20032002, our largest category of royalties weaateel to the license of our patents
for SDRAM and DDR-compatible products. Royaltiesregased by approximately $20.0 million for SDRAMIdDDR-compatible products
the twelve months ended December 31, 2004 as cemparthe same period in 2003, primarily due teeased shipment volumes of
SDRAM and DDR controllers. As of December 31, 208BBRAM and DDR-compatible royalties were recognibaded on a percentage of
the licensees revenue with the exception of two contracts tizat been previously amended to allow for fixed tgrr payments until there
a favorable resolution to the pending litigatioRFAM and DDR-compatible royalties increased for thvelve months ended December 31,
2003 as compared to the same period in 2002 (ajppately $15.9 million), primarily due to increassliipment volumes of SDRAM
controllers and DDR memaory.

As of December 31, 2003, royalties were recognizaskd on a percentage of the licensee’s revenudhetexception of one contract
that had been previously amended to allow for figadrterly payments until there is a favorable Iiggmn to the pending litigation. For the
period of April 1, 2002 through March 31, 2003 theras a second licensee that had been payingddixarterly sum. As a result of the
January 29, 2003 Court of Appeals decision, thersg¢ticensee, who was previously paying a fixedriguly sum for SODRAM and DDR-
compatible royalties, reverted back to paying J@daoyalties in the quarter ended June 30, 2003wk one of our SDRAM and DDR
license agreements expire in 2005. In the futueeempect total SDRAM and DDR compatible royaltiel @ontinue to vary from period to
period based on our success in renewing existiegée agreements and adding new licensees, aasitbi level of variation in our licensees
shipment volumes, sales price, and mix, offsetairt py the proportion of licensee payments thafiaesl.

The Intel patent cross-license agreement represémeesecond largest category of royalties inwWehte months ended December 31,
2004, 2003 and 2002. Royalties under this agreemerdg unchanged in the twelve months ended DeceBih&004 as compared to the s,
period in 2003 as well as in the twelve months dridecember 31, 2003 as compared to the same per&iid2. We expect to continue
recognizing revenue from this agreement througle By 2006, at which time, Intel will have a pajulficense for the use of all of the patents
that we own claiming priority prior to September, 2006 and for which we own applications as of thate.

Payments from licensees’ shipments of RDRAM menotiips and controllers that connect to RDRAM menwuirips decreased during
the twelve months ended December 31, 2004 as ceahpaithe same period in 2003 by approximately $#lifon as a result of decreased
shipments of RDRAM memory chips offset in part Inyimcrease in royalties from RDRAM controllers. RBIR royalties decreased during
the twelve months ended December 31, 2003 as ceparthe same period in 2002 (approximately $4lBom) primarily due to decreased
shipments of RDRAM memory chips. We believe thatdlecrease in royalties for RDRAM memory chipstf@ twelve months ended
December 31, 2004 as compared to the same pen@f¥B, and the twelve months ended December 3B 28 compared to the same
periods in 2002, was mostly driven by a decline in
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shipments of RDRAM memory chips for Intel's 850Epset. In the future, we expect RDRAM royalties will camiie to vary from period to
period based on our licensees’ shipment voluméss gaices, and product mix.

Certain semiconductor companies are now markegngconductors which combine logic and DRAM on tame chip. Such
technology, called “embedded DRAM,” eliminates tieed for an external chip-thip memory interface. The impact of embedded DRaé1
our business is difficult to predict. If embeddeRBAM were to gain widespread acceptance in the mleicts industry, and if new royalty-
generating contracts were not entered into betwsemnd the manufacturers and/or users of the ersdddBAM products, embedded DRZ
would have a negative impact on the royalties Weateceive for the use of our patents. Howeverbeleeve embedded DRAM does not
appear to be gaining significant acceptance inrtthestry. We do not currently receive royalties éonbedded DRAM. There can be no
assurance that competition from embedded DRAMwdtlincrease in the future.

Twelve Months Ended
December 31,

2003 to 200 2002 to 200
2004 2003 2002 Change Change
(audited) (audited) (unaudited)
Engineering costs (in millions
Cost of contract revenus $ 20.: $ 16.C $ 7.C 26.%% 128.€%
Research and developmt 32.¢ 30.: 23.7 7.€ 27.¢
Total engineering cos $ 52.¢ $ 46.C $ 307 14.%% 50.6%

For the twelve months ended December 31, 2004rapaed to the same period in 2003, the increas@ahengineering costs was a
result of the increase in compensation costs (aqpeately $2.6 million) primarily due to the hiriraf approximately 54 additional employees
in 2003, amortization costs as part of our purclediserial link intellectual property from Velio dog the quarter ended December 31, 2003
(approximately $1.3 million), amortization costspast of our purchase of serial link intellectueberty from Cadence during the quarter
ended September 30, 2004 (approximately $1.2 mjliémd an increase in patent filing costs (apprexéty $1.2 million). For the twelve
months ended December 31, 2003 as compared tanie [geriod in 2002, engineering costs increasadapily due to the addition of
engineering personnel required to meet milestamésa contracts for XDR and FlexIO interfaces.

For the twelve months ended December 31, 2004rapaad to the same period in 2003, the increaseshof contract revenues was
primarily a result of an increase in total engiiggicosts and an increase in the amount of custspemific work associated with RaSer
products (approximately $3.7 million). For the tweemonths ended December 31, 2003 as compared sathe period in 2002, the increase
was primarily due to the addition of engineeringdh@unt necessary to fulfill XDR and FlexlO intedacontractual obligations. We believe
that in the future, cost of contract revenues walhtinue to vary both in absolute dollars and peraentage of revenue based on the nature of
engineering deployed as part of our ongoing cotiedcequirements in any given period.

For the twelve months ended December 31, 2004rapaed to the same period in 2003, the increasesearch and development was
primarily a result of the increase in total engiieg costs partially offset by the increase in onstr specific work associated with RaSer
products. For the twelve months ended Decembe2@13 as compared to the same period in 2002, thease was primarily due to the
hiring of additional personnel. We believe thathie future, research and development will contitoueary in both absolute dollars and as a
percentage of revenue from period to period baseti® nature, timing, and the number of researdhdavelopment projects underway. A
change in engineering headcount deployment in argngeriod will also cause research and developsgending to vary both in absolute
dollars and as a percentage of revenue.
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Twelve Months Ended

December 31, 2003 to 200 2002 to 200
2004 2003 2002 Change Change
(audited) (audited) (unaudited)
Marketing, general anc
administrative costs (in millions
Marketing, general and administrat
costs $ 29.4 $ 24z $ 24¢ 21.5% (2.9%
Litigation expenst 23.1 20.£ 11.2 13.2 82.1
Total marketing, general and
administrative cost $ 52.t $ 44.€ $ 36.C 17.7% 23.9%

The increase in total marketing, general and aditrative costs including litigation expense for thvelve months ended December 31,
2004 as compared to the same period in 2003 wamply due to increased expenses, associated matdafense of our intellectual property
(approximately $2.7 million), increased investmantsales and marketing (approximately $1.6 milliatich included marketing events,
compensation costs and public relations, increasgubrate governance costs (approximately $1.2an)lland increased legal personnel
expenses (approximately $1.1 million) which incldaecruiting and compensation costs.

For the twelve months ended December 31, 2003rapaed to the same period in 2002 the increasahmarketing, general and
administrative costs including litigation expensasvdue to increased litigation expenses (approgim&d.2 million) driven primarily by
costs associated with the administrative hearirtg thie FTC, as described in Note 13 under “Litigatand Asserted Claims” of the Notes to
Consolidated Financial Statements.

In the future, marketing, general and administeaixpenses will vary from period to period basethentrade shows, advertising, legal,
and other marketing and administrative activitindertaken, and the change in sales, marketing @méhastrative headcount in any given
period. Litigation expenses are expected to vamgnfperiod to period due to the volatility of litijan activities. We expect such costs will
increase in the twelve months ended December b Bfative to the comparable period in 2004 ag@rginue to engage in simultaneous
private litigation in multiple jurisdictions.

Twelve Months Ended
December 31,

2003 to 200 2002 to 200
2004 2003 2002 Change Change
(audited) (audited) (unaudited)
Interest and other income, ne
(in millions) $ 84 $ 6.C $ 5.9 21.71% 16.%

Interest and other income, net consists primaffilgains on the sale of equity investments and ésteincome from our investments. In
the twelve months ended December 31, 2004 as ceahparthe same period in 2003, the increase imdstend other income, net was
primarily due to a gain on the sale of our investinie Tessera in 2004 (approximately $3.6 million).

28



Table of Contents

For the twelve months ended December 31, 2003 cadpa 2002 the increase in interest and othemigcaet was primarily due to 1
inclusion in other income of a pre-tax gain of $tiflion, resulting from the divestiture of Rambsishvestment in NurLogic which was
acquired by Artisan Components, Inc. (now a pa&RM).

Twelve Months Ended
December 31,

2003 to 200 2002 to 200
2004 2003 2002 Change Change
(audited) (audited) (unaudited)
Provision for income taxes (in millions . ~
$ 14: $ 10.¢ $ 12¢ 31.2% (13.9%

In the twelve months ended December 31, 2004, ffectere tax rate was 30% as compared with a ra8286 for the comparable
period in 2003. The effective tax rate decreasadanily due to state taxes and research and demadnptax credits. In 2005, we expect an
effective tax rate of 37%.

At December 31, 2004, our balance sheet includedeferred tax assets of approximately $88.9 mmiJli@lating primarily to the
difference between tax and book treatment of démiien and amortization, employee stock related pensation expenses and deferred
revenue, net operating losses and tax credithetvielve months ended December 31, 2004, we isedeaur net deferred tax assets by $
million, mainly due to tax benefits from the exaseeiof employee stock options and the capitalizaifciesearch and development for federal
and state tax returns.

The deferred tax asset valuation allowance is stibgeperiodic adjustment as facts and circumstma@arant. The ability to realize the
deferred tax asset is dependant on sufficient $eoffuture taxable income and other factors.

Three Months Ended December 31, 2002 and 2001
Three Months Ended

December 31, 2002 to 200
2002 2001 Change
(audited) (unaudited)
Total Revenues (in millions
Contract revenu $ 14 $ 3.1 (54.%
Royalties 245 21.¢ 11t
Total revenue $ 25.7 $ 24¢ 3.2%

Revenues were $25.7 million and $24.9 million ie three months ended December 31, 2002 and 2G{iatévely.

Contract revenues were $1.4 million and $3.1 miliio the three months ended December 31, 2002 @01, 2espectively. The decre:
in contract revenues was due largely to the expimaif revenue recognition periods for several cis. This decrease was partially offse
increased contract revenues for RaSer interfa¢etdagies and the first revenues for XDR interfeshnologies.

Royalty revenues were $24.3 and $21.8 million ettiree months ended December 31, 2002 and 26 atévely. Our largest
category of royalties was the Intel cross-licengeement. The royalties for this agreement werdanged in the three months ended
December 31, 2002 when compared to the three menthsd December 31, 2001.

The next largest category of royalties is fromtisees for the use of Rambus patents and intellgqutoperty in SDRAM and DDR-
compatible products. Royalties increased for SDRa#id DDR-compatible products primarily due to inseghroyalties on shipments of
SDRAM controllers. As of December 31, 2002, the
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SDRAM and DDR-compatible royalties were based amabée royalties with the exception of two contsatttat were amended to allow for
fixed quarterly payments until there is a favoraigleolution to the pending litigation. As of Deceani31, 2001, the SDRAM and DDR-
compatible royalties were based on variable rogsltvith the exception of one contract that was aleério allow for fixed quarterly
payments until there is a favorable resolutiorhpending litigation.

The final category of royalties is from licenseglsipments of RDRAM memory chips and controllers ttmnect to RDRAM memory
chips. The increase in revenues in the three manted December 31, 2002 when compared to the thweéhs ended December 31, 200
caused by growth in unit volumes shipped. This r@growth was partially offset by declines in AS®sRDRAM memory chips.

Three Months Ended
December 31,

2002 to 200
2002 2001 Change
(audited) (unaudited)
Engineering costs (in millions
Cost of contract revenu: $ 1€ $ 2.2 (27.9%
Research and developme 6.5 5.1 27.5
Total engineering cos $ 8.1 $ 7.3 11.(%

Engineering costs, consisting of cost of contragenues and research and development expensesh8vemmillion and $7.3 million, in
the three months ended December 31, 2002 and &&ectively. The increase in engineering costkarthree months ended December 31,
2002 was a result of increased compensation celsited to salary increases and the hiring of aaltili engineering personnel.

Cost of contract revenues were $1.6 million an@ $&illion in the three months ended December 30224nhd 2001, respectively. The
decrease in the cost of contract revenues in tiee timonths ended December 31, 2002, was primaréytal the fulfillment of contract
commitments. This resulted in the reassignmenngfresering resources to research and developméwnitias.

Research and development expenses were $6.5 nalio$5.1 million, in the three months ended Deaaiti, 2002 and 2001,
respectively. Research and development expensesases 27.5% in three months ended December 32,8)6ompared to three months
ended December 31, 2001. Research and developwpmarises increased as investment increased in BerREDR and Redwood interfaci
including the reassignment of engineering resou@essearch and development activities as well@sased compensation costs related to
salary increases and the hiring of additional eegjimg personnel.

Three Months Ended

December 31, 2002 to 200
2002 2001 Change
(audited) (unaudited)
Marketing, general and administrative costs (in tdns) $ 10. $ 10.cC 8.C%

Marketing, general and administrative expenses w&0e8 million and $10.0 million in the three monigtnded December 31, 2002 and
2001, respectively. The 8.0% increase in the thrersths ended December 31, 2002 in marketing, geardaadministrative expenses was
primarily the result of increased compensationsossulting from the hiring of additional personaetl an increase in Director and Officer
liability insurance premiums. Litigation expenseghe three months ended December 31, 2002 wesistent with the three months ended
December 31, 2001.

Three Months Ended
December 31,

2002 to 200
2002 2001 Change
(audited) (unaudited)
Interest and other income, net (in million: $ 1.3 $ 1.¢ (31.%
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Interest and other income, net was $1.3 million @ million in the three months ended Decembe2802 and 2001, respectively.
The decrease in absolute dollars in the three nsarided December 31, 2002 was due to lower intexrtest and reduced rental income from
the sublease of our former office facilities in Main View, California.

Three Months Ended
December 31,

2002 to 200
2002 2001 Change
(audited) (unaudited)
Provision for income taxes (in millions $ 2€ $ 33 (21.2%

We recorded an income tax provision of $2.6 millaord $3.3 million in the three months ended DecerBhe2002 and 2001,
respectively. In the three months ended Decembe2@12 and 2001, our effective tax rate was 32%3%9%, respectively. The decrease in
the effective tax rate was primarily due to statees and research and development tax credits.

Twelve Months Ended September 30, 2002 and 2001
Twelve Months Ended

September 30,
2002 to 200
2002 2001 Change
(audited) (audited)
Total Revenues (in millions)
Contract revenu $ 7€ $ 21.¢ (65.1%
Royalties 89.C 95.4 (6.7)
Total revenue $ 96.€ $ 1172 (17.©%

Revenues were $96.6 million and $117.2 millionhie twelve months ended September 30, 2002 and 2&{ectively.

Contract revenues decreased 65% to $7.6 millighertwelve months ended September 30, 2002. Theals in contract revenues in
the twelve months ended September 30, 2002 isaifgely to the completion of contract commitmentssieveral RDRAM contracts.

In the twelve months ended September 30, 2002|treyaecreased 6.7% to $89 million, including alte in royalties for SDRAM
and DDR-compatible products. The decline in rogalfior SDRAM and DDR-compatible products was phytiafset by increased licensees’
shipments of RDRAM memory chips and memory corgrslthat connect to RDRAM memory chips, primariiedo the success of the Sony

PIayStation®2. In addition, royalties in the twelve months esh@eptember 30, 2002 reflect the first full yearafalties received under the
Intel cross-license agreement which was signeceptednber 2001. In the three months ended MarcB@&X2, due to the adverse litigation
results in 2001, we agreed to an amended fixedtsoggreement with a small licensee for SDRAM arldRbcompatible products. This was

the second such agreement which called for fixexttguy royalty payments for these products. Th& igreement was with a large licensee
in July 2001.

Twelve Months Ended

September 30,
2002 to 200
2002 2001 Change
(audited) (audited)
Engineering costs (in millions
Cost of contract revenuu $ 7€ $ 9¢ (23.9%
Research and developmt 22.% 18.2 22.5
Total engineering cos $ 29.¢ $ 28.1 6.4%
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Engineering costs, consisting of cost of contragenues and research and development expenses$2@e®emillion and $28.1 million
in the twelve months ended September 30, 2002 @84, 2espectively. The increase in engineeringscosthe twelve months ended
September 30, 2002 was a result of increased casafien costs related to salary increases and theytof additional engineering personnel.

Cost of contract revenues were $7.6 million an® $8illion in the twelve months ended September2802 and 2001, respectively. 1
decrease in the cost of contract revenues in telvénmonths ended September 30, 2002 was pringuéyto the successful launch and ramp
of RDRAM semiconductors into the PC main memorykaaresulting in a reduction in engineering supgdidrts. This resulted in the
reassignment of engineering resources to reseactbevelopment activities.

Research and development expenses were $22.3mallid $18.2 million, in the twelve months endedtSayper 30, 2002 and 2001,
respectively. Research and development expensessed 22.5% in the twelve months ended Septen@h@082 as compared to the same
time period in 2001 due to increased investmentaimXDR, Redwood and RaSer interface technologiet)ding the reassignment of
engineering resources to research and developrogvitias.

Twelve Months Ended
September 30,

2002 to 200
2002 2001 Change
(audited) (audited)
Marketing, general and administrative costs (in thdns) $ 35.2 $ 48.4 (27.9%

Marketing, general and administrative expenses %882 million and $48.4 million in the twelve mbetended September 30, 2002
and 2001, respectively. The decrease in the twalweths ended September 30, 2002 in marketing, geaed administrative expenses
primarily represents decreased litigation coste@ated with the defense of our intellectual properitigation costs were $11.3 million in t
twelve months ended September 30, 2002 versus $#llidn in the twelve months ended September 8012 Trial delays in several of the
pending cases as well as the number of simultanémaion activities contributed to the significalitigation expenses in the twelve months
ended September 30, 2001. In addition, at the baggrof January 2001, we began to incur higher aatother ongoing operating costs
associated with relocating our corporate headgrsattea larger facility to accommodate anticipdtedy-term growth.

Twelve Months Ended

September 30, 2002 to 200
2002 2001 Change
(audited) (audited)
Interest and other income, net (in million: $ 6.6 $ 8¢ (25.9)%

Interest and other income, net was $6.6 million 8@ million for the twelve months ended Septen88r2002 and 2001, respective
The decrease in absolute dollars in fiscal 2002 duesto lower interest rates and reduced rentahirecfrom the sublease of our former office
facilities in Mountain View, California. During thigvelve months ended September 30, 2002, we s@dmestment for a $2 million gain a
wrote down investments by $2 million to more clgseflect our estimate of current market valuethefremaining securities.

Twelve Months Ended

September 30, 2002 to 200
2002 2001 Change
(audited) (audited)
Provision for income taxes (in millions $ 13.2 $ 18.4 (27.7%

We recorded an income tax provision of $13.3 millio the twelve months ended September 30, 200&rapared with an income tax
provision of $18.4 million the twelve months end&eptember 30, 2001. The tax rate for the twelveth®ended September 30, 2002 and
2001 was 35% and 37%, respectively.
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Contingent Warrants, Common Stock Equivalents, aBgtions
Warrants

In October 1998, our Board of Directors authoriaadncentive program in the form of warrants faotl of up to 1,600,000 shares of
our Common Stock to be issued to various RDRAMngses. The warrants, which were issued at thedértain targets were met, have an
exercise price of $2.50 per share and a life @& jigars from the date of issuance. These warrastsand become exercisable only upon the
achievement of certain milestones by Intel relatmghipment volumes of RDRAM chipsets, which codult in a non-cash charge to the
statement of operations based on the fair valubeofvarrants if and when the achievement of thel milestones becomes probable. Since
Intel has phased out the 850E chipset, the likelihthat the unvested warrants will vest is congideemote. As of December 31, 2004,
warrants exercisable for a total of 1,520,000 shhesl been issued and 1,280,000 remain outstanthiege warrants began to expire in
February 2004 and will have expired by January 200@ impact of these warrants has been excludad fine calculation of net income per
share.

Contingent Common Stock Equivalents and Options

As of December 31, 2004, there were 1,000,000 getit unvested Common Stock Equivalents, or CSkk845,846 contingent
unvested options, which vest upon the achievemecgrtain milestones by Intel relating to shipmeofumes of RDRAM chipsets. These
CSEs were granted to our previous Chief Executiffce€@ (CEO) and President in 1999 and the optiease granted to certain of our
employees in 1999 and 2001. The CSEs were graritechwerm of 10 years and the options were graniddan exercise price of $2.50 and
a term of 10 years. If and when the achievemetti@intel milestones become probable, there woeldrbalmost entirely non-cash charge to
our statement of operations based on the fair vafltlee CSEs and options. Since Intel has phasethe850E chipset, the likelihood that the
unvested CSEs and options will vest is considegatbte. The impact of these CSEs and options haseéexduded from the calculation of net
income per share.

