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CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934 (“  Securities Exchange Act ”). Forward-looking
statements reflect the current view about future events. When used in this Annual Report on Form 10-K, the words “anticipate,”
“will,” “believe,” “estimate,” “expect,” “future,” “intend,” ““plan” and similar expressions or the negative of these terms as they relate
to Sajan, Inc., its subsidiaries or its management identify forward-looking statements. Forward-looking statements are based on
information available at the time the statements are made and involve known and unknown risks, uncertainties and other factors that
may cause our results, levels of activity, performance or achievements to be materially different from the information expressed or
implied by the forward-looking statements. Such statements reflect the current view of the management of Sajan, Inc. with respect to
fature events and are subject to risks, uncertainties, assumptions and other factors (including the risks contained in the section of this ‘
Annual Report on Form 10-K entitled “Risk Factors”) relating to Sajan, Inc.’s industry, its operations and results of operations, and:
any businesses that may be acquired by it. These factors include:

. rate of growth in the global multi-lingual content delivery industry, especially for software-as-a-service solutions within
this industry;

. changes in the utilization of our software and services by our customers;

e lack of acceptance of any existing or new solutions we offer;

. our ability to continue increasing the number of our customers or the revenues we derive from our recurring revenue
customers;

. continued economic weakness and constrained globalization spending by businesses operating in international markets;

. our ability to effectively develop new solutions that compete effectively with the solutions that our current and future
competitors offer;

. risk of increased regulation of the Internet and business conducted via the Internet;

. our ability to identify attractive acquisition opportunities, successfully negotiate acquisition terms and effectively

integrate any acquifed companies or businesses;

. our ability to effectively manage our growth;
. availability capital on acceptable terms to finance our continued growth;
. risks of conducting international commerce, including foreign currency exchange rate fluctuations; changes in

government policies or regulations, longer payment cycles, trade restrictions, economic or political instability in foreign
countries where we may increase ourbusiness and reduced protection of our intellectual property; :

. our ability to add sales and marketing, research and development or other key personnel who are able to successfully sell
or develop our solutions; : : ,

. our ability to operate és a public compahy and comply with applicable disclosure and other requirements and
to hire additional personnel with public company compliance experience; and

. other risk factors included under “Risk Factors™ in this Annual Report on Form 10-K.

Should one or more of these risks or uncertainties materialize, or should the underlying assumptions prove incorrect, actual results
may differ significantly from those anticipated, believed, estimated, expected, intended or planned..Although the management of
Sajan, Inc. believes that the expectations reflected in the forward-looking statements are reasonable, it cannot guarantee future results,
levels of activity, performance or achievements. Except as required by applicable law, including the securities laws of the United
States, Sajan, Inc. does not intend to update any of the forward-lpoking statements to conform these statements to actual results. The
following discussion should be read in conjunction with the financial statements and the related notes and the pro forma financial
information included in this Annual Report on Form 10-K.



PARTI

ITEM 1. BUSINESS

An Important Note on Language
e Throughout this Annual Report on Form 10-K, unless spemﬁcally noted or the context otherwise requires, references to the
“Company”, “we”, “our’” and “Sajan” are references to Sajan, Inc.; a Delaware corporation, and its direct and indirect
-subsidiaries on a post-Merger basis'and referenced to “MathStar Inc. or “MathStar” are to MathStar, Inc., a Delaware
‘company on a pre-Merger basis.

e The consolidated financial statements and accompanymg notes to the consolidated ﬁnan01a1 statements refer to MathStar
" Inc. on a pre-Merger basis.

General 0verv1ew

Upon effectiveness of the Merger we prov1de, under the Sajantm name, on-demand language translation solutions to customers
selling products into global markets. These customers use our solutions to translate product manuals, instructions, warnings, and other
product information into numerous languages. We combine our internally developed proprietary technology and high quality
translation services to provide language translation solutions that are fast, reliable, and user-friendly. By utilizing an integrated
technology and a service-based approach to language translation, we offer a comprehensive solutions that allow customers to rely
upon a single provider to meet all of their language translation needs. Our hosted technology system delivers a secure online solution
that can be offered on a modular basis, which makes it attractive in both small business settings and in large enterprise environments.

We offer our customers the ability to-utilize our solutions under three different models:

e - Technology Enabled Service Model: we provide all of the customer’s language translation requirements;
e Managed Service Model: customers use our technology and operations staff to manage translators; and

o Licensed Software Model: a technology-only solution that is independently operated by our customers.