Share Repurchase Program

In October 2001, our Board of Directors approvestioek repurchase program of our Common Stock prallgi to reduce the dilutive
effect of employee stock options. Since the begigmif the program, our Board has authorized thet@age in open market transactions of up
to ten million shares of outstanding our Commorcktver an undefined period of time. As of Decentier2004, we had repurchased 7.5
million shares of our Common Stock at an averageerer share of $10.05. As of December 31, 20@&tetremained an outstanding
authorization to repurchase 2.5 million sharesut§t@mnding our Common Stock.

On January 27, 2005, in connection with our issaaard sale of $300 million principal amount of zeooipon senior convertible notes
due February 1, 2010, we repurchased approximat&lynillion shares of our common stock at a pric$18.51 per share for a total cost of
$75 million.

Liquidity and Capital Resource

Twelve Months Ended Three Months Ended Twelve Months Ended
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002 2001
(audited) (audited) (unaudited) (audited) (unaudited) (audited) (audited)
Cash flows (in millions)
Net cash provided by operating activit $ 437 $ 234 $ 45: $18C $ 6. $ 33z $ 30.€
Net cash used in investing activit $(609 $ (6.3 $ (28 $(12) $ (188 $ (356 3 (602
Net cash provided by (used in) financing activi $234 $ B9 $ (179 $ 12 $ (19 $ (204 3% 10¢
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As of December 31, 2004, we had cash and cashaquots and marketable securities of $236.4 millinaluding a long-term
component of $98.6 million. As of December 31, 2004 had total working capital of $120.5 millioncluding a short-term component of
deferred revenue of $19.3 million. Deferred reverepresents the excess of billings to licensees mwenue recognized on license contracts,
and the short-term component represents the anodtinits deferred revenue expected to be recogrozedthe next twelve months.

Twelve months ended December 31, 2004, 2003 an@ 200
Operating Activities

Cash generated by operating activities in the tevehonths ended December 31, 2004 was primarilyethdt of net income of $33.6
million adjusted for certain non-cash items, inahgddepreciation and amortization of $8.1 milliardaan increase in tax benefit of stock
options exercised of $39.5 million. Operating &t were also affected by a decrease in accaantsvable of $8.8 million primarily relat:
to payments received under XDR and FlexIO interfam®racts. This cash generated from operatingides was patrtially offset by an
increase in prepaids, deferred taxes and othetsass$31.0 million based primarily due to our ¢iec to capitalize certain research and
development expenses for tax purposes and a netasecin deferred revenue of $18.4 million resglfiom contract revenues recognized in
excess of contract billings primarily related tereased revenues for XDR and FlexIO interface eaigrin which billings were made in the
prior year.

In the twelve months ended December 31, 2003,astt provided by operations was primarily the restitet income of $23.2 million
adjusted for certain non-cash items, including dejation of $5.6 million and the tax benefit remgdtfrom stock options exercised of $19.2
million. Operating activities were also affecteddyet increase to deferred revenue of $4.4 millesulting from contract billings in exces:
contract revenues recognized, partially offset ibyngrease in accounts receivable of $9.2 milliamarily due to increased billings for the
XDR and FlexIO interface contracts and increasgsépaids, deferred taxes and other assets of $1i8ién, primarily due to increased
foreign withholding taxes paid on payments receifveth international licensees and the renewal éfxsye maintenance contracts.

In the twelve months ended December 31, 2002,awtt provided by operating activities consisted prity of net income of $24.1
million adjusted for certain non-cash items inchglidepreciation of $5.0 million, and an increasthe valuation allowance related to
investments of $2.0 million. Operating activitieene also affected by a net increase to deferrezhte of $4.0 million resulting from contri
billings in excess of revenues recognized and aedse in prepaids, deferred taxes and other asfs&8s9 million.

Investing Activities

Cash used in investing activities for the twelventhe ended December 31, 2004 primarily consistatebpurchases and maturities of
marketable securities of $42.6 million and casld pai the acquisition and related acquisition cadtsertain serial link intellectual property
assets from Cadence totaling $11.1 million and $idllion for purchases of property and equipmémtlgding software tools purchased
from Cadence). These uses of cash were partidigdy proceeds of $5.6 million from the sale of mvestment in Tessera.

In the twelve months ended December 31, 2003, gsath in investing activities primarily consistedcash paid for the acquisition and
related acquisition costs of certain signaling &seéVelio totaling $13.2 million and purchasegobperty and equipment of $4.2 million,
partially offset by a reduction in restricted intragnts of $7.4 million based on a favorable liigatruling which removed restrictions on
certain investments and proceeds of $4.5 milli@eireed on the sale of our investment in NurLogic.

In the twelve months ended December 31, 2002, gssth in investing activities primarily consistednet purchases and maturities of
marketable securities of $29.2 million and purceasfeproperty and equipment of $2.2 million, pdlyiaffset by proceeds of $2.6 million
from the sale of an investment.
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Financing Activities

Cash generated by financing activities in the teehonths ended December 31, 2004, was the resoditgfroceeds of $45.1 million
from the issuance of Common Stock associated withcéses of employee stock options and stock issmeér the employee stock purchase
plan. This cash provided from the issuance of Com@tock was partially offset by $21.7 million wesdso repurchase Common Stock
under our stock repurchase program.

In the twelve months ended December 31, 2003, wergéed net proceeds of $25.9 million from theasse of Common Stock and
used cash of $29.8 million to repurchase CommonkSto

In the twelve months ended December 31, 2002, wergéed net proceeds of $3.2 million from the isseaof Common Stock and us
cash of $20.5 million to repurchase Common Stock.

On February 1, 2005, we completed our issuancesaledof $300 million principal amount of zero conmenior convertible notes. As a
result of this issuance, we received net procee8298 million. Simultaneously, we repurchased agpnately 4.1 million shares of our
common stock at a price of $18.51 per share fota tost of $75 million.

Three months ended December 31, 2002 and 2001
Operating Activities

Our operating activities provided net cash of $18illion and $6.0 million in the three months end@ecember 31, 2002 and 2001,
respectively. Cash generated in the three monttisceBecember 31, 2002 was primarily the resulteééded revenue, net income and an
increase in prepaids, deferred taxes and othetsa3dee significant increase in deferred revenpeasents a prepayment of royalties due in
the three months ended March 31, 2003. This wagpoffset by a decrease in the tax benefittotk options, accounts receivable and
accounts payable. In the three months ended Dec¢e3tb2001, net cash provided by operating acéisitonsisted primarily of net income
adjusted for non-cash items and a decrease in atcoeceivable and prepaids, deferred taxes aredt afisets, partially offset by an increase
in deferred revenue. The increase in deferred eyeepresents contract billings in excess of reesmacognized.

Investing Activities

Net cash used in investing activities was $12.lioniland $18.8 million in the three months endedé&meber 31, 2002 and 2001,
respectively. Investing activities have consistdtharily of net purchases and maturities of marklgt@ecurities, purchases and sales of
investments, changes in restricted investmentgpanthases of property and equipment.

Financing Activities

Net cash provided by financing activities was $hiBion in the three months ended December 31, 2@f@pared to $1.8 million used
in the comparable period of 2001. Financing adésihave consisted primarily of proceeds from #ile ef Common Stock under our
employee stock purchase and option plans and biegimmthe three months ended December 31, 20@Iretpurchase of shares of our
outstanding Common Stock. In the three months eBdm@mber 31, 2002, cash was generated entiraty thhe issuance of Common Stock.
In the comparable period in 2001, we generategreteeds of $1.6 million from the issuance of ComrBtock and used cash of $3.4 mill
to repurchase Common Stock.
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Twelve months ended September 30, 2002 and 2001
Operating Activities

Our operating activities provided net cash of $38ition and $30.6 million in the twelve months extdSeptember 30, 2002 and 2001,
respectively. Cash generated in the twelve montbde@ September 30, 2002 was primarily the resulebincome, a decrease in prepaids,
deferred taxes and other assets and accountsabteiand an increase in accounts and taxes payeoieied payroll and other liabilities.
This was partially offset by a decrease in deferea@nue. Cash generated in the twelve months ebelpggmber 30, 2001 was primarily the
result of net income and a decrease in prepaidsirdd taxes and other, offset by the tax costaifksoption exercises, increases in accounts
receivable, and decreases in accounts and taxablpagpccrued payroll and other liabilities andedesd revenue.

Investing Activities

Net cash used in investing activities was $35.6ianiland $60.2 million in the twelve months endeght®mber 30, 2002 and 2001,
respectively. Investing activities have consistathprily of net purchases and maturities of markletaecurities, purchases and sales of
investments, changes in restricted investmentgpanthases of property and equipment.

Financing Activities

Net cash used in financing activities was $20.4ionilin the twelve months ended September 30, 28@2 cash provided by financing
activities was $10.8 million in the twelve montheled September 30, 2001. In the twelve months eS8dptember 30, 2002, we invested
$23.9 million in common stock repurchases whichenadfset by proceeds from the sale of Common Stmeler the Employee Stock
Purchase and Option plans, which totaled $3.5anillin the twelve months ended September 30, 26@depds from the sale of Common
Stock under our Employee Stock Purchase and Optars were the primary source of net cash provimefinancing activities.

We currently anticipate that existing cash and @aglivalent balances, cash flows from our operaictiyities and the cash received
from our February 2005 convertible note offerindl e adequate to meet our cash needs for attleastext 12 months.

Contractual Obligations

We lease our present office facilities in Los Alt@alifornia, under an operating lease agreemeatigh December 31, 2010. As part of
this lease transaction, we provided a letter ofitrestricting $600,000 of our cash as collatévalkertain of our obligations under the lease.
The cash is restricted as to withdrawal and is meddoy a third party subject to certain limitatiamgler our investment policy. We have
signed a lease for a new facility in Chapel Hiliaihgh November 15, 2009, where our North Carolim@leyees relocated in June 2004. We
also signed a lease for our new design center mg&are, India through November 30, 2009.

As of December 31, 2004, our material net contalaibligations are (in thousands):

Payments due by period

Less thar More than
Total 1 year 1-3 years 3-5 years 5years
Contractual Obligation:
Operating lease $33,29: $ 6,15 $11,18¢ $10,53( $ 5,427
Total $33,29: $6,15: $11,18¢ $10,53( $ 5,422
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Critical Accounting Policies and Estimates

The discussion and analysis of our financial caodiaind results of operations are based upon msatiolated financial statements,
which have been prepared in accordance with act@uptinciples generally accepted in the Unitedé#taThe preparation of these financial
statements requires us to make estimates and judgriat affect the reported amounts of assets|itias, revenues and expenses, and
related disclosure of contingent assets and liadsliOn an on-going basis, we evaluate our estisnatcluding those related to revenue
recognition, investments, income taxes, litigatom other contingencies. We base our estimatesstoribal experience and on various other
assumptions that are believed to be reasonable timeleircumstances, the results of which formlthsis for making judgments about the
carrying values of assets and liabilities thatravereadily apparent from other sources. Actualltesnay differ from these estimates under
different assumptions or conditions.

We believe the following critical accounting poésiaffect our more significant judgments and egdtsased in the preparation of our
consolidated financial statements.

Revenue Recognitio

Our revenues consist of royalty revenues and conteaenues generated from the following five typeagreements with
semiconductor and systems companies: (1) SDRANMDEDE-compatible licenses, which are licenses thaecthe use of our patents and
other intellectual property in SDRAM and DDR memahjps and controllers which control such memonya(patent cross-license with Intel
(3) XDR and FlexlO licenses, which are licensesctups fully compatible with our XDR and FlexIO énfaces, (4) RaSer licenses, which are
licenses for our RaSer interface that licenseegate into their logic semiconductors, and (5) RBRicenses, which are licenses for chips
fully compatible with our RDRAM memory interface.aMo not recognize contract revenues in excesashf ieceived if collectibility is not
probable. The excess of contract fees billed oeeemue recognized is shown on the balance shelefased revenue.

We recognize royalty revenues upon notificatiorohy licensees if collectibility is probable. Therte of the royalty agreements
generally require licensees to give us notification to pay us royalties within 60 days of the ehthe quarter during which the sales occur.
We engage accounting firms independent of our iadépnt registered public accounting firm to perfoom our behalf, periodic audits of
some of our licensegreports of royalties to us and any adjustmentitiag from such royalty audits is recorded in ffegiod such adjustme
is determined.

SDRAM-compatible and DDR-compatible licens8®RAM-compatible and DDR-compatible licenses galte provide for the
payment of fees, which include compensation forafssur patents from the time we notify the licem®d potential infringement.
Accordingly, these fees are classified as royatyenues, which are recognized ratably over theraoinperiod, which is typically five years.
The current contracts will begin to expire in Magg05.

Intel cross-license In September 2001, we entered into a cross-lecagseement with Intel that grants Intel a licetoseur patent
portfolio. We recognize revenue from this arrangena® a quarterly basis as amounts become dueay@tble. The agreement terminates in
September 2006 and after that date Intel will heapaid-up license for the use of all of the patéimas we own claiming priority prior to
September 30, 2006 and for which we own applicatasof that date. The final payment on this agesens expected to occur in the second
quarter of 2006.

XDR and FlexIO licensesXDR and FlexIO interface licenses currently pda/for the payment of license fees and enginedeiag, as
well as royalties. Generally, we recognize liceasd engineering fees on XDR and FlexIO licenseasguie percentage-of-completion
method of accounting in accordance with the Americestitute of Certified Public Accountants, or A&, Statement of Position 81-1,
“Accounting for Performance of
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Construction-Type and Certain Production-Type Caeis.” We determine progress-to-completion usipgiinrmeasures based on labor-hours
incurred. A provision for estimated losses on fixeide contracts is made, if necessary, in theopdrn which the loss becomes probable and
can be reasonably estimated. We review assumpggasding the work necessary to complete projatta guarterly basis. If we determine
that it is necessary to revise our estimates ofviik required to complete a contract, the totabant of revenue recognized over the life of
the contract would not be affected. However, togkient the new assumptions regarding the totalaiaf work necessary to complete a
project were less than the original assumptioresctintract fees would be recognized sooner th@inaily expected. Conversely, if the new
estimated total amount of work necessary to coraggiroject was longer than the original assumgtitirte contract fees would be recogn
over a longer period. Part of these XDR and Fldidénse contract fees may be due upon the achievesheertain milestones, such as
provision of certain deliverables by us or prodoctdf chips by the licensee. The remaining feeslaseon predetermined dates and gener
include significant up-front fees.

RaSer licensesRaSer interface licenses provide for the payroéhitense fees, engineering fees and royaltiese@aly, license and
engineering fees are recognized ratably over thegeuring which the post-contract customer supperiods are expected to be provided,
independent of the payment schedules under theadnPost-contract customer support is evaluateal case by case basis. Revenue on one
contract is being recognized using the percentd&gempletion method of accounting. We determinegpess-to-completion using input
measures based on labor hours incurred. A provisioestimated losses on fixed price contractsaslen if necessary, in the period in which
the loss becomes probable and can be reasonaiohatsd. We review assumptions regarding the wodesgary to complete projects on a
quarterly basis. If we determine that it is necessarevise our estimates of the work requireddmplete a contract, the total amount of
revenue recognized over the life of the contraaildmot be affected. However, to the extent the aesumptions regarding the total amount
of work necessary to complete a project were leas the original assumptions, the contract feedavoe recognized sooner than originally
expected. Conversely, if the new estimated totadarhof work necessary to complete a project wagdo than the original assumptions, the
contract fees would be recognized over a longeoger

RDRAM LicensesRDRAM licenses provide for the payment of licefeses, engineering fees and royalties. Generatignse and
engineering fees are recognized ratably over thiegheuring which the post-contract customer supjsoexpected to be provided,
independent of the payment schedules under theamdnPost-contract customer support periods aakiated on a case by case basis.
RDRAM licenses generally allow a semiconductor niacturer to use our RDRAM memory interface andeiteive engineering
implementation services and customer support. Wieelldo a new RDRAM licensee an implementationkzaye, which contains the
information needed to develop a chip incorporatngRDRAM memory interface into the licensee’s @e& An implementation package
includes a specification, generalized circuit laydatabase software for the particular versiorhefdhip which the licensee intends to deve
test parameter software and, for memory chipsra icoerface specification. Test parameters argtbgrams that test the RDRAM interface
embedded in the customer’s product. Some licerts@as contracted to have us provide the specifilneleging implementation services
required to optimize the generalized circuit layfmutthe licensee’s manufacturing process. The RDRiéenses also provide for the right to
receive ongoing customer support, which includebrigal advice on chip specifications, enhancemelsisugging and testing.

Other than the licenses using percentage-of-coimplete recognize revenue on our other interfazenies in accordance with the
AICPA Statement of Position, or SOP 97-2, SOP @8wd SOP 98-9, “Software Revenue Recognition.” TI®3E's apply to all entities that
earn revenue on products containing software, wh@itevare is not incidental to the product as alehGontract fees for the products and
services provided under these agreements are caedpf license fees and engineering service femsrart fees are bundled together as the
total price of the agreement does not vary astresinclusion or exclusion of services and vensipecific objective evidence, or VSOE, for
the undelivered element has not been establishazbrdingly, the revenues from such contracts azegrized ratably over the period during
which the post-contract customer support is exjgettidoe provided independent of the payment sclesduider the contract, including
milestones. At the time we begin to
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recognize revenue under an interface license gmaining obligations are no longer significant. §deemaining obligations are primarily to
keep the product updated and include activitiet siscresponding to inquiries and periodic custameetings. Part of these contract fees may
be due upon the achievement of certain milestaes) as provision of certain deliverables by ugroduction of chips by the licensee. The
remaining fees are due on pre-determined dategahdle significant up-front fees. We review asstions regarding the post-contract
customer support periods on a regular basis. Ifl@ermine that it is necessary to revise our estisnaf the support periods, the total amount
of revenue recognized over the life of the contvaatild not be affected. However, if the new estedgberiods were shorter than the original
assumptions, the contract fees would be recogmiathly over a shorter period. Conversely, if teevrestimated periods were longer than
original assumptions, the contract fees would lbeggized ratably over a longer period.

Litigation

As of December 31, 2004, we are involved in cer@gal proceedings, as discussed in Note 13 titlé@ation and Asserted Claims”
of our Consolidated Financial Statements. Basea gpasultation with the outside counsel handlingarfense in these matters and an
analysis of potential results, we have not accargdamounts for potential losses related to theseegdings. Because of uncertainties rel
to both the amount and range of loss on the periiggtion, management is unable to make a redderestimate of the liability that could
result from an unfavorable outcome. As addition&dimation becomes available, we will assess thential liability related to our pending
litigation. We will record accruals for losses ifctawhen we determine the negative outcome of suattens to be probable and reasonably
estimable. Our estimates regarding such losses cliffér from actual results. Revisions in our exttes of the potential liability could
materially impact our results of operations, finahposition, and cash flows. We recognize litigatexpenses in the period in which the
litigation services were provided.

Marketable Securitie:

We classify all of our marketable securities aslatte-for-sale. We carry these investments at fair valuesdas quoted market price
and unrealized gains and losses are included imaglated other comprehensive income, net of taxkish is reflected as a separate
component of stockholders’ equity. Realized gaims lasses are recorded in our consolidated statesfi@perations. If we believe that an
other-than-temporary decline exists, it is our @ptio record a write-down to reduce the investmémfair value and record the related charge
as a reduction of interest income.

Income Taxes

As part of preparing our consolidated financiatestgents, we are required to calculate the incomexpense or benefit which relates to
the pretax income or loss for the period. In additwe are required to assess the realizationeofatk asset or liability to be included on the
consolidated balance sheet as of the reportingdate

This process requires us to calculate various iteaiading permanent and temporary differences betwthe financial accounting and
tax treatment of certain income and expense itéifferences between federal and state tax treatofehese items, the amount of taxable
income reported to various states, foreign taxestax credits. The differing treatment of certaamis for tax and accounting purposes results
in deferred tax assets and liabilities, which alded on our consolidated balance sheet.

At December 31, 2004, our balance sheet includedeferred tax assets of approximately $88.9 nmlli@lating primarily to the
difference between tax and book treatment of démiiea and amortization, employee stock related pemsation expenses and deferred
revenue, net operating loss carryovers and tavitsrétle have established a partial valuation alloveaagainst our deferred tax assets due to
the uncertainty surrounding the realization of @i@rassets. The valuation allowance as of DeceBibe2004 of approximately $1.2 million
relates primarily to the tax benefit of the emplewtock related compensation expense.
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The valuation allowance is based on our estimdtésxable income by jurisdictions in which we ogerand the period over which our
deferred tax assets will be recoverable. In thenetrat actual results differ from the estimatesveradjust the estimates in future periods, an
additional valuation allowance may have to be réedr which could materially impact our financiakfimn and results of operation.

Recent Accounting Pronouncements

See Note 2 under “Summary of Significant Accounftaiicies” of the Notes to Consolidated Financi@t&ments for a full description
of recent accounting pronouncements including ¢spective expected dates of adoption.

ltem 7A. Quantitative and Qualitative Disclosures About Market Risk

The primary objective of our investment activitisgo preserve principal while at the same time imé&ing yields without significantly
increasing risk. To achieve this objective, we rt@mour portfolio of cash equivalents, short-teand long-term investments in a variety of
securities, including government and corporategaiions and money market funds. Short term and ferrg marketable securities are
generally classified as available for sale and equently are recorded on the balance sheet atdhie with unrealized gains or losses
reported as a separate component of accumulated @imprehensive income (loss), net of estimated ta

Investments in fixed-rate interest-earning instrotaearry varying degrees of interest rate riske fir market value of our fixed-rate
securities may be adversely impacted due to arrisderest rates. In general, securities with Emgaturities are subject to greater interest-
rate risk than those with shorter maturities. Dupart to this factor, our investment income mdldlaort of expectations or we may suffer
losses in principal if securities are sold thatéhdeclined in market value due to changes in isteses.

The table below summarizes the book value, fawealinrealized loses and related weighted averdgeest rates for our marketable
securities portfolio as of December 31, 2004 ar@B2M thousands, except percentages).

Twelve Months Ended December 31, 2004

Unrealized Average Rate o
Book Value Gain/ Return
Fair Value (Loss) (annualized)

Marketable securitiet

United States government debt securi $109,50¢ $110,47. $ (966 2.09%
Corporate notes and bon 69,57¢ 70,29° (71¢) 2.32%
Municipal notes and bont 8,96¢ 8,97( (5) 2.05%

Total marketable securitit $188,05( $189,73¢ $ (1,689

Twelve Months Ended December 31, 2003

Unrealized Average Rate o
Book Value Gain/ Return
Fair Value (Loss) (annualized)

Marketable securitie:

United States government debt securi $116,59( $116,53( $ 60 1.84%
Corporate notes and bon 25,877 25,83¢ 41 2.32%
Municipal notes and bont 4,06¢ 4,06( 6 1.67%

Total marketable securitit $146,53: $146,42¢ $ 107
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Item 8. Financial Statements and Supplementary &ia
See Item 15 of this Form 10-K for required finahsiatements and supplementary data.

Item 9. Changes in and Disagreements with Accotants on Accounting and Financial Disclosure
None.

Iltem 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participatiomof management, including our CEO and Chief Fiisrafficer (CFO), we
conducted an evaluation of our disclosure contmat$ procedures, as such term is defined under Ralel5(e) promulgated under the
Securities Exchange Act of 1934, as amended (tichdhge Act). Based on this evaluation, our CEOGR@ concluded that our disclosure
controls and procedures were effective as of tlieogithe period covered by this annual report.

Management’s Report on Internal Control Over Finarad Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting (as defined in Rule
13a45(f) under the Securities Exchange Act of 1934raended). Our management, including our CEO arfd, €6nducted an evaluation
the effectiveness of our internal control over fioi@l reporting as of December 31, 2004. In makingevaluation, we used the framework
forth by the Committee of Sponsoring Organizatiohthe Treadway Commission (COSO)limternal Control—Integrated Framework

Based on our evaluation, under the framework s#t foy COSO innternal Control—Integrated Frameworle concluded that, as of
December 31, 2004, our internal control over finaneporting is effective. Our assessment of tifieciveness of our internal control over
financial reporting as of December 31, 2004 has lzerlited by PricewaterhouseCoopers LLP, an indé#pdnegistered public accounting
firm, as stated in their report which is includeatdin.

Our management, including our CEO and CFO, ackmibyddhat because of its inherent limitations, ma¢control over financial
reporting may not prevent or detect misstatemexit®, projections of any evaluation of effectivesés future periods are subject to the risk
that controls may become inadequate because ofjeban conditions, or that the degree of compliamitie the policies or procedures may
deteriorate.

Changes in Internal Control Over Financial Reportm

There were no changes in our internal controls &mancial reporting during the quarter ended Delsen81, 2004 that have materially
affected, or are reasonably likely to materiallfeaf our internal controls over financial reporting
Item 9B. Other Information

None.
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PART IlI

Certain information required by Part Il is omitt&dm this Report on Form 10-K since we intendil® éur definitive Proxy Statement
for our next Annual Meeting of Stockholders, purdi@a Regulation 14A of the Securities Exchange #2934, as amended (the “Proxy
Statement”), no later than March 18, 2005, andageihformation to be included in the Proxy Statatris incorporated herein by reference.

Iltem 10. Directors and Executive Officers of thd&Registrant

The information required by this item concerning diectors is incorporated by reference to therimfation set forth in the section
titted “Election of Directors” in our Proxy Statemte Information required by this item concerning executive officers is incorporated by
reference to the information set forth in the seteéntitled “Executive Officers of the Company”dar Proxy Statement. Information
regarding Section 16 reporting compliance is inocafed by reference to the information set fortthim section entitled “Section 16(a)
Beneficial Ownership Reporting Compliance” in ouo¥®/ Statement.

Our Board of Directors adopted a Code of Businessddct and Ethics for all of our directors, offis@nd employees on January 14,
2004. Stockholders may request a free copy of aae®f Business Conduct and Ethics from:

Rambus Inc.

Attention: Investor Relations
4440 El Camino Real

Los Altos, CA 94022

Tel: 650-947-5050

To date, there have been no waivers under our 6bBasiness Conduct and Ethics. We will post anywess, if and when granted, of
our Code of Business Conduct and Ethics on our ileelshttp://www.rambus.com/inv/.
ltem 11. Executive Compensation

The information required by this item regarding@xé/e compensation is incorporated by referendbeanformation set forth in the
sections titled “Executive Compensation” in our:Br&tatement.
ltem 12. SecuritfOwnership of Certain Beneficial Owners and Managema and Related Stockholder Matters

The information required by this item regardingwséyg ownership of certain beneficial owners anchagement is incorporated by
reference to the information set forth in the gettitled “Security Ownership of Certain Benefic@vners and Management” and “Equity
Compensation Plans” in our Proxy Statement.
Item 13. Certain Relationships and Related Traresctions

The information required by this item regardingtagr relationships and related transactions isrip@@ted by reference to the
information set forth in the section titled “CertdRelationships and Related Transactions” in ook Statement.
Item 14. Principal Accountant Fees and Services

The information required by this item regardinghpipal auditor fees and services is incorporateteligrence to the information set
forth in the section titled “Principal Accountargés and Services” in our Proxy Statement.
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PART IV

Iltem 15. Exhibits and Financial Statement Schedes
(a)(2) Financial Statements

The following consolidated financial statementshaf Registrant and Report of PricewaterhouseCodpd?s Independent Registered
Public Accounting Firm, are included herewith:

Page
Report of PricewaterhouseCoopers LLP, Independegistered Public Accounting Fir 44
Consolidated Balance Sheets as of December 31, &00)200: 46

Consolidated Statements of Operations for the tevelenths ended December 31, 2004 (audited), 2Q@Bt¢d), and 2002
(unaudited), three months ended December 31, 208#itéd) and 2001 (unaudited) and twelve monthse@i&eptember 30, 2002
(audited) 47
Consolidated Statements of Stockholders’ Equity @adhprehensive Income for the twelve months endeckbber 31, 2004
(audited), 2003 (audited), and 2002 (unauditedgettmonths ended December 31, 2002 (audited) &bt @daudited) and twelve
months ended September 30, 2002 (aud 48
Consolidated Statements of Cash Flows for the tvetonths ended December 31, 2004 (audited), 2Q@Bt¢a) and 2002
(unaudited), three months ended December 31, 20@afitéd) and 2001 (unaudited) and twelve monthe@i&eptember 30, 2002

(audited) 49
Notes To Consolidated Financial Stateme 50
Consolidated Supplementary Financial C 80

(a)(2) Financial Statement Schedules

Financial statement schedules have been omittealisedhe required information is not present opnesent in amounts sufficient to
require submission of the schedule or becausenthemation is included in the consolidated finahsiatements or notes thereto.

(a)(3) Exhibits
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and
Stockholders of Rambus Inc.:

We have completed an integrated audit of RambusIBecember 31, 2004 consolidated financial stat@sand of its internal control
over financial reporting as of December 31, 2004 andits of its December 31, 2003, December 312 20@ September 30, 2002
consolidated financial statements in accordanchke thi¢ standards of the Public Company Accountingr€ight Board (United States). Our
opinions, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the consolidated financial statetadisted in the index appearing under item 15{g)¢&sent fairly, in all material
respects, the financial position of Rambus Inc. isdubsidiaries at December 31, 2004 and 20@Bttanresults of their operations and their
cash flows for each of the two years in the peanded December 31, 2004 , for the three month gheroled December 31, 2002 and for the
year ended September 30, 2002 in conformity wittoanting principles generally accepted in the UhB¢ates of America. These financ
statements are the responsibility of the Companyanagement. Our responsibility is to expresspaman on these financial statements be
on our audits. We conducted our audits of thederstants in accordance with the standards of thé&dQbmpany Accounting Oversight
Board (United States). Those standards requirentbgilan and perform the audit to obtain reasonabdeirance about whether the financial
statements are free of material misstatement. Alit afifinancial statements includes examiningadest basis, evidence supporting the
amounts and disclosures in the financial statemeasgessing the accounting principles used andfisamt estimates made by management,
and evaluating the overall financial statementgmégtion. We believe that our audits provide ageable basis for our opinion.

As discussed in Note 2 to the consolidated findrst&ements, effective October 1, 2002, the Compaanged its method of
accounting for goodwill upon the adoption of Stageinof Financial Accounting Standards No. 142, “@eitl and Other Intangible Assets.”

Internal control over financial reportin

Also, in our opinion, management’s assessmentydted in Management’s Report on Internal ControltQaieancial Reporting
appearing under Item 9A, that the Company mainthé&féective internal control over financial repadias of December 31, 2004 based on
criteria established imternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidriie Treadway
Commission (COSO0), is fairly stated, in all materéspects, based on those criteria. Furthermoreyi opinion, the Company maintained, in
all material respects, effective internal contreéofinancial reporting as of December 31, 2004¢glleon criteria establishedlimernal
Control—Integrated Framewoiiksued by COSO. The Company’s management is reigp@iner maintaining effective internal control ave
financial reporting and for its assessment of fifiecéveness of internal control over financial ogfing. Our responsibility is to express
opinions on management’s assessment and on thatiedfeess of the Company’s internal control oveaficial reporting based on our audit.
We conducted our audit of internal control ovegfinial reporting in accordance with the standafdeePublic Company Accounting
Oversight Board (United States). Those standagisinethat we plan and perform the audit to obtaasonable assurance about whether
effective internal control over financial reportingis maintained in all material respects. An aaflinternal control over financial reporting
includes obtaining an understanding of internati@over financial reporting, evaluating managetiseassessment, testing and evaluating
the design and operating effectiveness of intezoatrol, and performing such other procedures asamsider necessary in the circumstan
We believe that our audit provides a reasonablestf@sour opinions.

A company’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in

44



Table of Contents

accordance with generally accepted accounting ipfeez A company’s internal control over finandgi@porting includes those policies and
procedures that (i) pertain to the maintenanceadnds that, in reasonable detail, accurately aimly freflect the transactions and dispositions
of the assets of the company; (ii) provide reastmassurance that transactions are recorded assaggeo permit preparation of financial
statements in accordance with generally accepteauating principles, and that receipts and expenelit of the company are being made

in accordance with authorizations of managementdinedtors of the company; and (iii) provide reasue assurance regarding prevention or
timely detection of unauthorized acquisition, usedglisposition of the company’s assets that coalkla material effect on the financial
statements.

Because of its inherent limitations, internal coht@iver financial reporting may not prevent or detaisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

PricewaterhouseCoopers LLP
San Jose, California
February 16, 2005
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RAMBUS INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)
(audited)

ASSETS
Current asset:
Cash and cash equivalel
Marketable securitie
Accounts receivabl
Prepaid and deferred tax
Prepaids and other current as:

Total current asse
Property and equipment, r
Marketable securities, lo-term
Restricted investmen
Deferred taxes, lor-term
Purchased intangible ass
Other asset

Total asset

LIABILITIES
Current liabilities:
Accounts payabl
Income taxes payab
Accrued salaries and benel
Other accrued liabilitie
Deferred revenu

Total current liabilities
Deferred revenue, less current port

Total liabilities

Commitments and contingencies (Notes 6, 7 anc

STOCKHOLDERS' EQUITY
Convertible preferred stock, $.001 par val
Authorized: 5,000,000 shares;
Issued and outstanding: no shares at Decembe0B84,&hd December 31, 20
Common Stock, $.001 par valt
Authorized: 500,000,000 shares;
Issued and outstanding: 102,971,000 shares at Deredth, 2004 and 99,154,444 shares at December
31, 2003
Additional paic-in capital
Accumulated defici
Accumulated other comprehensive gain (Ic

Total stockholder equity

Total liabilities and stockholde’ equity

See Notes to Consolidated Financial Statements.
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December 31,

2004

$ 48,31(
89,48:
1,43¢
13,86:
4,09¢

157,18
17,57¢
98,56

5,067
75,29¢
21,76¢

1,26¢

376,72:

6,88(
20C
3,901
6,451
19,27:

36,71¢
4,552

41,26°

102
341,08

(4,84%)

(87¢)

335,45

376,72

2003

$ 42,00¢
24,77,
10,26:
12,89(
5,652

95,58
10,96¢
121,75¢
4,57¢
43,557
13,18¢
3,461

293,08¢

2,77¢
53
4,36¢
3,60¢
24,18(

34,98¢
18,02

53,00¢

99

278,18

(38,407
201

240,08(

293,08t
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RAMBUS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Twelve
Months
Ended
Twelve Months Ended Three Months Ended September 3¢
December 31, December 31,
2004 2003 2002 2002 2001 2002
(audited) (audited) (unaudited) (audited) (unaudited) (audited)
Revenues
Contract revenue $2474. $1561¢ $ 585. $ 137¢ $ 308 $ 7,551
Royalties 120,13 102,58! 91,55: 24,32t 21,78( 89,00¢
Total revenue 144,87 118,20: 97,40 25,704 24,86¢ 96,56¢
Costs and expense
Cost of contract revenuu 20,24¢ 15,95! 7,042 1,59t 2,15¢ 7,60¢
Research and developmt 32,627 30,38( 23,70« 6,51¢ 5,12( 22,30¢
Marketing, general and administrati 52,48¢ 44,58: 35,96: 10,75¢ 10,02 35,23:
Total costs and expens 105,35 90,91 66,70¢ 18,86 17,30z 65,14
Operating incom: 39,51% 27,29( 30,697 6,837 7,562 31,42:
Interest and other income, r 8,36¢ 6,851 5,941 1,29 1,937 6,58¢
Income before income tax 47,88t 34,14 36,63¢ 8,131 9,49¢ 38,00¢
Provision for income taxe 14,32¢ 10,92¢ 12,57¢ 2,60z 3,32t 13,30:
Net income $ 33,55¢ $ 23,22: $24,05¢ $ 552¢ $ 6,17¢ $ 24,70«
Net income per shar
Basic $ 03z $ 022 $ 022 $ 00 $ 00 $ 0.2t
Diluted $ 03C $ 022 $ 022 $ o006 $ 006 $ 0.24

Number of shares used in per share calculat

Basic 101,93: 97,65 98,58( 97,43¢ 100,33t 99,36¢
Diluted 110,05( 106,54 101,02¢ 100,20¢ 104,01t 102,10(

See Notes to Consolidated Financial Statements.
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RAMBUS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME

Balances, September 30, 2001

Components of comprehensive income:
Net income
Foreign currency translation Adjustments
Unrealized gain on marketable Securities

Total comprehensive incon

Issuance of Common Stock upon exercise of optioets,
Issuance of Common Stock under Employee Stock RsecRlar

Repurchase and Retirement of Common Stock undeurRlepse Plan

Amortization and reversal of Deferred Compensation
Tax cost of stock option Exercis

Balances, September 30, 2002

Components of comprehensive income:
Net income
Foreign currency translation Adjustments
Unrealized gain on marketable Securities

Total comprehensive income

Issuance of Common Stock upon exercise of optioets,
Issuance of Common Stock under Employee Stock RsecRlar
Tax cost of stock option Exercises

Balances, December 31, 2002

Components of comprehensive incor
Net income
Foreign currency translation Adjustments
Unrealized loss on marketable Securities, neto

Total comprehensive income

Issuance of Common Stock upon exercise of optioei
Issuance of Common Stock under Employee Stock RsecRlan

Repurchase and Retirement of Common Stock undeurRlepse Plan

Tax benefit of stock option Exercis

Balances, December 31, 2003

Components of comprehensive incor
Net income
Foreign currency translation Adjustments
Unrealized loss on marketable Securities, netf ta

Total comprehensive income

Issuance of Common Stock upon exercise of optioei
Issuance of Common Stock under Employee Stock RsecRlan

Repurchase and Retirement of Common Stock undeurRlepse Plan

Amortization and reversal of Deferred Compensation
Tax benefit of stock option Exercis

Balances, December 31, 2004

See Notes to Consolidated Financial Statements.

(audited)

Common Stock

Accumulated

Deferred

Additional Stock- Other

Based Accum- Compre-

Amount Paid-In Compen- ulated hensive

Shares Capital sation Deficit Gain (Loss) Total

100,28¢ $ 10C $ 282,91: $ (461) $(91,86) $ 66  $191,35
— — — — 24,70« — 24,70«
— — — — — (25) (25)
— — — —_ — 17% 17t
24,85¢
564 1 1,51¢ — — — 1,517
32E — 2,00¢ — — — 2,00¢
(3,90€) 4) (23,92¢) — — — (23,93()
— — (66%) 461 — — (202)
— — (110) — — — (110)
97,271  $ 97 $ 261,73« $ —  $(67,15) $ 81€  $195,49:
— — — — 5,52¢ — 5,52¢
— — — — — 33 33
— — — — — 21€ 21¢
5,78(
65 — 274 — — — 274
20€ — 97¢ — — — 97¢
— — (14¢) — — — (14¢)
97,54:  $ 97 $ 262,83¢ $ —  $(61,62) $ 1,06¢  $202,37
— — — — 23,22 — 23,22:
— — — — — 112 112
— — — — — (980) (980)
22,35
3,37¢ 4 23,11¢ — — — 23,12:
48E — 2,81¢ — — — 2,81¢
(2,25)) 2 (29,82) — — — (29,829
— — 19,23¢ — — — 19,23¢
99,15¢  $ 99 $ 278,18 % —  $(38,407) $ 201 $240,08(
— — — — 33,55¢ — 33,55¢
— — — — — 48 48
_ _ _ _ — 1,127 (1,127
32,48(
4,61¢ 4 41,52¢ — — — 41,53:
543 1 3,55¢ — — — 3,55¢
(1,34%) 1) (21,657) — — — (21,657
— — 39,46 — — — 39,46
102,97 $ 102 $ 341,08 $ — $(4849 $ (87€) $335,45
I I L] I I I I
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net cashkigeal by
operating activities
Tax benefit of stock option exercises
Depreciation
Amortization of intangible asse
Increase (decrease) in valuation allowance refated
investments
Gain on sale of investme
Amortization of deferred compensation
Amortization of goodwill
Change in operating assets and liabilities:
Accounts receivabl
Prepaids, deferred taxes and other assets
Accounts and taxes payable, accrued salaries and
benefits and other accrued liabiliti
Increases in deferred revenue
Decreases in deferred revenue

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property and equipm
Purchase of intangible assets
Purchases of marketable securities
Maturities of marketable securiti
Decrease (increase) in restricted investments
Proceeds from sale of investment
Purchase of investme

Net cash used in investing activities

Cash flows from financing activitie
Net proceeds from issuance of Common Stock
Repurchase of Common Stock

Net cash provided by (used in) financing activi
Effect of exchange rates on cash and cash equigalen

Net increase in cash and cash equival
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of pe

Non-cash investment and financing activities
Intellectual property rights received on dispositaf investmen

Supplemental disclosure of cash flow informati
Taxes paid

See Notes to Consolidated Financial Statements.