Our solutions are used to manage the end-to-end process of content globalization, which is the project, process and delivery
management of content translated and localized into multiple languages across the enterprise. Content is localized across the enterprise
for a wide variety of high value-added purposes and uses, most notably, product sales and marketing, packaglng, user manuals,
technical support and training, as well as internal requlrements

Our corporate offices are located in River Falls, Wisconsin, which is located approximately 30 miles east of Minneapolis, Minnesota.
Our River Falls corporate offices contain our core Global Language Service operations, our administrative, product management,
marketing, sales, and professional services functlons Qur offices are located at 625 Whitetail Blvd., Rlver Falls, Wisconsin 54022,
and our telephone number is (715) 426-9505. :

In 2009, we estabhshed SaJ an Software Ltd (“Sajan Software”), which is a wholly- owned sub31d1ary based in Dubhn, Ireland This
facility serves as our global research and development center and as headquarters for our product business. Our leadership team for
Sajan Software consists of our Chief Marketing Officer/Sajan Software. President, based at the- corporate facility in the United States
and responsible for our product function, and our General Manager — Europe, based at our location in Ireland and responsible for
managing our language services. Sajan-India Software Private Limited (“Sajan-India”), a majority-owned subsidiary of Sajan
Software based in New Delhi, India, houses our development center at which we conduct substantially all of our software
development activities. Sajan-India is a majority-owned subsidiary of Sajan Software. -

Reverse Merger Transaction

General. Pursuant to an Agreement and Plan of Merger dated January 8, 2010 (the “Merger Agreement”), by and among MathStar, -
Inc., (“MathStar”) a Delaware corporation, and Sajan, Inc. a privately held Minnesota corporation whose business was providing
language translation technology and service; Garuda Acquisition, LLC, a wholly-owned subsidiary of MathStar, now known as Sajan,
LLC; and Thomas Magne, solely in his capacity as agent for the holders of common stock of pre-Merger Sajan, Inc. Under the terms
of the Merger Agreement, pre-Merger Sajan, Inc. was merged with and into Sajan, LLC, which was formetly known as Garuda
Acquisition, LLC (the “Merger”) and became a wholly-owned subsidiary of MathStar The Merger was closed and effective on
February 23, 2010.



Terms. Under the terms of the Merger Agreement, the total consideration paid by MathStar in the Merger to the former holders .of
common stock of Sajan, Inc. consisted of:

e  approximately $6.1 million in cash (the “Cash Merger Consideration”) with approximately $5.1 million pa1d to the former
stockholders of pre-Merger Sajan, Inc. at closing and the remaining $1.0 million placed in an escrow account to be held for
12 months to secure the indemnification oblrgatlons of Sajan, LLC and the former stockholders of Saj an, Inc to MathStar
with respect to the matters descnbed in the Merger Agreement

. 6,827,834 shares of common stock of MathStar; and

e to certain former stockholders who collectively oyvned a majority of the outstanding,v common stock of pre-Merger_ Sajan, Inc.,
a promissory note in the aggregate principal amount of $1 million.

Immediately after the closing of the Merger, the former stockholders of pre—Merger Sajan Inc owned approx1mately 43% of the -
outstandmg shares of MathStar common stock

L

The material terms of the Merger are descnbed m 1 more detail in the Current Report on Form 8-K, ﬁled wrth the Secuntles and
Exchange Commrssron on February 24, 2010 S e

Approval. The Merger was consummated under Delaware law and pursuant to the Merger Agreement Under Delaware law, MathStar
was not required to obtain thé approval of its stockholders to complete the Merger because the constituent corporations in the Merger
were Garuda Acquisition, LLC.(a ' wholly-owned subsidiary of MathStar now known as Sajan, LLC)-and pre-Merger Sajan, Inc. -
MathStar was not a constituent corporation in the Merger. The Merger and the Merger Agreement were approved by the MathStar
board of directors and by MathStar as the sole member of Garuda Acquisition, LLC. In addition, the Merger and the Merger
Agreement were approved by the holders of the requisite number of shares of common stock of Sajan, Inc. at a special meeting of
stockholders held on February 8, 2010. .
Accounting Treatment. 'As a result of the Merger Sajan, "LLC became a wholly-owned subsidiary of MathStar, with the former Ls
stockholders of pre-Merger Sajan, Inc. acquiring a number of shares of MathStar common stock representing approximatély 43% of
MathStar’s outstanding shares 1mmed1ate1y after the Effective Date (the “Effective Date”) For accounting purposes, the Merger is
being accounted for 4s a reverse merger, ‘which means pre- Merger SaJan Inc. w111 be deemed to have acqurred MathStar’ This
accounting treatment was required: because after the Effective Date: :

. the former stockholders of 'pre-Mergér Sajan, Inc. own a large minority interest in MathStar;

e the former members of the board of directors of pre-Merger Sajan, Inc. constitute a majority of the members of the board of ..
. directors of MathStar and

. the members of MathStar’s management team consists entirely of the former members of the management team of pre-
Merger Sa]an Inc. ;

Appomtment of New Directors and Executive Ofﬁcers On the Effective Date, and as prov1ded in'the Merger Agreement, Merrill A
McPeak res1gned as a member of the board of directors and from all board committees of MathStar, and Alexander H Danzberger Jr '
resigned as Chlef Executlve Ofﬁcer Ch1ef F1nancral Officer and’ Secretary of’ MathStar