(in thousands)

Twelve Months Ended

December 31,

Three Months Ended
December 31,

Twelve

Months

Ended
September 3C

2004 2003 2002 2002 2001 2002

(audited) (audited) (unaudited) (audited) (unaudited) (audited)
$ 33,55¢ $ 23,22 $  24,05¢ $ 5,52¢ $ 6,174 $ 24,70«
39,46 19,23¢ 77C (148) (1,02¢) (110)
5,64¢ 5,61¢ 5,03¢ 1,30¢ 1,27( 5,004
2,501 29 — — — —
— 1,776 1,991 — — 1,991
(3,59¢) — (2,027) — — (2,022
— — (230) — 70 (160)
— — 21¢ — 67 28¢
8,82¢ (9,187) (805) (768) 2,092 2,05¢
30,957 (18,58¢) 8,942 1,41t 2,97¢ 10,50:
6,64( 41€ 3,27¢ (94) (908 2,461
14,11¢ 37,86( 17,62¢ 14,10( 1,917 5,44¢
(32,49Y) (33,419 (13,599 (3,329 (6,64¢) (16,91%)
43,70 23,41« 45,27. 18,01: 5,982 33,24
(12,259 (4,20¢) (2,227) (402) (599 (2,419
(11,089 (13,219 — — — _
(119,45¢) (383,76 (293,46 (105,13) (125,437 (313,769
76,81% 383,43: 264,24 92,85( 105,63¢ 277,02t
(491) 7,41( 23 59C 1,59¢ 1,02¢
5,59¢ 4,457 2,581 — — 2,581
— (400) — — — —
(60,880() (6,287%) (28,847) (12,099 (18,809 (35,557)
45,08 25,94( 3,20¢ 1,25¢ 1,56¢ 3,562¢
(21,657) (29,829 (20,54)) — (3,389 (23,930
23,43¢ (3,889 (17,339 1,25¢ (1,82)) (20,407
48 111 95 33 (87) (25)
6,30t 13,34¢ (809) 7,20z (14,730 (22,747
42,008 28,65¢ 29,46¢ 21,45¢ 44,19t 44,19
$ 48,31( $ 42,00¢ $  28,65¢ $ 28,65¢ $  29,46¢ $ 21,45¢
— $ 50C — — — —
2,49¢ 1 — — — 3,10¢
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Formation and Business of the Company

Rambus Inc. and subsidiaries (the “Company” or “Rasi) create a broad range chip interface techiedapat improve the time-to-
market, performance, and cost-effectiveness afuistomers’ semiconductor and system products. Témaéons are used in a broad range of
computing, consumer electronics and communicati@pdications, which can be grouped into two magiegories: memory interfaces and
logic interfaces. Rambus memory interface prodposide an interface between memory chips and lolgips. Rambus logic interface
products provide an interface between two logipshRambus was incorporated in California in Mar®B0 and reincorporated in Delaware
in March 1997.

2. Summary of Significant Accounting Policies
Financial Statement Presentation

The accompanying consolidated financial statemientade the accounts of Rambus and its wholly owsdasidiaries, Rambus K.K.,
located in Tokyo, Japan and Rambus Deutschland Grolckited in Hamburg, Germany, and Rambus, lodat&orge Town, Grand
Caymans, BWI. All intercompany accounts and tratisas have been eliminated in the accompanyingaafeted financial statements.
Identifiable assets and revenues of the subsigiarie not significant. Investments with less th@®2wnership by Rambus and in which
Rambus does not exert significant influence ar@acied for using the cost method.

On April 10, 2003, the Board of Directors of Ramiveted to change the fiscal year end of Rambus Beptember 30 to December 31,
effective January 1, 2003. As a result, finandiatesnents included in this report show resultsparations for the twelve months ended
December 31, 2004 (audited), 2003 (audited), a®? Z0naudited), the three months ended Decembe&(®P, (audited), the three months
ended December 31, 2001 (unaudited) and the twebreghs ended September 30, 2002 (audited).

Use of Estimates

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosuir@atingent assets and liabilities at the date
of the financial statements and the reported ansoointevenues and expenses during the reportingdoekctual results could differ from
those estimates.

Revenue Recognition

Rambus’s revenues consist of royalty revenues anttact revenues generated from the following fixges of agreements with
semiconductor and systems companies: (1) SDRANMDEDE-compatible licenses, which are licenses thaecthe use of its patents and
other intellectual property in SDRAM and DDR memahjps and controllers which control such memonya(patent cross-license with Intel
(3) XDR and FlexIO licenses, which are licensesctups fully compatible with Rambus’s XDR and Fl@xinterfaces, (4) RaSé&tlicenses,
which are licenses for Rambus’s RaSer interfacelitensees integrate into their logic semicondrgstand (5) RDRAM licenses, which are
licenses for chips fully compatible with Rambus®RAM memory interface. Rambus does not recognizeraot revenues in excess of cash
received if collectibility is not probable. The @ss of contract fees billed over revenue recogrizetlown on the balance sheet as deferred
revenue.

Rambus recognizes royalty revenues upon notifindiipits licensees if collectibility is probableh& terms of the royalty agreements
generally require licensees to give Rambus notificaand to pay Rambus royalties within 60 daythefend of the quarter during which the
sales occur. Rambus engages accounting firms
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independent of its independent registered publoaating firm to perform, on its behalf, periodiedits of some of its licensee’s reports of
royalties to Rambus and any adjustment resultiognfsuch royalty audits is recorded in the pericthsadjustment is determined.

SDRAM-compatible and DDR-compatible licensE®RAM-compatible and DDR-compatible licenses gelheprovide for the
payment of fees, which include compensation forafSRambus’s patents from the time it notifies likensee of potential infringement.
Accordingly, these fees are classified as royatyenues, which are recognized ratably over theraoiperiod, which is typically five years.
The current contracts will begin to expire in Magg@0D5.

Intel cross-license In September 2001, Rambus entered into a crosade agreement with Intel that granted Intelenbe to Rambus’
patent portfolio. Rambus recognizes revenue framdirangement on a quarterly basis as amountsii®edoe and payable. The agreement
terminates in September 2006 and after that dégewill have a paid-up license for the use ofddithe patents that Rambus owns claiming
priority prior to September 30, 2006 and for whiRéambus owns applications as of that date. The fiaginent on this agreement is expected
to occur in the second quarter of 2006.

XDR and FlexIO licensesXDR and FlexIO interface licenses currently pdevfor the payment of license fees and enginedees, as
well as royalties. Generally, Rambus recognizesnbe and engineering fees on XDR and FlexIO licensing the percentage-of-completion
method of accounting in accordance with the Americestitute of Certified Public Accountants, or A&, Statement of Position 81-1,
“Accounting for Performance of Construction-Typeala@ertain Production-Type Contracts.” Rambus deitegmprogress-to-completion
using input measures based on labor-hours incutr@dovision for estimated losses on fixed pricatcacts is made, if necessary, in the
period in which the loss becomes probable and eare&sonably estimated. Rambus reviews assumpégasding the work necessary to
complete projects on a quarterly basis. If Ramhaisrdhines that it is necessary to revise its eséisnaf the work required to complete a
contract, the total amount of revenue recognizeat the life of the contract would not be affectedldwever, to the extent the new assumpt
regarding the total amount of work necessary topdeta a project were less than the original assiomptthe contract fees would be
recognized sooner than originally expected. Corehgr#f the new estimated total amount of work resegy to complete a project was longer
than the original assumptions, the contract feasldvbe recognized over a longer period. Part cd¢hé¢DR and FlexIO license contract fees
may be due upon the achievement of certain milestasuch as provision of certain deliverables byliRa or production of chips by the
licensee. The remaining fees are due on pre-datedrdates and generally include significant upiffeas.

RaSer licensesRaSer interface licenses provide for the payroéfitense fees, engineering fees and royaltiese@dly, license and
engineering fees are recognized ratably over thiegeuring which the post-contract customer supperiods are expected to be provided,
independent of the payment schedules under theadnPost-contract customer support is evaluateal case by case basis. Revenue on one
contract is being recognized using the percentd&gempletion method of accounting. Rambus deterspregress-t@ompletion using inpt
measures based on labor hours incurred. A provfsioastimated losses on fixed price contractsasle) if necessary, in the period in which
the loss becomes probable and can be reasonaihatei. Rambus reviews assumptions regarding thk meressary to complete projects
on a quarterly basis. If Rambus determines thatriecessary to revise its estimates of the wagkired to complete a contract, the total
amount of revenue recognized over the life of thietact would not be affected. However, to the eixtee new assumptions regarding the
total amount of work necessary to complete a ptajece less than the original assumptions, theraohfees would be recognized sooner
than originally expected. Conversely, if the netineated total amount of work necessary to compdgbeoject was longer than the original
assumptions, the contract fees would be recogrizeda longer period.
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RDRAM LicensesRDRAM licenses provide for the payment of licefeses, engineering fees and royalties. Generatignse and
engineering fees are recognized ratably over thegéeuring which the post-contract customer supjsoexpected to be provided,
independent of the payment schedules under theamdnPost-contract customer support periods aaiated on a case by case basis.
RDRAM licenses generally allow a semiconductor nfaciurer to use Rambus’s RDRAM memory interface tanekceive engineering
implementation services and customer support. Rardblivers to a new RDRAM licensee an implementagiackage, which contains the
information needed to develop a chip incorporatisd)RkDRAM memory interface into the licensee’s @es. An implementation package
includes a specification, generalized circuit laydatabase software for the particular versiornefdhip which the licensee intends to deve
test parameter software and, for memory chipsra icoerface specification. Test parameters argtbgrams that test the RDRAM interface
embedded in the customgproduct. Some licensees have contracted to han#&s provide the specific engineering implemeuniasiervice
required to optimize the generalized circuit layfmrtthe licensee’s manufacturing process. The RDRi&enses also provide for the right to
receive ongoing customer support, which includebri&al advice on chip specifications, enhancemeigisugging and testing.

Other than the licenses using percentage-of-coimpledRambus recognizes revenue on its other irderiaenses in accordance with the
AICPA Statement of Position, or SOP 97-2, SOP @ SOP 98-9, “Software Revenue Recognition.” TI®3E's apply to all entities that
earn revenue on products containing software, wheftevare is not incidental to the product as alehGontract fees for the products and
services provided under these agreements are cgedf license fees and engineering service femstrért fees are bundled together as the
total price of the agreement does not vary aswtresinclusion or exclusion of services and vensipecific objective evidence, or VSOE, for
the undelivered element has not been establishexbrdingly, the revenues from such contracts aregeized ratably over the period during
which the post-contract customer support is expkittdoe provided independent of the payment sclesduider the contract, including
milestones. At the time Rambus begins to recogmzenue under an interface license, the remaintitigations are no longer significant.
These remaining obligations are primarily to keep product updated and include activities suctegganding to inquiries and periodic
customer meetings. Part of these contract feesbmalue upon the achievement of certain milestanes) as provision of certain deliverak
by Rambus or production of chips by the licensde flemaining fees are due on pre-determined datemalude significant up-front fees.
Rambus reviews assumptions regarding the paistract customer support periods on a regulasbHdRambus determines that it is neces
to revise its estimates of the support periodstdte amount of revenue recognized over the lifthe contract would not be affected.
However, if the new estimated periods were shaht@n the original assumptions, the contract feesldvbe recognized ratably over a shorter
period. Conversely, if the new estimated periodeevienger than the original assumptions, the cehfees would be recognized ratably over
a longer period.

Allowance for Doubtful AccountRambus’s allowance for doubtful accounts is deteemhiusing a combination of factors to ensure that
Rambus’s trade and financing receivables balarmeesa overstated due to uncollectibility. The Camyp performs ongoing customer credit
evaluation within the context of the industry inielnit operates, does not require collateral, aaéhtains allowances for potential credit
losses on customer accounts when deemed neceAsgrgcific allowance of doubtful account of up @% of the invoice value will be
provided for any problematic customer balancesingakent account balances are written-off after rganzent has determined that the
likelihood of collection is not possible. For attqiods presented, Rambus reported a balance of i#allowance for doubtful accounts.

Research and Development

Costs incurred in research and development, whiclude engineering expenses, such as salarieskatdd benefits, depreciation,
professional services and overhead expenses rétathd general development of
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Rambus’s products, are expensed as incurred. Sefalevelopment costs are capitalized beginning vehgroduct’s technological feasibility
has been established and ending when a produciiisiale for general release to customers. Rambssibt capitalized any software
development costs since the period between ediaigisechnological feasibility is relatively shamd as such, these costs have not been
significant.

Income Taxes

Income taxes are accounted for using an asseiabitity approach, which requires the recognitidrdeferred tax assets and liabilities
for expected future tax events that have been rézed differently in Rambus’s consolidated finahsiatements and tax returns. The
measurement of current and deferred tax assetiadnilities are based on provision of the enactedlaw and the effects of future changes in
tax laws and rates. A valuation allowance is eighbt when necessary to reduce deferred tax desmtsounts expected to be realized.

Computation of Net Income Per Share

Net income per share is calculated in accordantte Fimancial Accounting Standards Board Statementl28, “Earnings Per
Share” (SFAS 128), which requires the presentaifdrasic and diluted earnings per share. Basiamgsrper share is calculated using the
weighted average number of common shares outstuaddiring the period. Diluted earnings per shaealsulated using the weighted aver:
number of common stock and common stock equivalé@mdgutive, outstanding during the period.

Stock-Based Compensation

Rambus accounts for stock-based awards to employéag the intrinsic value method in accordancéd wWitcounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Hoyges.” Stock options are generally granted witkreise prices equivalent to fair
market value, and no compensation cost is recodnizen stock options are granted with exerciseegrbelow fair market value, employee
stock-related compensation expense is recognizeat@iogly. Rambus complies with the disclosure wions as required under Statement of
Financial Accounting Standards No. 123, or SFAS, 128counting for Stock-Based Compensation.”
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If Rambus had recognized compensation expense basedthe fair value of stock option awards, inalgdshares issued under the
Rambus employee stock purchase plan (collectivalga “options”), at the grant date consistent with methodology prescribed under
SFAS 123, Rambus’s net income (loss) and net inqéwss) per share would have changed to the proad@mounts indicated below:

Twelve Months Endec

Twelve Months Ended Three Months Ended
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002
(audited) (audited) (unaudited) (audited) (unaudited) (audited)
Net Income, as reporte $ 33,55¢ $ 23,22 $ 24,05¢ $ 5,52¢ $ 6,17/ $ 24,70

Add: Stock-based employee

compensation expense (credit)

included in reported net earnings, net

of tax — — (150 — 46 (103
Deduct: Stock-based employee

compensation expense determined

under the fair value method, net of | (34,05) (28,027 (36,050) (8,52)) (9,319 (36,439
Pro forma net income (los $ (492 $ (4,80€) $(12,14) $ (2,99 $ (3,099 $ (11,839

Basic income (loss) per she

As reportec $ 03¢ $ 0.24 $ 0.2¢ $ 0.0€ $ 0.0¢ $ 0.2t

Pro forma $ (0.00 $ (0.0%) $ (0.12 $ (0.09) $ (0.09 $ (0.12)
Diluted income (loss) per sha

As reportec $ 0.3C $ 0.2z $ 024 $ 0.0¢ $ 0.0€ $ 0.24

Pro forma $ (0.00 $ (0.0%) $ (0.19 $ (0.09) $ (0.09 $ (0.12)
Number of shares used in per sh

calculations

Basic 101,93: 97,65 98,58( 97,43¢ 100,33¢ 99,36¢

Diluted (1) 110,05( 106,54 101,02¢ 100,20¢ 104,01¢ 102,10(

Note 1:  If the pro forma disclosures result in a net Idks,diluted shares used in the pro forma per steloeilations for diluted pro forma
loss per share is the same as the basic shareg) tsi actual diluted shares would be-dilutive.

The effects of applying SFAS 123 on the pro forrsaldsures for the twelve months ended Decembe2@®14, 2003 and 2002 are not
likely to be representative of the effects on mnorfa disclosures in future periods.
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The fair value of the options is estimated as efghant date using the Black-Scholes option-priomoglel assuming a dividend yield of
0% and the following additional weighted-averagsuasptions:

Stock Option Plans

Twelve Months Ended Three Months Ended Twelve Months Endec
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002
(audited) (audited) (unaudited) (audited) (unaudited) (audited)
Expected stock price volatilit 102% 100% 91% 86% 94% 94%
Risk-free interest rat 3.4% 3.1% 3.9% 3.9% 3.8% 3.8%
Expected life of option 5.7 year 5.7 year 6.0 year: 5.9 year 5.7 year: 5.9 years
Weighted-average fair value of stock options
granted $15.71 $16.15 $4.71 $6.14 $6.23 $4.38
Employee Stock Purchase Plan
Twelve Months Ended Three Months Ended Twelve Months Endec
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002
(audited) (audited) (unaudited) (audited) (unaudited) (audited)
Expected stock price volatilil 102% 103% 98% 99% 99% 97%
Risk-free interest rat 3.2% 2.8% 2.8% 2.9% 3.0% 3.1%
Expected life of option 0.5 year 0.5 year 0.5 year: 0.5 year 0.5 year: 0.5 years
Weighted-average fair value of purchase
rights granted under the purchase | $8.51 $5.12 $2.97 $2.81 $4.68 $3.85

The Black-Scholes option valuation model was degyadofor use in estimating the fair value of tradptlons which have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofrfiygsubjective assumptions, including the
expected stock price volatility. Because Rambupt®as have characteristics significantly differ&oim those of traded options, and because
changes in the subjective input assumptions carrmaly affect the fair value estimate, in the dpmof management, the existing models do
not necessarily provide a reliable single meastitheofair value of its options.

Cash and Cash Equivalents
Cash equivalents are highly liquid investments witiginal or remaining maturities of three monthdess at the date of purchase. The
Company maintains its cash balances with high tyufitiancial institutions and has not experiencey material losses.
Marketable Securities

Available-for-sale securities are carried at failue, based on quoted market prices, with the linegbgains or losses reported, net of
tax, in stockholders’ equity as part of accumulaitter comprehensive gain/(loss). The amortizetl @odebt securities is adjusted for
amortization of premiums and accretion of discototsaturity, both of which are included in interggome. Realized gains and losses are
recorded on the specific identification method arelincluded in interest and other income.

The amounts reported for cash equivalents, marketsuurities, account receivables, accounts payaid other accrued liabilities are
considered to approximate fair values based uporpeoable market information
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available at the respective balance sheet datesldiion, Rambus has restricted investments dilgate obligations and litigation rulings.

Property and Equipment

Property and equipment are stated at cost and def@ée on a straight-line basis over estimatedulisiges of three to five years.
Leasehold improvements are amortized on a stréiighbasis over the shorter of their estimateduldiafes or the terms of the leases. Upon
disposal, assets and related accumulated depoecet removed from the accounts and the relatiedogdoss is included in results from
operations.

Goodwill and Other Intangible Assets

In accordance with SFAS No. 142, goodwill amorimatwas discontinued as of October 1, 2002. SFASIMQ@ prescribes a two-phase
process for impairment testing of goodwill. Thesfiphase screens for impairment; while the sectiade (if necessary), measures the
impairment. Rambus completed its first phase inmpant analysis as of December 31, 2004 and fouridstance of impairment of its
recorded goodwill of $0.6 million at December 3@02; accordingly, the second testing phase, atfisent indicators of impairment, was 1
necessary.

In accordance with SFAS No. 142, the effect of #tasounting change is reflected prospectively. S&ipental comparative disclosure
as if goodwill had not been amortized is as folldimsthousands, except per share amounts):

Twelve Months Endec

Twelve Months Ended Three Months Ended
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002
(audited) (audited) (unaudited) (audited) (unaudited) (audited)

Reported Net Incom $ 33,55¢ $23,22. $2405 $ 552¢ $ 6,17« $ 24,70«
Add back: Goodwill amortization, net of tax — — 132 — 44 17¢€
Adjusted Net Incom $ 33,55¢ $2322: $2419. $ 552¢ $ 6,21¢ $ 24,88(
Basic income per sha

Reported income per she $ 03z $ 022 $ 024 $ 006 $ 0.0 % 0.2t

Goodwill amortizatior — — 0.01 — — —

Basic adjusted net income per sh $ 03 $ 022 $ 028 $ 006 $ 0.0 $ 0.2t

Diluted income per shai
Reported income per she $ 03C $ 022 $ 024 $ 006 $ 0.06 $ 0.24
Goodwill amortizatior — — — — — —

Diluted adjusted net income per sh $ 03C $ 022 $ 024 $ 006 $ 0.0 % 0.24

Number of shares used in per share calculat
Basic 101,93: 97,65 98,58( 97,43¢ 100,33t 99,36¢

Diluted 110,05( 106,54« 101,02¢ 100,20¢ 104,01¢ 102,10(
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On December 24, 2003, Rambus completed the adquisit certain high speed signaling assets fromovielr $13 million in cash. As
result of this acquisition, Rambus recorded puretiastangible assets of $13.2 million, includingnisaction costs. The valuation and useful
lives of the acquired intangible assets were alethased on estimates which considered a numiactofs including valuations. These
intangible assets are being amortized over théimated useful lives of ten years. Amortization exge of purchased intangible assets was
$1.3 million and $29,000 for the twelve months ehBecember 31, 2004 and 2003, respectively.

On July 15, 2004, Rambus completed the acquistfarertain serial link intellectual property froma@ence for $11.0 million in cash.
As a result of this acquisition, Rambus acquirgeliectual property to be incorporated into RambugaSer product line of serial link cells.
As a result of the acquisition, Rambus reported Bidillion in purchased intangible assets, inclgdiransaction costs. The valuation and
useful lives of the acquired intangible assets vedloeated based on estimated fair values at theisition date. Management estimates were
used to determine the useful lives of the asséis.ificome approach, which includes an analysisetash flows and risks associated with
achieving such cash flows, was the primary techaigfilized in valuing the acquired patented tecbgy! Key assumptions included
estimates of revenue growth, cost of revenues atipgrexpenses and taxes. The discount rates nskd valuation of intangible assets
reflected the level of risk associated with thetipafar technology and the current return on inwesit requirements of the market. These
assets will amortize over their useful lives ofrftaiseven years. Amortization expense of theselyased intangible assets was $1.2 million
twelve months ended December 31, 2004.

Impairment of Long-Lived Assets

Rambus evaluates the recoverability of Idivgd assets with finite lives in accordance witat8ment of Financial Accounting Stands
No. 144,“Accounting for the Impairment of Long-Lived Ass&ter SFAS 144. Finite-lived intangible assets laeéng amortized on a straight-
line basis over their estimated useful lives ofyears. SFAS 144 requires recognition of impairnténong-lived assets whenever events or
changes in circumstances indicate that the carmahge amount of an asset may not be recoveralblénfairment charge is recognized in
the event the net book value of such assets extieedsture undiscounted cash flows attributablstich assets. A significant impairment of
finite-lived intangible assets could have a matexitverse effect on Rambus’s financial position eexiilts of operations.

Investments in non-consolidated companies

Rambus makes investments in early stage privatganies and private equity funds for business amadegfic purposes. These
investments are accounted for under the cost mettsoRambus does not have the ability to exeragéfisant influence over these
companies’ operations. Rambus periodically moniitsrénvestments for impairment and will recorduetions in carrying values if and when
necessary. The evaluation process is based omiafam that it requests from these privately-halchpanies. This information is not subject
to the same disclosure regulations as U.S. publicpanies, and as such, the basis for these evaigasi subject to the timing and the
accuracy of the data received from these compaAgpart of this evaluation process, a review aheeompany’s cash position, recent
financing activities, financing needs, earningséraye outlook, operational performance, managemen#iship changes, and competition is
performed. If Rambus determines that the carrymlges of an investment is at an amount above fdireyar if a company has completed a
financing with new third-party investors based orahiation significantly lower than the carryingwa of Rambus’s investment and the
decline is other than temporary, an investmentisscorded in Rambus’s consolidated statemeapefations. In calculating the loss to be
recorded, Rambus takes into account the latesatiaiuof each of the portfolio companies basedememt sales of equity securities to outside
third party investors.

57



Table of Contents

RAMBUS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

In the twelve months ended December 31, 2004, Rarsbld its investment in Tessera for a pre-tax gaii.6 million, which is
included in “Interest and Other Income” on the aditkted statement of operations.

Foreign Currency Translation

The functional currency for Rambus’s foreign operatn Japan is the Japanese yen. The translatiomthe Japanese yen to U.S.
dollars is performed for balance sheet accountggusirrent exchange rates in effect at the balaheet date and for revenue and expense
accounts using the weighted average exchangeustegdhe period. Adjustments resulting from suetmslation are included in stockholders’
equity and comprehensive gain (loss). Gains oesssulting from foreign currency transactionsiaciided in the results of operations.

Segments

As defined by Statement of Financial Accountingn8trds No. 131, “Disclosures about Segments ofrdarprise and Related
Information,”the Company operates in one reportable segment nsie measurement of profitability for its busmé@ambus earns reven
outside the United States, which are describedate M1. All long-lived assets are maintained inlméted States.

Comprehensive Income

Comprehensive income is defined as the changeuityenf a business enterprise during a period ftansactions and other events and
circumstances from non-owner sources, includingiépr currency translation adjustments and unrediiens and losses on marketable
securities. Other comprehensive income is presenttte statement of stockholders’ equity and cahpnsive income.

Litigation
As of December 31, 2004, we are involved in cer@gal proceedings. Based upon consultation wighotlitside counsel handling our
defense in these matters and an analysis of pateesults, we have not accrued any amounts fampial losses related to these proceedings.
Because of uncertainties related to both the amanchrange of loss on the pending litigation, managnt is unable to make a reasonable
estimate of the liability that could result from anfavorable outcome. As additional information drees available, we will assess the
potential liability related to our pending litigati. We will record accruals for losses if and whendetermine the negative outcome of such
matters to be probable and reasonably estimableeSQumates regarding such losses could differ factoal results. Revisions in our

estimates of the potential liability could matdgiampact our results of operations, financial piasi, and cash flows. The company recogn
litigation expenses in the period in which theglitiion services are provided.

Recent Accounting Pronouncements

In March 2004, the EITF reached a consensus omgniion and measurement guidance previously disclaader EITF 03-01. The
consensus clarifies the meaning of other than teanpampairment and its application to investmeiéssified as either available for sale or
held to maturity under SFAS 115, “Accounting forr@ae Investments in Debt and Equity Securitiesid snvestments accounted for under
the cost method or the equity method. The recagnéind measurement guidance for which the consevssiseached is to be applied to o
than temporary impairment evaluations. In Septerab@d, the Financial Accounting Standards Board3BAissued a final FASB staff
position, FSP EITF Issue 03-01-1, that delays ffextve date for the measurement and recognitisidance of EITF 031. We are current
evaluating the impact of adopting EITF 03-01
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In September 2004, the EITF reached a consensks$Ténissue No. 04-8, The Effect of Contingently @eriible Debt on Diluted
Earnings per Share. In accordance with EITF IssueOM-8, potential shares issuable under contigennvertible securities with a market
price trigger should be accounted for the same agagther convertible securities and included indiheed earnings per share computation,
regardless of whether the market price triggertdesn met. Potential shares should be calculated tis¢ if-converted method or the net
share settlement method. EITF Issue No. 04-8 ectffe for periods ending after December 15, 20@haould be applied by retrospectively
restating previously reported diluted earningsghearre. Rambus has considered this EITF Issue N8.iB4elation to its subsequent event
regarding the issuance of $300 million aggregaiteciral amount of zero coupon senior convertibleesaue February 1, 2010 and conclt
that the adoption of EITF Issue No. 04-8 did natehan impact on its financial statements for thelt months ended December 31, 2004.
Under EITF Issue No. 04-8, convertible notes walibcluded in the diluted earnings per share coatjmut, unless these shares are deemed ftc
be anti-dilutive effective February 1, 2005.

In December 2004, FASB issued Statement of FinhAcieounting Standards (SFAS) No. 123 (Revised 208Khare-Based Payment.
The new pronouncement replaces the existing regeinés under SFAS No. 123 and APB 25. AccordingRASNo. 123(R), all forms of
share-based payments to employees, including em@lstpck options and employee stock purchase plandd be treated the same as any
other form of compensation by recognizing the ezlatost in the statement of operations. This prooement eliminates the ability to acco
for stock-based compensation transactions using W8B5 and generally would require that such tatisns be accounted for using a fair-
value based method. For public companies, FASRIbmined that SFAS No. 123(R) is effective fomets and stock options granted,
modified or settled in cash in interim or annuaiigés beginning after June 15, 2005. SFAS No. 12B(Rvides transition alternatives for
public companies to restate prior interim periodprior years. Rambus is in the process of evalgatie impact of this standard on its
financial statements.

3. Business Risks and Credit Concentration

Rambus operates in the intensely competitive semiector industry, which has been characterizedrlwe grosion, rapid technological
change, short product life cycles, cyclical magatterns, litigation regarding patent and othegliattual property rights, and heightened
foreign and domestic competition. Significant tealogical changes in the industry could adverselgcifoperating results.

Rambus markets and sells its interfaces to a ndese of customers and generally does not reqoileeral. For the twelve months
ended December 31, 2004, revenue from Intel, Taeskibd Elpida, each accounted for greater thandf08ar total revenues. In contrast, for
the twelve months ended December 31, 2003, revieanelntel, Toshiba and Samsung each accountegréater than 10% of total revenu
Rambus expects that it may continue to experieigeefisant revenue concentration for the foreseedblure.

As of December 31, 2004 and 2003, Rambus’s casltasttdequivalents were deposited with principdihgé¢ financial institutions in
the form of commercial paper, money market accquamd demand deposits. Rambus’s exposure to ndgkdbr changes in interest rates
relates primarily to its investment portfolio. Ramstplaces its investments with high credit issa@id, by policy, attempts to limit the amount
of credit exposure to any one issuer. As statdglimbus’s policy, it will ensure the safety and preation of Rambus’s invested funds by
limiting default risk and market risk. Rambus hasmvestments denominated in foreign country curieshand therefore is not subject to
foreign exchange risk.

Rambus mitigates default risk by investing in higedit quality securities and by positioning itstialio to respond appropriately to a
significant reduction in a credit rating of any @ment issuer or guarantor. The portfolio incluolely marketable securities with active
secondary or resale markets to ensure portfoliadity.
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4. Marketable Securities

Rambus invests its excess cash primarily in U.8egonent agency and treasury notes; commerciak papgorate notes and bonds;
and municipal notes and bonds that mature withjpas.

All marketable securities are classified as avé#gldbr-sale and are summarized as follows (in thods):

Twelve months ended
December 31, 2004

Unrealized
Book
Fair Value Value (Loss)
Marketable securitie
United States government debt securi $109,50¢ $110,47: $ (96€)
Corporate notes and bon 69,57¢ 70,29] (71¢)
Municipal notes and bont 8,96¢ 8,97( (5)
Total marketable securitit $188,05( $189,73¢ $ (1,689
Twelve months ended
December 31, 2003
Unrealized
Book
Fair Value Value Gain
Marketable securitie —_— —_— —_—
United States government debt securi $116,59( $116,53( $ 60
Corporate notes and bon 25,877 25,83¢ 41
Municipal notes and bont 4,06¢ 4,06( 6
Total marketable securitit $146,53: $146,42¢ $ 107

The estimated fair value of short and long-ternesiments classified by date of contractual matatitpecember 31, 2004 and 2003 are
as follows (in thousands):

Twelve months ended
December 31,

2004 2003
Contractual maturity

Due within one yea $ 89,48 $ 24,77
Due after one year through three ye 98,56 121,75¢

$188,05( $146,53!

The estimated fair value of investments in thegaliiove includes an unrealized loss of $0.4 mifi@rthose investments due within
one year and an unrealized loss of $1.3 milliortliose investments due after one year through ffeaes as of December 31, 2004. In
contrast, the estimated fair value of investmemthe table above includes an unrealized gain dofthose investments due within one year
and an unrealized gain of $0.1 million for thoseestments due after one year through three years@scember 31, 2003.
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5. Property and Equipment, Net
Property and equipment, net is comprised of thieviehg (in thousands):

December 31,

2004 2003
Computer equipmer $ 14,89¢ $11,92¢
Computer softwar 14,80¢ 8,35¢
Furniture and fixture 5,307 4,87¢
Leasehold improvemen 9,41°t 8,38¢
44,42¢ 33,54¢

Less accumulated depreciation and amortize (26,84%) (22,587)
$17,57¢ $ 10,96¢

6. Commitments and Contingencies
Contractual Obligations

Rambus leases its present office facilities in Atiss, California, under an operating lease agragri@ough December 31, 2010. As
part of this lease transaction, Rambus providegttarl of credit restricting $600,000 of its casltalateral for certain of obligations under the
lease. The cash is restricted as to withdrawalisnthnaged by a third party subject to certaintAtions under our investment policy. Ram
signed a lease for a new facility in Chapel Hiliaiigh November 15, 2009, where its North Carolimpleyees relocated in June 2004.
Rambus also signed a new lease for its new desigteicin Bangalore, India through November 30, 2009

As of December 31, 2004, Rambus’s material netraohial obligations are (in thousands):

Payments due by period

Less thar More than
Total 1 year 1-3 years 3-5 years 5years

Contractual Obligation:
Operating Lease $33,29: $ 6,15¢ $11,18¢ $10,53( $ 5,427
Total $33,29: $6,15: $11,18¢ $10,53( $ 5,422

Rent expense was approximately $5.1 million fortthelve months ended December 31, 2004 (auditedipdry million for each of the
twelve months ended December 31, 2003 (auditedp@fd (unaudited).

Indemnifications

Rambus enters into standard license agreemertis iortinary course of business. Although Rambus doeindemnify most of its
customers, there are times when an indemnificasi@necessary means of doing business. Indentidfisacover customers for losses
suffered or incurred by them as a result of angmattopyright, or other intellectual property inffement claim by any third party with
respect to Rambus’s products. The maximum amouimideimnification Rambus could be required to makeéen these agreements is
generally limited to fees received by Rambus. Rasrdatimates the fair value of its indemnificatidnigation as insignificant, based upon its
history of litigation concerning product and pataritingement claims. Accordingly, Rambus has madilities recorded for indemnification
under these agreements as of December 31, 20®D8r 2
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Warranties

Rambus offers some of its customers a warrantyithatoducts will conform to their functional sjifezations. To date, there have been
no payments or material costs incurred relatedilfdling these warranty obligations. Accordinglgambus has no liabilities recorded for
these warranties as of December 31, 2004 or 2083blRs assesses the need for a warranty accruajuarterly basis and there can be no
guarantee that a warranty accrual will not becoseeasary in the future.

7. Stockholders’ Equity
Preferred and Common Stock

In February 1997, Rambus established a Stockh&dgts Plan pursuant to which each holder of RamBasnmon Stock shall recer
a right to purchase one-thousandth of a shareé<SE Preferred Stock for $125 per right, subje@ number of conditions. Such rights are
subject to adjustment in the event of a takeoveoatmencement of a tender offer not approved byterd of Directors. In July 2000, the
Rambus Board of Directors agreed to restate thecseeprice to $600 per right in an Amended andded Preferred Shares Rights
Agreement. In November 2002, the Rambus Board wfdiors agreed to restate the exercise price tp86@ght in an Amended and
Restated Preferred Shares Rights Agreement.

Stock Option Plans

In March 1990, Rambus adopted the 1990 Stock Rideruwhich 10,628,572 shares of Common Stock weserved for issuance.
Incentive stock options were granted with exerpisees of no less than fair market value, and natified stock options could be granted
with exercise prices of no less than 85% of therfarket value of the Common Stock on the grare,det determined by the Board of
Directors. The options generally vest over a fpear period but may be exercised immediately stabgeepurchase by the Company for t
options that are not vested. As of December 314 20@ 2003, there were no shares held by empldliaesiere subject to repurchase.

In May 1997, the 1990 Stock Plan was terminatedthead 997 Stock Plan was adopted. The 1997 Stauk&lthorizes the issuance of
incentive stock options and nonstatutory stockanstito employees and nonstatutory stock optiodliréators, employees or paid consultants
of the Company. The Plan provides for an annuakise equal to the lesser of (i) the number ofe&haeeded to restore the maximum
aggregate number of Shares which may be optionéd@d under the Plan to 4,000,000 Shares, (ii) peucent (4%) of the outstanding
Shares on such date, or (iii) a lesser amountmé@ted by the Board of Directors. Rambus has rese?8e458,945 shares of Common Stock
for issuance under the Plan. The plan expires ¢éansyafter adoption, and the Board of Directora committee designated by the Board of
Directors has the authority to determine to whorioms will be granted, the number of shares, thating period and the exercise price
(which generally cannot be less than 100% of tirenfarket value at the date of grant for incensteck options). The options are exercisable
at times and in increments as specified by the @o&Directors, and expire not more than ten y&ars date of grant. In October 1999, the
1997 Stock Plan was revised to add the provisiahadility of Rambus to grant Common Stock Equivedewhich are unfunded and
unsecured rights to receive shares in the future.

In October 1999, Rambus adopted the 1999 Nonstst8tock Option Plan, which authorizes the issuafagnstatutory options to
employees and consultants. Rambus has reserve@0]@d08 shares of Common Stock for issuance unédPidm. The plan expires ten years
after adoption, and the Board of Directors or a wittee designated by the Board of Directors hastithority to determine to whom options
will be granted, the number
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of shares, the vesting period, the expiration daid,the exercise price (which generally is therfarket value at the date of grant).

Distribution and Dilutive Effect of Options

The following table illustrates the grant dilutiand exercise dilution for the twelve months endeddénber 31, 2004 and 2003 (in
thousands, except percentages):

Twelve Months Ended

December 31,
2003
2004
Shares of common stock outstand 102,97: 99,15¢
Granted 3,15¢ 4,65¢
Cancelec (1,215 (1,55%)
Net options grante 1,93¢ 3,09¢
Grant dilution (1) 1.9% 3.1%
Exercisec 4,61¢ 3,37¢
Exercise dilution (2 4.5% 3.4%

Note 1: The percentage for grant dilution is computed basedptions granted less options canceled as a@m@ge of total outstanding
shares of common stoc

Note 2: The percentage for exercise dilution is computesean options exercised as a percentage of taistamding shares of common
stock.

The following table summarizes the options grantetihe named executive officers. The named exeeutificers are Rambus’s Chief
Executive Officer and the four other most highlydpexecutive officers whose salary and bonus weextess of $100,000.

Twelve Months Ended
December 31,

2004 2003
Options granted to the named executive offi 560,00( 760,00(
Options granted to the named executive officers #sof total options grante 18% 16.4%
Options granted to the named executive officer® #sof net options grante 29% 24.1%
Options granted to the named executive officers #sof outstanding shar 0.5% 0.8%
Cumulative options held by named executive offi@es % of total options outstandi 33% 30.8%

The following table presents the option exercigegtie twelve months ended December 31, 2004 @djdéind option values as of that
date for the named executive officers:

Intrinsic Values of

Number of Securities Unexercised, In-the-Money

Underlying Unexercised Options

Nusrﬂgzsof at December 31, 2004 Options at December 31, 2004

Acquired Value

on Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
Named executive officel 1,033,22' $ 23,286,51 4,538,24. 3,752,42. $ 46,150,94 $ 28,626,67

(1) Market value of the underlying securities bagedhe closing price of the Rambus Common Stockecember 31, 2004 (the last
trading day of the fourth quarter of 2004) on theestliaq National Market of $23.00 per share minugxegcise price per shal
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A summary of activity under all stock option plasss follows:

Outstanding as of September 30, 2!

Shares reserve

Options terminated under 1990 P

Options grante:

Options exercise
Options cancele

Outstanding as of September 30, 2!

Shares reserve
Options grante:

Options exercise
Options cancele

Outstanding as of December 31, 2(

Options grante:

Options exercise
Options cancele

Outstanding as of December 31, 2(

Shares reserve
Options grante:

Options exercise
Options cancele

Outstanding as of December 31, 2(

Options Outstanding

Weighted

Average
Available for Exercise Price

Number of

Shares Per Share
3,306,96! 26,146,03 $ 14.11
3,854,93. — _
(52,500 — —
(3,624,001 3,624,00i $ 5.65
— (564,14)  $ 2.6€
2,442,60:. (2,442,60) $ 15.1¢
5,928,00: 26,763,28 $ 13.11
2,311,70! — $ —
(1,654,801 1,654,80! $ 8.3z
— (64,64) $  4.3€
429,96¢ (429,960  $  13.0¢
7,014,87. 27,923,46 $ 12.8¢
(4,655,501 4,655,50 $  20.4¢
— (3,377,88)  $ 6.84
1,557,28! (1,557,28i) $ 13.72
3,916,65! 27,643,80 $ 14.8(
3,653,141 — _
(3,153,80) 3,153,801 $ 1981
— (461891) $  8.97
1,214,60: (1,214,60) $ 20.3¢
5,630,60:! 24,964,08 $ 16.2¢

The following table summarizes information aboutstending and exercisable options as of Decemhe2(Bl4:

Range of Exercise Prices

$ 0.25-% 4.85
$ 4.86-% 4.86
$ 4.87-$ 9.07
$ 9.08-$14.83
$14.84- $15.66
$15.67-$15.78
$15.79- $24.04
$24.05- $25.16
$25.17- $37.66
$37.67- $83.00

$ 0.25-$83.00

Options Outstanding

Number
Outstanding

2,957,58:
3,974,44
2,589,80
2,904,561
1,920,96.
2,908,86!
2,164,56:
2,281,501
2,067,64
1,194,14

24,964,08

Weighted Average

Remaining
Contractual Life

5.71
6.64
7.4
4,51
8.2¢
4.8C
8.9t
8.9¢
6.7¢
5.8C

6.65
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Weighted Average

$

Exercise Price

3.2¢

4.8¢€

8.1¢
13.1¢
15.2¢
15.67
19.3¢
25.1¢
34.11
61.0¢

16.2¢

Options Exercisable

Number
Exercisable

1,221,12.
2,213,21
1,012,21.
2,442 54.
450,87
2,908,86!
427,87

0

967,44«
324,54!

11,968,69

Weighted Average
Exercise Price

$

3.01
4.8¢€
8.2¢
13.4(
15.32
15.61
17.1¢
0.0C
36.0¢
70.9¢

14.4¢
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As of December 31, 2004, a total of 30,594,692ehaf Common Stock were reserved for issuance wibstiock option plans. As of
December 31, 2004 and 2003, options for the puecbf$1,968,699 and 11,866,481 shares, respectivele exercisable without being
subject to repurchase by the Company.

Employee Stock Purchase Plan

In May 1997, Rambus adopted the 1997 Employee SRockhase Plan (the “Purchase Plan”). At Decembg2@04, 1,056,871 shares
of Common Stock were available for issuance unteiPurchase Plan. The Purchase Plan provides fmraral increase equal to the less:
(i) the number of Shares needed to restore thermariaggregate number of Shares which may be optiané sold under the Purchase Plan
to 1,600,000 Shares, (ii) one (1%) of the outstagm@hares on such date, or (iii) a lesser amouetméed by the Board of Directors. The
Purchase Plan authorizes the granting of stockhasec rights to eligible employees during two-ydéerang periods with exercise dates
approximately every six months. Shares are purchéseugh employee payroll deductions at purchaisepequal to 85% of the lesser of
fair market value of Rambus’ Common Stock at eitherfirst day of each offering period or the dat@urchase. Under the Purchase Plan,
Rambus issued 543,129 shares in the twelve monttedeDecember 31, 2004 and 485,804 shares in #leewnonths ended December 31,
2003 at an average price per share of $6.55 ai®d $espectively.

Stock-Based Compensation
Warrants

In October 1998, Rambus’s Board of Directors au#®ear an incentive program in the form of warramtsd total of up to 1,600,000
shares of Rambus Common Stock to be issued tousmR®RAM licensees. The warrants, which were isaid¢te time certain targets were
met, have an exercise price of $2.50 per sharedifiel of five years from the date of issuance. Sehearrants vest and become exercisable
only upon the achievement of certain milestonemisl relating to shipment volumes of RDRAM chipsethich could result in a non-cash
charge to the statement of operations based diaithealue of the warrants if and when the achiegetiof the Intel milestones becomes
probable. Since Intel has phased out the 850E ehithe likelihood that the unvested warrants wakt is considered remote. As of December
31, 2004, warrants exercisable for a total of 1,620 shares had been issued and 1,280,000 rentatarmding. These warrants began to
expire in February 2004 and will have expired byuday 2006. The impact of these warrants has begnded from the calculation of net
income per share.

Contingent Common Stock Equivalents and Options

As of December 31, 2004, there were 1,000,000 getit unvested Common Stock Equivalents, or CSik845,846 contingent
unvested options, which vest upon the achievemiecertain milestones by Intel relating to shipmeofumes of RDRAM chipsets. These
CSEs were granted to Rambus’s previous CEO anddergsn 1999 and the options were granted to teRambus employees in 1999 and
2001. The CSEs were granted with a term of 10 yaadsthe options were granted with an exercisemic2.50 and a term of 10 years. If
and when the achievement of the Intel milestonesine probable, there would be an almost entirelycash charge to Rambus’s statement
of operations based on the fair value of the CSiisoptions. Since Intel has phased out the 850sehithe likelihood that the unvested
CSEs and options will vest is considered remote. iftpact of these CSEs and options has been extfuaia the calculation of net income
per share.

Share Repurchase Program

In October 2001, Rambus’s Board of Directors appdoa stock repurchase program of its Common Stookipally to reduce the
dilutive effect of employee stock options. Since beginning of the program, our
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Board has authorized the purchase in open madmesdctions of up to ten million shares of outstagidiur Common Stock over an undefined
period of time. As of December 31, 2004, Rambusrkadrchased 7.5 million shares of its Common S&i@n average price per share of
$10.05. As of December 31, 2004, there remainenligstanding authorization to repurchase 2.5 milbares of outstanding its Common
Stock.

On January 27, 2005, in connection with Rambus'saéace and sale of $300 million principal amourtesb coupon senior convertible
notes due February 1, 2010, Rambus repurchased>xamately 4.1 million shares of its common stoclaatrice of $18.51 per share for a
total cost of $75 million.

8. Employee Benefit Plans

Rambus has a 401(k) Profit Sharing Plan (the “Blgnalified under Section 401(k) of the InternavBeue Code of 1986. Each eligible
employee may elect to contribute up to 60% of tih@leyees annual compensation to the Plan. The Compantlgeatiscretion of its Board
Directors, may match employee contributions toRkn. For the twelve months ended December 31, 266842003, Rambus made matching
contributions totaling $233,000 and $169,000, reSpely.
9. Income Taxes

The provision for income taxes comprises (in thodsy

Twelve Months

Twelve Months Ended Ended
December 31, September 30
2004 2003 2002 2002
(audited) (audited) (unaudited) (audited)
Foreign withholding tax
Current $ 5,24¢ $ 6,93¢ $ 5,38% $ 4,847
Federal:
Current 5,09¢ 11,21¢ — —
Deferred 791 (9,216 6,401 9,77
State:
Current 2,92t 3,10t — —
Deferred 26¢& (1,116 791 (1,319
$14,32¢ $10,92¢ $ 12,57¢ $ 13,30:

Rambus’ effective tax rate on pretax income diffeosn the U.S. federal statutory regular tax ratdadlows:

Twelve Months

Twelve Months Ended Ended
December 31, September 30,
2004 2003 2002

2002
Expense at U.S. federal statutory 1 35.(% 35.(% 35.(% 35.(%
Expense at state statutory r 8.2% 4.2% 3.2% 3.2%
R&D credit (4.9% (7.9% (4.9% (4.9%
Foreign tax credi (8.5)% 0.1% 0.4% 1.1%
29.% 32.(% 34.2% 35.(%
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The components of the net deferred tax assetssdmlaws (in thousands):

December 31,

2004 2003

Deferred tax asset
Deferred revenu $ 9,70i $16,13¢
Depreciation and amortization expel 29,73 7,83¢
Other liabilities and reservt 4,56: 3,07¢
Employee stoc-related compensation exper 1,20 1,96:
Net operating loss carryov 22,87: 65E
Tax credits 21,98¢ 27,93¢
Total deferred tax ass 90,06t 57,60:
Valuation allowanct (1,209 (1,969
Deferred tax assets, r $88,86: $55,63¢

Rambus has established a partial valuation allowageainst its deferred tax assets due to the @ncgrsurrounding the realization of
certain tax assets. The valuation allowance aseakeber 31, 2004 of approximately $1.2 million tedgprimarily to the tax benefit of the
employee stock related compensation expense. Marageeriodically evaluates the recoverabilityled teferred tax assets and recognizes
the tax benefit only as reassessment demonsttagsate realizable. At such time it is determirteat tt is more likely than not that the
deferred tax assets are realizable, the valuatiowance is adjusted. This assessment is basedopecpons of future taxable income whict
impacted in future periods by income before taxebsstiock option exercises. The actual taxable irg@tock option exercises in the future
and other factors that determine how much beneaifihBus ultimately realizes from the deferred taxefiecould vary materially from its
estimates. Certain tax credit carryforwards repbote the income tax returns Rambus files are roaroed as assets on the consolidated
balance sheet until management believes they edlice future income tax.

In the event that actual results differ from theéneates or Rambus adjusts in future periods thienagts upon which the valuation
allowanced has been determined, an additional tiatuallowance may have to be recorded, which cowdderially impact Rambus’s
financial position and results of operation.

As of December 31, 2004, Rambus has federal atal rs¢h operating loss carryforwards of $57.8 milland $46.0 million, respective
which expire through 2024. As of December 31, 2B&mbus has federal and state research and expéaiioe tax credit carryforwards of
$12.6 million and $9.9 million, respectively. Ranstainet operating loss and tax credit carryforwardy e subject to an annual limitatior
the case of a greater than 50% change in stockreWipeas defined by federal and state law.

67



Table of Contents

RAMBUS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

10. Net Income Per Share
Net income per share is calculated as followsh@usands, except per share data):

Twelve Months

Twelve Months Ended Three Months Ended Ended
December 31, December 31, September 30
2004 2003 2002 2002 2001 2002
(audited) (audited) (unaudited) (audited) (unaudited) (audited)
Numerator:
Net income $ 33,55¢ $ 2322, $24,05¢ $ 552¢ $ 6,17/ $ 24,70«
Denominator
Weighted average shares used to compute basi 101,93: 97,65:¢ 98,58( 97,43¢ 100,33t 99,36¢
Dilutive common stock equivalen 8,061 8,84: 2,44¢ 2,77¢ 3,68( 2,731
Dilutive common stock warran 58 48 — — — —
Weighted average shares used to compute dilutec 110,05( 106,54« 101,02¢ 100,20¢ 104,01¢ 102,10(
Net income per shar
Basic $ 03 $ 022 $ 022 $ 006 $ 0.0 % 0.2t
Diluted $ 03C $ 022 $ 022 $ 006 $ 0.0 % 0.24

For the twelve months ended December 31, 2004 there approximately 6.3 million anti-dilutive shamwhich were excluded from
the calculation of diluted weighted average shatgstanding. In contrast, options to purchase 3lbbmshares of Common Stock were not
included in the computation of diluted shares fawklve months ended December 31, 2003. Thesengtixercise prices were greater than
the average market price of the common shareséopériod or the options, CSEs or warrants, wenéirngent upon the satisfaction of certain
conditions, as described in Note 7 under “Warraatgl “Contingent Common Stock Equivalents and Qystidhat had not been met as of
December 31, 2004.

Options to purchase 3,214,188 and 15,552,554, slali@ mmon Stock were not included in the companadf diluted shares for the
twelve months ended December 31, 2003 (auditedp@fd (unaudited), respectively. Options to purehss677,247 and 15,304,486 shares
of Common Stock were not included in the computetbdiluted shares for the three months ended Dbee 31, 2002 (audited) and 2001
(unaudited), respectively. Options to purchase 34420 shares of Common Stock were not includedércomputation of diluted shares for
the twelve months ended September 30, 2002 (a)dAddf these options were excluded because fit®ons’ exercise prices were greater
than the average market price of the common sliardke year.

11. Business Segments, Exports and Major Custonse
Rambus operates in a single industry segment.

The top three customers accounted for 28%, 15%1.8%@ respectively, of revenues in the year endiagdinber 31, 2004 (audited).
Three customers accounted for 34%, 18% and 12%ecésely, of revenues in the twelve months endeddinber 31, 2003 (audited). Three
customers accounted for 41%, 16% and 15%, resjgégtiof revenues in the twelve months ended Dece@be2002 (unaudited). Three
customers accounted for 39%, 17% and 15%, resjgdctiof revenues in the three months ended DeceBhe2002 (audited). Three
customers accounted for 40%, 21% and 14%, resgtiof revenues in the three months ended DeceBhet001 (unaudited). Three
customers accounted for 42%, 17% and 15%, resdgtiof revenues in the twelve months ended Septe®®, 2002 (audited). Rambus
expects that it may continue to experience sigaificevenue concentration for the foreseeabledutur
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Rambus sells its interfaces and licenses to custiméhe Far East, North America, and Europe. Aétancome for all periods
presented are derived primarily from Rambistrth American operations, which generates reveimoes the following geographic regions
thousands):

Twelve Months Endec

Twelve Months Ended Three Months Ended
December 31, December 31, September 30,
2004 2003 2002 2002 2001 2002

(audited) (audited) (unaudited) (audited) (unaudited) (audited)
Japar $ 85,38: $ 53,98t $ 30,26( $ 8,36( $ 10,15 $ 37,02¢
United State: 45,351 42,44t 43,03: 10,74« 10,81¢ 43,03!
Korea 13,807 20,26¢ 22,24¢ 6,25¢ 3,52¢ 14,61¢
Taiwan 80 761 51 — 207 25¢€
Europe 254 74z 1,81: 34z 15¢ 1,63(

$144,87: $118,20: $ 97,40¢ $25,70¢ $ 24,86¢ $ 96,56¢

Revenues are attributed to individual countrieoetiag to the countries in which the licenseesteadquartered.
Long-lived assets are primarily located in the EdiStates.

12. Acquisition of Intellectual Property
Cadence Design Systems

On July 15, 2004, Rambus completed the acquisitfarertain serial link intellectual property frona@ence Design Systems, or
Cadence, for $11.0 million in cash. As a resulthag acquisition, Rambus acquired intellectual ertypto be incorporated into Rambus’s
RaSer product line of serial link cells. In additjaf Cadence achieves certain milestones by alptermined time, Rambus has the option
not the obligation, to purchase additional seiié Intellectual property from Cadence for $5.0lril in cash, which intellectual property
would also be incorporated into Rambus’s RaSerymblihe of serial link cells. Cadence Engineer8gyvices will gain access to Rambus’s
portfolio of serial link cells to deliver customitelesign solutions as needed. Cadence will bexttleasve EDA industry reseller of Rambas’
foundry serial link cells and will exclusively selhly Rambus foundry serial link cells off-the-dhé@lhe technology is valuable for currently
available products and continues to be the basigrtmucts under development.

As a result of the acquisition, Rambus reported Bidillion in purchased intangible assets, inclgdiansaction costs. The valuation
and useful lives of the acquired intangible asaeti®e allocated based on estimated fair valueseaatquisition date. Management estimates
were used to determine the useful lives of thetas$be income approach, which includes an anabyfdise cash flows and risks associated
with achieving such cash flows, was the primarytégue utilized in valuing the acquired patentezhtelogy. Key assumptions included
estimates of revenue growth, cost of revenues atipgrexpenses and taxes. The discount rates nskd valuation of intangible assets
reflected the level of risk associated with thetipatar technology and the current return on inwesit requirements of the market. These
assets are being amortized over their useful bfdsur to seven years. Amortization expense o$¢heurchased intangible assets was $1.2
million for the twelve months ended December 32@®Rambus estimates that it will expense a tdtapproximately $9.5 million, ratably,
for each of the twelve months ending December B@52hrough 2008 and approximately $1.5 milliorthia twelve months ending Decem!
31, 2009 for amortization expenses.
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The components of purchased intangibles assetsdmlows (in thousands):

Serial Link Cells $ 7,26¢
Patent: 3,80(
Purchased intangible asse $11,06¢

Velio Communications, Inc.

On December 24, 2003, Rambus completed the adquisit certain high speed signaling assets fromovielr $13.0 million in cash. A
a result of this acquisition, Rambus recorded paseld intangible assets of $13.2 million, includirgnsaction costs. The valuation and useful
lives of the acquired intangible assets were alexthased on estimated fair values at the acapnsitate. The acquired intangible assets,
include the acquisition of certain Velio high spegghaling assets, the related Velio patent paafahd the existing Velio licensing business.
Rambus integrated these assets into its RaSer grliakel. The technology is valuable for currentiyadable products and continues to be the
basis for products under development under aniegisbntract with one important customer. The vaifithis contract, along with interviews
and managemerst'estimates were used to determine the useful di/ee assets. The income approach, which incladesnalysis of the ca
flows and risks associated with achieving such ¢asts, was the primary technique utilized in valgithe acquired patented technology. |
assumptions included estimates of revenue growst,af revenues, operating expenses and taxedi$teunt rates used in the valuation of
intangible assets reflected the level of risk aisged with the particular technology and the curreturn on investment requirements of the
market. These assets are being amortized overubeful lives of ten years. Amortization expenseufthased intangible assets was $1.3
million and $29,000 for the twelve months endedéeler 31, 2004 and 2003, respectively. There wentingent payments required as
part of this acquisition. Rambus estimates thailitexpense a total of approximately $6.6 milligatably, for each of the twelve months
ending December 31, 2005 through 2009.

The components of purchased intangible assetsédmlaws (in thousands):

Contractual relationshiy $ 7,10C
Patents 6,11
Purchased intangible ass 13,21«

13. Litigation and Asserted Claims
Infineon Litigation

On August 8, 2000, Rambus filed suit in the U.Sstiit Court for the Eastern District of Virginiar, the Virginia court, against Infine:
Technologies AG, or Infineon, and its North Americubsidiary for patent infringement of two U.Stquas. On September 25, 2000,
Infineon filed counterclaims against Rambus inltth8. case seeking a declaratory judgment thatthesserted patents are invalid and not
infringed and further claiming contributory infriement by Rambus of two Infineon U.S. patents. llitawh, Infineon also asserted breach of
contract, fraud, RICO, and monopolization claimging principally on allegations concerning Ramlsugarticipation in an industry
standards-setting group known as JEDEC (“JEDEQGee@lelaims”). The JEDEC related claims relied prilgaon the allegation that Rambus
did not disclose certain of its then-pending patemtd patent applications. The Infineon counterdasought compensatory and punitive
damages, attorneys’ fees, injunctions to halt itafringement of the Infineon patents, and an dvedira royalty-free license to the Rambus
patents. On October 20, 2000, Rambus amendedniplamt to assert infringement of two additionaSUpatents. On January 10, 2001,
Infineon amended its answer and counterclaimsdinde a
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request for a declaratory judgment that all fowseaied Rambus patents are invalid and not infrinredddition, Infineon withdrew all
contributory patent infringement claims against Rasrelating to Infineon’s U.S. patents.

Trial began in the Virginia case on April 23, 20@n May 4, 2001, the Virginia court granted Infin&motion to dismiss Rambus’s
patent infringement case and granted Rambus’s maidismiss Infineon’s breach of contract and npmti@aation claims. On May 9, 2001,
the jury returned a verdict against Rambus on riduedf claims and for Rambus on the RICO claims.jliheawarded Infineon $3.5 million in
punitive damages, which were reduced to $350,0@@uirginia law. On August 9, 2001, as a resulpost-trial motions, the Virginia court
set aside the constructive fraud verdict with respeboth SDRAM and DDR SDRAM standard settinge Hetual fraud verdict with respect
to DDR SDRAM standard setting was also set asidst-f®ial motions by Infineon resulted in the Vingi court awarding Infineon
approximately $7.1 million in attorneys’ fees. ladétion, on November 26, 2001, the Virginia cosdued a permanent injunction prohibiting
Rambus from filing additional patent infringementians against Infineon in the United States ur@etain of Rambus’s U.S. patent claims
with regard to JEDEC-compliant SDRAM and DDR SDRANIps and (subject to certain conditions) succe3g8®EC-compliant chips.
Rambus appealed rulings by the Virginia court netato infringement, including rulings on paterdioh construction, which are known as
“Markman rulings.” Rambus also appealed numeralslity rulings by the Virginia court with respetct the JEDEC related claims
concerning SDRAM standard setting. Rambus alsd file appeal with respect to the permanent injunctiting. Infineon appealed two
rulings against it: that Rambus committed no frautth respect to the JEDEC DDR SDRAM standard atad tio injunction should reach
patent enforcement actions in Europe.

On January 29, 2003, a three-judge panel of theikBued its opinion in the Infineon appeal. Onikgpr2003, the panel denied a
motion for rehearing and the entire CAFC denieatagimg en banc. In its opinion, the CAFC rever$edftaud judgment against Rambus. In
so doing it statednter alia, that the JEDEC disclosure rules suffered fromstaggering lack of defining details” and that, ny &vent,
Rambus had not, through any omission, communicatgdalse statement because none of Rambus’s @adplitations on file at the time it
was a JEDEC member read on the JEDEC SDRAM staridandbeing considered. The panel concluded thiatelon had introduced no
evidence of any actionable breach of duty by Ramblis panel also vacated the Virginia district ¢sjjudgment of non-infringement based
on what it found to be the district court’s erronsdnterpretations of Rambus’s patents, upholdimgubstantial part, the broader
interpretations that Rambus had urged. In additiased on its holding, the panel determined tretrtjunction entered against Rambus was
moot, affirmed the district court’s denial of Infian’s request to extend that injunction to foresgits against Infineon as well as the district
court ruling that no DDR fraud had occurred, vaddte attorneysfees award against Rambus and remanded the ctseVarginia court fo
retrial of Rambus’s infringement claims againsiriabn. In its opinion, the CAFC further ruled titfa¢ Virginia court may consider sanctions
against Rambus for litigation misconduct, but aflypfineon is found to be the prevailing partysach retrial. Retrial is to be based on the
CAFC'’s patent claim constructions.

On Infineon’s motion, the CAFC stayed issuanceasfriandate on April 11, 2003. This stay preventethér proceedings in the
Virginia court pending a ruling on Infineon’s péiit for writ of certiorari to the U.S. Supreme Co@n October 6, 2003, the Supreme Court
denied Infineon’s petition for certiorari, withorgcord of any dissent. Jurisdiction for the casepessed back to the trial court, which
originally set the date for the trial to begin om0, 2004.

In pre-trial proceedings for the Virginia retriidfineon raised further and/or expanded allegatmrigigation misconduct, including
allegations of document spoliation, based on cldhms Rambus’s 2000-2001 document production tméoih was inadequate. Infineon also
contends that Rambus’s 2000-2001 document produdtibnot include certain later discovered documémat Rambus later produced to
other parties, at
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least some of which would have been produced fodnh had they been discovered earlier. Infineso e¢peated an earlier charge to the
effect that Rambus had allegedly committed docurfepliation” by, among other things, implementagorporate document retention plan
when it anticipated or should have anticipateddition. The Virginia retrial date has been delag®ekral times and has most recently has
been moved back to February 22, 2005 to accommadigiional discovery on this issue of spoliatibnrulings early this month the Virgin
trial court set a new trial schedule, setting achetnial on February 21 to address Infineon’s dgseof an “unclean hands” defense, followed
by a jury trial on the patent issues, followed figltof Infineon’s 17200 and monopolization coutaims.

In two discovery rulings on May 18, 2004, the tdalrt in the Infineon case found evidence suppgttnfineon’s claims of “spoliation”
and issued two orders piercing Rambus’s attorneyvchnd work product privileges and ordering thedpiction of approximately 50
documents related in some manner to the creatidrinaplementation of the Rambus document retent@ity Underlying the May 18th
orders were rulings by the trial court that Rambad waived certain privileges relating to its doemtretention policy and that, in any event,
such privileges were vitiated as to the same gadufpcuments by the “crime/fraud” exception to pege, which the trial court concluded
could be applied under the circumstances it caedliation.” On June 21, 2004, Rambus filed atpatiwith the U.S. Court of Appeals for
the Federal Circuit seeking a writ of mandamusuverturn these orders. This petition was denied pgireel of the Court of Appeals over a
strong dissent (and with the majority stating thatissue might still be valid on appeal) on Audi&t2004. On September 27, 2004 the full
Court of Appeals denied Rambus’s request for rehgan banc. Rambus has since produced the requested docutodnfseon and has
participated in limited additional discovery by wafydepositions of current and former Rambus emgé#syand counsel. That additional
discovery was completed in mid-December 2004. adimfiled a motion for spoliation sanctions at ttirae. Rambus submitted its opposition
brief on January 14, 2005, and Infineon’s replgipected on January 2005. These May 18th ordergnéindon’s follow-on motion, which
was argued on February 4, 2005, may lead to codllatequests or orders in the private patent casdsnay lead to a partial reopening of the
record in the Federal Trade Commission, where @ §taff has recently made a motion to this effBotong other sanctions, Infineon seeks
an order terminating Rambus’s patent lawsuit anéfoumber of adverse inferences. Although Ramblis\es imposition of such sanctions
would be legally and factually without merit, suetings may have impact beyond the Infineon casadfitf other courts treat them as
persuasive or binding until and unless such rulargsoverturned on appeal. In its order dated Febr, 2005, the Virginia trial court denied
Infineon its request for a summary judgment teritimgaRambus’s patent claims based on alleged gmoliand other alleged misconduct.
However, the Court has also set a bench trial &ar&ary 21, 2005 to hear further evidence on theesasues. It is currently anticipated that
this bench trial will be followed by a patent trizfore a jury and then a trial on Infineon’s anst and 817200 issues.

In other pre-trial rulings, the district court haanfined the parties to the expert reports prewoos file and new ones necessitated by
the appellate decision or by new documents. Theictisourt permitted Infineon to take discoverjated to its litigation misconduct
allegations, and permitted Infineon to amend itsnter claims to add a new legal theory (under @Gali Business and Professions Code
§17200) to pursue, among other things, Infineohéyations against Rambus of JEDEC misconductugbgrtedly different, newly-asserted
forms of deceit, of document spoliation and ofjition misconduct. On June 30 and July 1, 2004Yttggnia court heard the partiesiotions
for summary judgment. The court denied Rambus’sanstfor summary judgment on Infineon’s monopol@atcounter-claim, relying on its
finding that there would be “manifest injusticeiffineon were held to be bound during the retdadn issue it had previously litigated and
lost in the original trial. The trial court alsorded summary judgment motions by Rambus seekingigéal of Infineon’s affirmative patent
defenses of indefiniteness, written description amablement. The court granted Rambus’s motionsuiormary judgment that spoliation and
mail/wire fraud cannot be used in this case ab#sis for one prong of Infineon’s section 17200aiméompetition counter-claim. The court
also granted
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Rambus’s motion for summary judgment on Infinegrésent defense of inequitable conduct before thenpaffice. The court denied both
parties’ motions for summary judgment regardingwhkdity and infringement of the patent claimscept as to U.S. Patent No. 5,954,804
(the “804 patent”). On July 12, 2004, the courarged Infineon’s motion for summary judgment of fioflingement of the ‘804 patent. The
court has thus limited Rambus’s infringement castiatee patent claims in two of the four patentswbith Rambus initially sued Infineon.

On July 13, 2004, the court denied Rambus’s motionsummary judgment on the fraud prong of Infinscsection 17200
counterclaim and on Infineon’s counterclaim for igjale estoppel. On July 23, 2004, the court regah significant part Rambusimotion tc
dismiss the newly asserted Infineon claim undeif@ala Business and Professions Code section 17/28Mbus believes that many of these
and other pre-trial rulings in the Infineon retrgak in error and that the issues to be triedénnifineon re-trial should be focused on the
infringement and validity of the patents in suitldhe remedies, including damages, to which Rarhestitled. On August 19, 2004,
Rambus filed a second petition seeking a writ ofidaenus from the U.S. Court of Appeals for the Fald€ircuit directing the district court
respect the appellate court’'s mandate and dismisgebn’s 17200 counterclaim, its monopolizatiometerclaim and its equitable estoppel
defense. That petition was denied on October 224 20 a manner that preserves the same issuepgeah Rambus will continue to
vigorously defend itself from whatever Infineon oterclaims are allowed to proceed to trial andigmrously pursue its remaining patent
claims.

On August 7, 2000, Rambus filed suit in the DistGourt in Mannheim, Germany, or the Mannheim coagiinst Infineon for
infringement of one of Rambus’s European patentsojiean Patent No. 0525068 (the “068 patent”),chideals with one Rambus
technology involving use of an access time regist€RAM. Infineon then challenged the validity thie ‘068 patent in the European Patent
Office, or EPO. On February 12, 2004, the EPO TieethAppeals Board issued a ruling revoking theB @&tent, which it explained in
written findings on May 13, 2004. This ruling doest address or serve to revoke any of Rambus’s aheed or pending patents. On June
18, 2004, Rambus added claims to the Infineon laviieum other Rambus patents and directed at lofire DDR products and then, with
Infineon’s consent, dismissed the revoked ‘068 mdtem the case. Further proceedings in Mannheirthe Infineon matter are currently
stayed pending a final decision with respect telated “utility model” patent.

German utility models have shorter terms than pgatéecause the term of Rambus’s utility model hlaglady expired, this German
proceeding concerned only past royalties with resfgeGerman Utility Model G 91 17 296.9 (296.9ittimodel), which was similar in sco
to the ‘068 European patent. At a hearing on JAly2004, an appellate division of the German patentt revoked the 296.9 utility model
without providing its reasoning. A written decisimsued on November 4, 2004, and Rambus is appetdis decision. Resolution of the
appeal is expected some time within approximatefgax following the written decision.

On January 13, 2005, the European Patent Officekezl’ Rambus’s European Patent EP 1 004 956, haldaighe claimed method of
operating the device “extends beyond the contetti@&arlier application as filed.” The written dgen issued on February 9, 2005. Rambus
intends to appeal this decision to an appellatelpafithe EPO. This result leaves Rambus with @neaining issued patent in Europe that we
believe reads on the same memory products. Rantbmu$as several pending applications in Europe thissued, would, we believe, read
the same memory products.

Micron Litigation

On August 28, 2000, Micron Technology, Inc., or Mig, filed suit against Rambus in the U.S. Dist@aiurt in Delaware. The suit
asserts violations of federal antitrust laws, déeeprade practices, breach of
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contract, fraud and negligent misrepresentatiacoimection with Rambus’s participation in JEDECcMn’s suit seeks a declaration of
monopolization by Rambus, compensatory and pundareages, attorneys’ fees, a declaratory judgnmentetight Rambus patents are invalid
and not infringed and the award to Micron of a toy&ree license to the Rambus patents. In Febr@a@gi, Rambus filed its answer and
counterclaims, whereby Rambus disputed Micron’srdaand asserted infringement by Micron of the elgls. patents. Both sides filed a
number of potentially dispositive motions for sunmnpdgment. On February 27, 2002, the court rdedome of these motions, denying
Micron’s motion for summary judgment on its claiofsfraud. The Delaware court also postponed tmeal of the issues in the Micron case
until after the CAFC reviewed the judgments of Yhginia court in the Infineon matter. Due to thesignation of Judge Roderick R.

McKelvie, this case was assigned to Magistrate dudynge for all pretrial proceedings, and hasesimeen assigned to Judge Kent A. Jordan
who has filled the vacancy left by Judge McKelvie.

On September 29, 2004, Rambus filed a motion téhd stay imposed by Judge McKelvie on Februar2P02 as a condition for
delaying trial on the case until after the appeatfthe Infineon trial in Virginia. This stay cumidy prevents Rambus from filing new patent
litigation against Micron throughout the world ogr@@in Rambus patents and Micron products. It egaired that the parties stay certain
other litigations in Germany, Italy, France and tthdted Kingdom. In a hearing on October 12, 20@tMicron trial date was reset to
February 21, 2006 to accommodate scheduling césiflit that same hearing the court indicated thabé#on to lift the stay will be heard on
November 30, 2004. The hearing date was later mtavétarch 9, 2005. A technical presentation todbert is also scheduled for March
2005. The Markman claim construction hearing issicied for September 9, 2005. A settlement conéerevith Magistrate Judge Thynge is
set for August 2-3 2005. Discovery is ongoing ia Belaware action. A status conference is schedate@ebruary 28, 2005.

On September 11, 2000, Rambus filed suit againstdvliin the Mannheim court, the Tribunal de Grahtance de Paris in Paris,
France, or the Paris court, the High Court of gdestChancery Division, Patents Court at the Royalr& of Justice in London, Great Britain,
or the London court, and the District Court in Mankaly, or the Monza court, for infringement oEaropean patent. Rambus’s German suit
against Micron is, like Rambus’s German suit agdimgneon, in the Mannheim court. The relevantgmatin the Micron case—the '0684:as
subject to the same EPO Technical Appeals Boartegion ruling described above with respect tonkedin, whose written opinion was
issued on May 13, 2004. On June 18, 2004, Ramisusisied the revoked patent from its infringemereagainst Micron, with its consent.
Further proceedings against Micron in Mannheimluding claims from other Rambus patents directeliron’s DDR products, are—as in
the Infineon proceedings—currently stayed pendifiga decision with respect to the utility modeltpnt. Meanwhile, the French suit
remains stayed and the British suit has been fatgfdismissed based on the same EPO TechnicaagBoards opinion. On April 8, 2004,
Micron requested that Rambus pay Micron’s coststerBritish suit. While the amount remains in dig an interim payment of £135,000,
or approximately $256,000, was awarded to Microdwly 30, 2004 for attorneys’ and court fees. Aafiaward will be determined by the
court unless the parties resolve this matter byualiagreement. Micron has submitted a draft bitadt roughly in the amount of additional
$662,000.

On May 2, 2001, the independent experts appoingatiddMonza court issued a report that confirmeduhlidity of the Rambus patent
in suit and determined that Micron’s SDRAM produictsinge the Rambus patent. On May 25, 2001, tloenaé court declined to grant
Rambus a preliminary injunction due to its conabasihat the experts had not addressed one teclisgca. Rambus appealed the Monza
court’s ruling, and on July 18, 2001, the Appeatwi€ rejected the appeal on jurisdictional groufide infringement suit against Micron in
Italy on the first European patent has been stayatdf it resumes, it will resume in the Districourt of Milan rather than in Monza.
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In December 2000, Micron filed a declaratory judginguit of non-infringement of a second Europeaempiaagainst Rambus in the
District Court of Avezzano, Italy. In response, Rars asserted infringement of the second Europemipa Milan, Italy. The actions on the
second European patent in Italy have also beeedtddurther, Rambus filed suit against Micron inr@any and Italy for infringement of a
third European patent. Both of these additionaksuave also been stayed.

Hynix Litigation

On August 29, 2000, Hyundai Electronics Indust@es, Ltd., or Hyundai, and various subsidiariesdikuit against Rambus in the U.S.
District Court for the Northern District of Califioia. Since filing suit, Hyundai has changed its adm“Hynix Semiconductor Inc.gr Hynix.
The suit asserts breach of contract in connectitim Rambus’s participation in JEDEC and seeks dadaiory judgment that eleven Rambus
patents are invalid and not infringed by Hynix.

On October 17, 2000, Hynix amended its complairititther assert violations of federal antitrust $aweceptive trade practices, breach
of contract, fraud and negligent misrepresentatiaconnection with Rambus’s participation in JEDEnix seeks a declaration of
monopolization by Rambus, compensatory and punidamages, and attorneys’ fees. On February 5, Rérhpus filed its answer and
counterclaims, whereby Rambus disputes Hynix’sytdaind asserts infringement of eleven U.S. pat@mndNovember 21, 2001, the
California court ruled that the claim constructeypplied in the Virginia case against Infineon skdag applied in the case with Hynix, and, as
a result, dismissed most of Rambus’s claims ofrgatdringement against Hynix. In doing so, theif@ahia court relied on the principles of
collateral estoppel and declined to decide whettrethe merits, the Virginia claim construction veasrectly or incorrectly decided. On
December 17, 2001, the California court stayed-eix case until the CAFC decided tRambus v. Infineoappeal. On May 10, 2002,
Hynix filed a motion to lift the stay. Hynix alsoawed to file a second amended reply to add newnadfive defenses of estoppel and waiver
to Rambus’s counterclaims of infringement. Rambysosed the motion to lift the stay, but did not agp Hynix’s motion to file the second
amended reply. Argument on this motion was heardume 14, 2002. On June 18, 2002, the court défyed’s motion to lift the stay,
granted its motion for leave to file a second aneeheply to counterclaims, and scheduled anoths tenagement conference for
September 20, 2002. At that case management conerelynix renewed its motions to lift the stay iethwere denied, except with respect
to discovery that would not be affected by the CAd&Cision in the Infineon case.

At that same conference, the court permitted Rarntdousove to amend its complaint to add new claiongphtent infringement, and
Rambus filed that motion on October 4, 2002. AHartcase management conference occurred on Nov&Rp2002 at which point the
California court considered proposed trial scheslaled fully lifted the stay. Rambus also filed av@h a motion to vacate a previous
collateral estoppel summary judgment order in teec Accordingly, Rambus’s patent infringementnetathat were subject to this earlier
ruling have been reinstated into the case. On 8dgEe3, 2004, Rambus moved to bifurcate the tndh the patent and spoliation claims
going forward first, and Hynix’s allegations of Rbus misconduct to be tried at a later date. That@panted Rambus’s motion and set the
prerial schedule on December 6, 2004, includingal ttate for the patent and spoliation portionshefguit on March 21, 2005. That date
since been moved to April 11, 2005. The remaindén® suit, namely the portions related to Rambustsduct at JEDEC, is set to be tried on
June 13, 2005. On January 11, 2005, the court tiesgiretrial schedule to the current dates buttban be no assurance that these dates will
not move again.

On January 12, 2004, both of the parties filed sanyrjudgment motions related to the patents in 8ambus filed for summary
judgment of infringement on multiple claims in seva the patents in suit. Hynix filed on a variefyissues relating to alleged invalidity a
non-infringement on a subset of Rambus’s asserted
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claims. Hearings on the proposed claim construstand on both sides’ motions for partial summadgjuent were heard on March 23 and
24, 2004. On November 15, 2004, the Court issigell@drkman claim constructions, which were largaljReambus favor.

On January 3, 2005, the court issued five of thessummary judgment orders, denying five of Hymisix motions requesting that the
Court hold before trial that all 59 of the patelatims-in-suit are invalid and not infringed. Theucosubsequently publicly issued the
remaining two summary judgment orders and alsedsun order clarifying one prior order. One of theeders held in Hynix’'s favor to the
effect that nine of the 59 claims are not infring#wse containing the term “second clock signaife defeated Hynix’s motions as to the
remaining 50 claims on a variety of invalidity amah-infringement issues. In addition, by the rermgjrorder we prevailed in our summary
judgment motion as to infringement by Hynix of Z%ar patent claims. On January 21, 2005, purstmtite cour's instruction, we selected
10 out of the remaining 50 claims on which to gaviard in the March trial. On January 25, 2005, btyfiled a motion for reconsideration of
the order granting Rambus summary judgment ofrig&ment as to the 10 claims. Rambkugsponse to this motion was filed on Februan
2005.

On October 1, 2004, Hynix filed a motion to dismiR@mbus’s patent claims as a default judgment basede findings of spoliation
that had been entered by the trial court in thinéufn case in Virginia. In the alternative, Hynxshasked that the California district court
apply the Virginia court’s spoliation decisions gy of collateral estoppel and permit Hynix acdesthe same documents. The Court has
delayed judgment on Hynix’s motion to dismiss, bidered Rambus to submit to the courtifocamerareview the privileged documents
Rambus was ordered to product to Infineon in thegidia court. Based on its review of those documgtite Hynix Court stated on December
16, 2004, that it was tentatively going to ordexttHynix had shown prima faciecase of spoliation, but unlike the holding in thérieon
case in Virginia, that Rambus was entitled to barti®n whether or not this evidence amounted tinaecor fraud sufficient to warrant a
piercing of the attorney-client privilege. Rambugmitted its brief foin camerareview on January 14, 2005. Hynix’s opposition brief was
filed on January 25, 2005, and a hearing was helibouary 28, 2005. On January 25, 2005, Hynixfdesba motion for leave to amend its
pleadings to add a defense of unclean hands. Holjpavhearing, on January 31, 2005 the Court isggexder finding reasonable cause to
pierce Rambus’s attorney-client privilege to théeekthat documents and testimony had already pemnded in the Infineon case on these
topics. The Court also scheduled a further heasimthe motion to dismiss for March 11, 2005. Dutihg January 31, 2005 hearing, the court
also moved the first part of the Hynix trial to Alr1, 2005. The remainder of the suit, namelygbeions related to our conduct at JEDEC
and other alleged misconduct not directly tieddtept issues, is set to be tried on June 13, ZD0%anuary 11, 2005, the court reset the
pretrial schedule, but there can be no assuramtéhih pre-trial dates and trial dates set fortvalwill not move again.

On September 4, 2000, Rambus filed suit againstHgrthe Mannheim court, the Paris court and tbhedon court for infringement of
a European patent. The French suit included camti®ned seizure of documents and samples froynaHacility. On December 7, 2001,
in the German suit, an “order for evidence” callfngthe appointment of an independent expert wsisdd by the Mannheim court. After the
completion of briefing by the parties in resporséie Mannheim court’s expert report, as menticaimalve with respect to Infineon and
Micron, the validity of the same Rambus Europeaemavas confirmed by an opposition board of th©FEiR a hearing conducted on
September 10 and 11, 2002. Subsequently, the relpadent in the Hynix case was subject to the daR1@ Technical Appeals Board
revocation ruling described above with respechfméon and Micron, which written opinion was isdw May 13, 2004. The Hynix lawsuit
in Mannheim and the French suit have been stayeithel British suit, Rambus paid Hynix £195,250approximately $369,000 to fully and
finally resolve this matter.
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FTC Complaint and European Commission Competitiordorate-General Request for Information

On June 19, 2002, the Federal Trade CommissidRT G, filed a complaint against Rambus. The FTCdil@ged that through
Rambus’s action and inaction at JEDEC, Rambustédi&ection 5 of the FTC Act in a way that alloviRembus to obtain monopoly power
in—or that by acting with intent to monopolize ieated a dangerous probability of monopolizatier-synchronous DRAM technology
markets. The FTC has also alleged that Rambus@naahd practices at JEDEC constituted unfair meghaf competition in violation of
Section 5 of the FTC Act. As a remedy, the FTCsmaght to enjoin Rambus’s right to enforce pateuitis priority dates prior to June 1996
as against products made pursuant to certain myiatid future JEDEC standards.

On July 5, 2002, Rambus moved to stay the FTC mctitil the CAFC issued a ruling in tlRRambus v. Infineoappeal; this motion was
denied, and Rambus filed its answer to the comptainjuly 29, 2002. There was substantial moti@tiice, including a motion filed by FTC
complaint counsel seeking a default judgment basealleged document destruction deriving from a8lB&mbus document retention plan.
The administrative law judge, or ALJ, denied commlaounsel’s motion, although he did enter certaiputtable presumptions against
Rambus as sanctions for what the ALJ called Ranstfgsbss negligence” in implementing Rambus’s doennmetention plan and failing to
keep an inventory of documents not retained. Amathgr motions, the Department of Justice, or D@d¢assfully sought to intervene in the
FTC action, and obtained a limit on certain depasitjuestioning by Rambus pending completion ofR@&)’s criminal investigation of
DRAM manufacturers for price-fixing. Rambus wasimhed that it is not a target of the DOJ investagatThe ALJ denied Rambisimotion
for summary judgment and entered other rulingsrerhgaring motions in the action. On February 0042 the FTC ALJ issued his initial
decision dismissing the FTC’s complaint against Basnon multiple independent grounds. Complaint selfiled their opening appellate
brief on April 16, 2004. Rambus opposed this baied filed its own cross-appeal on June 2, 2004fiig to the five FTC Commissioners on
this appeal was concluded on July 16, 2004. A teehpresentation by the parties was presenteldeg@dmmissioners on September 21, Z
and an oral argument was presented on Decemb®809, 2ll substantive briefing and argument has be®npleted on this appeal. Shortly
before the final argument and in response to CoimipZounsel’s July 2, 2004 motion seeking to reojenrecord to admit documents
regarding spoliation, the Commission requestedttieparties file Responses designating portiortkefecord that pertain to the alleged
spoliation. The parties submitted Responses in Dbee and the issue remains undecided. Rambus bslteat a number of allegations made
by Complaint Counsel in its Response were impraperinaccurate and it submitted a reply to thagtotff

On or about April 22, 2003, Rambus received coyrtepies of requests for information from the Ewap Commission Competition
Directorate-General indicating that it had receigethplaints from Infineon and Hynix apparently nraksimilar allegations. Rambus
answered those requests on June 16, 2003. Ramtaiisezba copy of Infineon’s complaint to the EUate July, and on October 8, 2003, at
the request of the Directorate, filed its respofaambus has not heard from the EU on this matteeghat date. On June 18, 2004, Rambus
requested that the EU investigate the collusivivities of Infineon, Hynix, Micron and Siemens, dsscribed in Rambus’s complaint filed in
San Francisco Superior Court on May 5, 2004.

Collusion Case

On May 5, 2004, Rambus filed a lawsuit against BligiHynix, Infineon and Siemens in San Franciscpefior Court seeking damages
for conspiring to fix prices (California Bus. & Ar&Code §816720), conspiring to monopolize under@artwright Act (California Bus. &
Prof. Code §816720), intentional interference witbspective economic advantage, and unfair compe{{California Bus. & Prof. Code
§817200). Damages are estimated to exceed $1rbibdars. This lawsuit is based on evidence—somumised in the fact findings that are
part of the FTC ALJ's February 17, 2004 initial dgen—indicating that there were concerted efforts
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beginning in the 1990’s to deter innovation in BIRAM market and to boycott Rambus and/or deter miaakceptance of RambesRDRAM
product. Defendants have not yet answered the @nipr responded to Rambus’s discovery requestieridlants moved the court for a
change of venue to Santa Clara county on Octoh20®}. The judge denied defendants’ motion on Jgr&ie2005. The parties are currently
disputing the proper terms for a protective ordethie case, after which Rambus expects its attsrteget access to discovery from the
defendants, including the documents defendants itiglohto the Department of Justice as part ofnt@stigation of certain DRAM
manufacturers for price fixing. As a result of tiatestigation, to date Infineon has pled guiltyctoninal price fixing on October 20, 2004,
and agreed to pay a fine of $160 million. This Walwed on December 16, 2004, by guilty plead,tjmie and fines in the amount of
$250,000 each from four of Infineon’s executiveisic8 then, Micron has indicated that it is coopamawith the DOJ, and that although it
does not expect fines or jail sentences, thereideace that it did fix prices with fellow DRAM mafacturers. On January 3, 2005, the Court
ruled in Rambus’s favor that venue was proper imBancisco. Defendants thereafter filed a petitiith a California state appellate court
seeking a writ directing the trial court to graefehdant’s motion for change of venue. On Febr@ary2005, the appellate court declined to
overturn that decision. Absent a successful furéipgreal to the California Supreme Court, the caeantinue to be litigated in the
California Superior Court in the City and CountyS#n Francisco, California.

New Patent Infringement Litigation
On January 25, 2005, we filed a patent infringenseiittin the U.S. District Court in the NorthernsDict of California against Hynix,
Infineon, Nanya Technology Corporation and Inotdemories, Inc. regarding DDR2 and GDDRXx products.

Potential Future Litigation
In addition to the above, the DRAM and controllearikets continue to adopt Rambus technologies iatmus products. Rambus has
notified many companies of their use of Rambusrieldgy and continues to evaluate how to proceethese matters. There can be no
assurance that litigation related to these varamditional products, if brought, will be successful
14. Subsequent Event

On February 1, 2005, Rambus issued $300 milliomesggge principal amount of zero coupon senior cdible notes due February 1,
2010 to Credit Suisse First Boston LLC (Credit Sejsand Deutsche Bank Securities (Deutsche Barkpiivate offering. Rambus granted
Credit Suisse and Deutsche Bank a 30 day optiacdaire an additional $60 million aggregate priatgmount of notes.

The notes are unsecured senior obligations, rargguglly in right of payment with all of Rambasxisting and future unsecured sel
indebtedness, and senior in right of payment tofature indebtedness that is expressly subordinatéite notes.

The notes are convertible at any time prior todlese of business on the maturity date into, ipeesof each $1,000 principal of notes:
. cash in an amount equal to the lesser of

(1) the principal amount of each note to be convertet

(2) the “conversion value,” which is equal to (a¢ applicable conversion rate, multiplied by (8 &pplicable stock price,
as defined
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. if the conversion value is greater than the priacgmount of each note, a number of shares of Ramtmmon stock (the
“net shares”) equal to the sum of the daily shaneunts, calculated as defined. However, in liedalivering net shares,
Rambus, at its option, may deliver cash, or a caatimn of cash and shares of Rambus common stattkawalue equal to
the net shares amoul

The initial conversion price is $26.84 perrghaf common stock (which represent an initial ension rate of 37.2585 shares of
Rambus common stock per $1,000 principal amounbtgs). The initial conversion price is subjecatijustment as define

The notes are subject to repurchase in cash ieviet of a fundamental change involving Rambuspatce equal to 100% of the
principal amount. Rambus may be obligated to pagduitional “make whole” premium (payable in shasésommon stock) in the event the
notes are converted following a fundamental champe.“make whole” premium is based on numerouofacind could be up to 33% per
$1,000 principal amount of notes.

Upon the occurrence of an event of default, Ransholsligations under the notes may become immeglidted and payable. An event
default is defined as:

. default in the payment when due of any principady of the notes at maturity, upon exercise @&prchase right or
otherwise;

. default in the payment of liquidated damages, ¥f,avhich default continues for 30 days;

. default in Rambus’s obligation to provide noticetled occurrence of fundamental change when reqbiyete indenture;

. failure to comply with any of Rambus’s other agreais in the notes or the indenture upon its recdipbtice to it of such

default from the trustee or to Rambus and thed¢riBom holders of not less than 25% in aggregateipal amount at
maturity of the notes, and Rambus fails to cureofdain a waiver of) such default within 60 day®ait receives such
notice;

. failure to pay when due the principal of, or accaien of, any indebtedness for money borrowed agnBus or any of its
subsidiaries in excess of $30.0 million principadaaint, if such indebtedness is not dischargedydn scceleration is not
annulled, by the end of a period of ten days aftéiten notice to Rambus by the trustee or to Rasrdnd the trustee by the
holders of at least 25% in principal amount of déstanding notes; ar

. certain event of bankruptcy, insolvency or reorgation relating to Rambus.

Rambus may not redeem the notes prior to their ninatlate.

In connection with this issuance, on January 2052@®ambus repurchased approximately 4.1 milliareshof its common stock at a
price of $18.51 per share for a total cost of $7lGan.
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Revenue

Contract Revenue

Royalties

Total revenue

Costs and expens

Cost of contract revenu
Research and developmt
Marketing, general and administrati
Total costs and expens
Operating Incom

Interest and other income, r

Income before income tax
Provision for income taxe

Net income

Net income per shae—basic

Net income per sha—diluted

Shares used in per share calcula—basic
Shares used in per share calcula—diluted
Stock prices

High
Low

RAMBUS INC. AND SUBSIDIARIES

CONSOLIDATED SUPPLEMENTARY FINANCIAL DATA
(in thousands, except share data)
(audited)

Fiscal Years by Quarter

Twelve Months Ended December 31, 2004

Twelve Months Ended December 31, 2003

4th

3rd

2nd

1st

4th

3rd

2nd

1st

$ 6,03 $ 827¢ $ 534¢ $ 507¢ $ 4,60 $ 4,008 $ 3,74 $ 3,267
32,571 30,48:¢ 29,61¢ 27,46 27,76¢ 24,55¢ 25,45; 24,81
38,60¢ 38,75¢ 34,96¢ 32,54 32,36¢ 28,56( 29,19t 28,07¢
5,51z 4,54: 4,957 5,23¢ 5,14¢ 4,247 3,34¢ 3,21(
8,43( 8,841 7,92¢ 7,421 7,412 7,56 8,13¢ 7,261
15,07¢ 14,723 11,471 11,20¢ 8,71¢ 10,36! 12,37¢ 13,13:
29,02( 28,11 24,35 23,86¢ 21,27+ 22,17 23,85¢ 23,60¢
9,58¢ 10,64¢ 10,60¢ 8,672 11,09¢ 6,387 5,337 4,471

91¢€ 1,14¢ 2,19¢ 4,104 1,571 97¢€ 1,321 2,98¢
10,50¢ 11,79: 12,80 12,77¢ 12,67: 7,36¢ 6,65¢ 7,45¢
3,96- 1,41C 4,48¢ 4,471 4,054 2,35¢ 2,13( 2,38¢
$ 654 $10,387 $ 832« $ 830t $ 8,617 $ 5007 $ 4,52¢ $ 5,06¢
$ 006 $ 01C $ 00t $ 00t $ 00 $ 00t $ 0.0t $ O0.0f
$ 00 $ 01C $ 00t $ 007 $ 00t $ 00t $ 004 $ O0.0f

102,38( 101,87¢ 102,50( 100,96¢ 98,52: 97,49¢ 97,41+« 97,16¢
109,01° 107,577 109,85( 111,19¢ 109,27: 106,00 105,49¢ 103,78!

$ 2750 $ 178t $ 294« $ 352 $ 30.7C $ 2017 $ 19.3C $ 15.5C

$ 151 $ 126¢ $ 157C $ 243t $ 17.0¢ $ 151f $ 129 $ 7.01
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the reagigthas duly caused this report to
be signed on its behalf by the undersigned, théoedmly authorized.

RAMBUS INC.

Date: February 17, 2005 By: /sl RoBERTK. E uLAU

Robert K. Eulau,
Sr. Vice President, Finance, Chief Financial Office
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POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below hereby constémgsppoints
Robert K. Eulau as his true and lawful agent, pramgl attorney-in-fact, with full power of substitut and resubstitution, for him and in his
name, place and stead, in any and all capacit€$, act on, sign, and file with the Securitieslaixchange Commission any and all
amendments to this Annual Report on Form 10-K, ttogrewith all schedules and exhibits thereto (@) @n, sign, and file such certificates,
instruments, agreements and other documents abenagcessary or appropriate in connection therewitt (iii) take any and all actions that
may be necessary or appropriate to be done, gsféultll intents and purposes as he might or cadaléh person, hereby approving, ratifying
and confirming all that such agent, proxy and aggrin-fact or any of his substitutes may lawfudly or cause to be done by virtue thereof.

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

Signature Title Date

/sl HAROLD H UGHES Chief Executive Officer and Director (Principal February 17, 2005
Executive Officer)

Harold Hughes

/sl RoOBERTK. E uLAU Sr. Vice President, Finance, Chief Financial February 17, 2005
Officer (Principal Financial and Accounting
Robert K. Eulau Ofﬁcer)
/sl GEOFFT ATE Chairman of the Board of Directors February 17, 2005
Geoff Tate
/sl WiLLiaM D AviDow Director February 17, 2005

William Davidow

/sl BRUCED UNLEVIE Director February 17, 2005

Bruce Dunlevie

/sl MICHAEL F ARMWALD Director February 17, 2005

Michael Farmwald

/sl CHARLES G ESCHKE Director February 17, 2005

Charles Geschke

/sl MARK H orOWITZ Director February 17, 2005

Mark Horowitz

/sl KEVIN K ENNEDY Director February 17, 2005

Kevin Kennedy

/sl DAvVID M OORING Director February 17, 2005

David Mooring
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Exhibit
Number

3.1(3)
3.2(11)
3.3(14)
3.4(16)
4.1(1)
4.2(1)

4.3(12)
4.3.2(17)
4.4(6)

10.1(1)
10.4(1)(2)
10.4.1(4)

10.5(10)
10.6(17)
10.7(10)
10.8(1)
10.10(5)
10.11(5)
10.12(5)
10.13(7)
10.14(8)
10.15(2)(13)
10.16(15)
10.17(9)(16)

INDEX TO EXHIBITS

Description of Document

Amended and Restated Certificate of IncorporatioReyistrant filed May 29, 199

Certificate of Amendment of Amended and Restatedif@ate of Incorporation of Registrant filed Juihé, 2000
Amended and Restated Bylaws of Registrant datecehber 21, 200z

Amendment No. 1 to Amended and Restated Bylawsegistrant dated March 28, 20(

Form of Registrar's Common Stock Certificat

Amended and Restated Information and RegistratightR Agreement, dated as of January 7, 1997, leehRegistrant ar
the parties indicated there

Amended and Restated Preferred Stock Rights Agneemiated as ofJuly 31, 2000, between Registrant and Fleet Nalt
Bank.

First Amendment to the Amended and Restated Pesf&tock Rights Agreement, dated as of April 283 ®etween
Registrant and Equiserve Trust Company, N.A., asessor to Fleet National Bar

Common Stock Purchase Warrant No. 1-REV dated damd 997 issued to Intel Corporation to purchets#res of the
Registrar's common stock

Form of Indemnification Agreement entered into lgitrant with each of its directors and executiffecers.
Semiconductor Technology License Agreement, dageaf Alovember 15, 1996, between Registrant andl Gagporation.

Amendment No. 1 to Semiconductor Technology Licehgeement, dated as of July 10, 1998, betweensieagi and
Intel Corporation

1990 Stock Plan, as amended, and related formgreéments

1997 Stock Plan (as amended and restated as o1QuB003)

1997 Employee Stock Purchase Plan and related fofmgreements

Standard Office Lease, dated as of March 10, 188tlyeen Registrant and SouthBay/Lath

Office Lease dated as of August 27, 1999, betwesgidRant and Los Alt—ElI Camino Associates, LL(
Common Stock Equivalent Agreement, dated as ofl6actd0, 1999, between the Registrant and Geoff.’
Common Stock Equivalent Agreement, dated as of l6actd0, 1999, between the Registrant and David Mgc
Office Sublease, dated as of May 8, 2000, betwesgis®ant and Muse Prime Software, |

1999 Nonstatutory Stock Option Plan (as amendedestdted as of April 10, 200

Patent License Agreement, dated as of Septemb@004, by and between the Registrant and Intel @atjon.
Amendment to Sublease, dated as of March 25, 2@#®&een Registrant and Muse Prime Software,

Development Agreement, dated as of January 6, 2808nd among Registrant, Sony Computer Entertaibiine. and
Toshiba Corporatior
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Exhibit
Number Description of Document

10.18(9)(16) Redwood and Yellowstone Semiconductor Technologghse Agreement, dated as of January 6, 2003, éetiRegistran
Sony Corporation and Sony Computer Entertainment

10.19(9)(16) Redwood and Yellowstone Semiconductor Technologghse Agreement, dated as of January 6, 2003, éetRegistrant
and Toshiba Corporatio

21.1 Subsidiaries of the Registrant, filed herew

23.1 Consent of PricewaterhouseCoopers LLP, IndeperiRiegistered Public Accounting Firm, filed herew

24.1 Power of Attorney (included as part of the signafpage of this Annual Report on Formn-K).

31.1 Certification of Principal Executive Officer, filduerewith.

31.2 Certification of Principal Financial Officer, filelderewith.

32.1 Certification of Chief Executive Officer and Chieinancial Officer Pursuant to 18 U.S.C. Section@,3%s Adopted

Pursuant to Section 906 of the Sarbi-Oxley Act of 2002, filed herewitt

(1) Incorporated by reference to Registration Staterient33:-22885.

(2) Confidential treatment was granted with respectitain portions of this exhibit. Omitted portiomnsre filed separately with the
Securities and Exchange Commissi

(3) Incorporated by reference to the Forn-K filed on December 15, 199

(4) Incorporated by reference to the Forn-K filed on December 9, 199

(5) Incorporated by reference to the For-K filed on July 7, 2000

(6) Incorporated by reference to the Forn-Q filed on August 9, 200(

(7) Incorporated by reference to the Registration State on Form -8 filed April 12, 2002 (file no. 3:-86140).

(8) Confidential treatment has been requested witheddp certain portions of this exhibit. Omittedpans have been filed separately
with the Securities and Exchange Commiss

(9) Incorporated by reference to the Registration state on Form -8 filed June 6, 1997, (file no. 3-28597).

(10) Incorporated by reference to the Forn-Q filed on May 4, 2001

(11) Incorporated by reference to the For-A12G/A filed on August 3, 200(

(12) Incorporated by reference to the Forn-K filed on December 4, 200

(13) Incorporated by reference to the Forn-K filed on November 26, 200:

(14) Incorporated by reference to the Forn-Q filed on April 30, 2002

(15) Incorporated by reference to the Forn-Q filed on April 30, 2003

(16) Incorporated by reference to the For-A12G/A filed on August 5, 200!
)

Incorporated by reference to the Forn-Q filed on July 29, 200:
(b) Exhibits
See Item 15 (a)(3) above.

(c) Financial Statement Schedules
See Item 15 (a)(2) above.

Exhibit 21.1
SUBSIDIARIES OF REGISTRANT
Rambus Deutschland GmbH (Germany)
Rambus K.K. (Japan)
Rambus (Grand Cayman Islands, BWI)
Rambus Chip Technologies (India) Private Limited
Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢lee Registration Statements on Form @\®s. 333-28597, 333-38855, 333-
67457, 333-93427,333-48730, 333-52158, 333-86138,183789 and 333-115015) of Rambus Inc. of ouontegated February 16, 2005
relating to the consolidated financial statememi@nagement’s assessment of the effectivenesseshaitcontrol over financial reporting and
the effectiveness of internal control over finahcéporting, which appear in this Form 10-K.



/sl PricewaterhouseCoopers LLP
San Jose, California

February 16, 2005
Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
I, Harold Hughes, certify that:
1. I have reviewed this annual report on Forr-K of Rambus Inc.

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statemeami,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe@ periods presented in this rep

4.  The registrant’s other certifying officer(s) angre responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e15(f) and 15-15(f) for the registrant and hav

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

(b) Designed such internal control over financial réipgr, or caused such internal control over finahagaorting to be designed uni
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls adguatures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotdigbal quarter in the case of an annual repo&y) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5.  The registrant’s other certifying officer(s) angave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpahcial information; an

(b) Any fraud, whether or not material, that invdvmanagement or other employees who have a simifiole in the registrant’s
internal control over financial reportin

Date: February 17, 20(

/sl Harold Hughes
Harold Hughes
Chief Executive Office

Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
I, Robert K. Eulau, certify that:
1. I have reviewed this annual report on Forr-K of Rambus Inc.

2. Based on my knowledge, this report does notatoriny untrue statement of a material fact or dondtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statemamd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e15(f) and 15-15(f) for the registrant and hav

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh



(b) Designed such internal control over financial réipgr, or caused such internal control over finahaaorting to be designed uni
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls adguatures, as of the end of the period coveredibyeport based on such
evaluation; anc

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&y) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5.  The registrant’s other certifying officer(s) andiave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpahcial information; an

(b) Any fraud, whether or not material, that invdvmanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: February 17, 20(

/s/ Robert K. Eulau
Robert K. Eulau
Chief Financial Officel

Exhibit 32.1

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

I, Harold Hughes, certify, pursuant to 18 U.S.Cctidem 1350, as adopted pursuant to Section 90beoSarbanes-Oxley Act of 2002,
that the Annual Report of Rambus Inc. on Form aikthe fiscal year ended December 31, 2004, ftdijplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeof 1934 and that information contained in sucindal Report on 10-K fairly presents in
all material respects the financial condition aesults of operations of Rambus Inc.

Date: February 17, 2005 By: /sl Harold Hughes
Name: Harold Hughes
Title: Chief Executive Office

I, Robert K. Eulau, certify, pursuant to 18 U.SSection 1350, as adopted pursuant to Section 9ffedBarbanes-Oxley Act of 2002,
that the Annual Report of Rambus Inc. on Form lfikthe fiscal year ended December 31, 2004, fudimplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeof 1934 and that information contained in sucindal Report on 10-K fairly presents in
all material respects the financial condition aesults of operations of Rambus Inc.

Date: February 17, 2005 By: /sl Robert K. Eulau
Name: Robert K. Eulau
Title: Chief Financial Office

End of Filing
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