On the Effective Date, Benno G. Sand and Richard C. Perkins, as the remaining memnibers of the board of dlrectors of MathStar, O
appointed Shannon Zimmerman, Angel Zimmeérman, Vern Hanzlik, Michael W. Rogers and Kris Tufto as members of-the board of
directors of MathStar. In addition, they appointed Mr. Zimmerman as MathStar’s President, Chief Executive Officer, Interim Chief
Financial Officer and Chairman; Ms. Zimmerman as Chief Operating Ofﬁcer Mr. Hanzhk as Ch1ef Marketmg Officer and Peter
Shutte as Vice Presrdent of Worldwide Sales

Lock Up Agreements. Immedlately after the Merger, our Company had 16, 009 331 shares of common stock outstandlng, and former o
stockholders of pre-Merger Sajan, Inc. owned a total of 6,827,834 shares of our common stock,-or approximately: 42.6% of the shares-
outstanding. In connection with the Merger, holders of 6,610,398 shares of our common stock signed lock-up agreements (the “Lock--
Up Agreemerits”) under which they agreed for a period of 12 months (for members of management of pre-Merger Sajan, Inc.) and six.
months (for non-management shareholders) not to offer; sell or otherwise dispose of any of their shares of MathStar common stock or .
options-or warrants they hold to acquire MathStar common stock. The form of the Lock-Up Agreement is filed as Exhibit 10.16to -
our-Current Report on Form 8-K, filed with the Securities and Exchange Comrmssmn (the “SEC”) on: February 24, 2010 and, whlch
contains the material: terms of the Merger. : . s



This transaction is referred to throughout this report as the “Merger.”
Background on MathStar

Htstory. MathStar was 1ncorporated under anesota law in Apr11 1997 and was remcorporated under Delaware law on June 14
2005. During the three months ended June 30, 2008, MathStar curtailed. its operations as its board of directors evaluated strateglc
alternatives, including, but not limited to, restarting the company, merging with or acquiring, another company, increasing operations
in another structure, or liquidation. Until it curtailed operations, MathStar was a fabless semiconductor company engaged in the
development, marketing and selling of its high-performance, programmable platform field programmable object array, or FPOA chips
and design tools required to program its chips. Immediately before the date of the Merger, MathStar was a “shell company”,

defined in Rule 12b-2 under the Securities and Exchange Act of 1934 as amended havmg no or normnal operations, and assets
consrstmg solely cash and cash equivalents. ~

Intellec!ual Property. MathStar developed certain intellectual property (pnmanly mput/output blocks) for the production version of -
their FPOA chip, fully deprec1ated on the date of the Merger. In addition, MathStar entered into certain agreements to purchase
previously developed intellectual property to facilitate moving ‘future FPOA chips to market more qulckly and economically. In’ ‘
addition to the software intellectual property, MathStar had been granted two United States patents: (1) a patent granted in November
2004 which expires.in 2024, and (2) a patent granted in February 2006 which expires in 2026. MathStar also had six pending patent -
applications on file with the United States Patent and Trademark Office, or USPTO. Finally, MathStar had registered their MathStar ,
FPOA and ARRIX trademarks w1th the USPTO and held the1r MathStar com domain name.

Prior to the Merger, MathStar engaged a thlrd-party mvestment bankmg ﬁrm to explore the sale of 1ts 1nte11ectual property. and
patents. ‘We are contemplating an independent valuation of MathStar’s intellectual property. Dependmg on the valuation results 1f
obtamed we may pursue similar sale opportumues - : _ ;

Recent Developments

Preferred Stock Purchase Rights. On February 25, 2010, MathStar, Inc., entered into the Tax Benefit Preservation Plan and Rights
Agreement (the “Plan”) with Wells Fargo Shareowner Services, a division. of Wells Fargo Bank, National Association, as Rights |
Agent. The Company’s board of directors adopted the Plan in an effort to protect against a possible limitation on the ability to use its
net operattng losses under the Internal Revenue Code of 1986, as amended (the “Code”), and rules promulgated by the Internal
Revenue Serv1ce Under the Plan, beginning March 12, 2010, for each share of the Company’s common. stock held, the holder of the
common stock has the right to purchase one one-millionth of a share ofa new senes of preferred stock of the Company. '

Name Change: On February 26, 2010, the corporate name was changed from MathStar, Inc. to Sajan, Inc. We will continue to
provide language translation technology and services under the Sajan name. We will also continue to trade on the Pink OTC markets
under the symbol “MATH.PK” until a new symbol becomes effective.

Reincorporation: Before the Merger, Sajan, Inc. was a Minnesota corporation. By merging into Sajan, LLC, which is a wholly-owned
subsidiary of MathStar, with Sajan, LLC as the surviving company, Sajan, Inc. became a Delaware limited liability company. In
addition, in the Merger, the former stockholders of Sajan, Inc. were issued shares of common stock of MathStar and thus became
stockholders of a Delaware corporatlon

Products and Servrces

Our on-demand language translation solution incorporates an innovative technology product that serves as a single platform to meet
the needs of the smallest user to the largest enterprise customer. The solution is a hosted platform and requrres no installed software. It
is typically delivered as a software as a service (SaaS) model. We combine both language translation services and our own propnetary
technology to give customers a single source solution to meet all of their translation needs. In addition, some components of our
solution may be offered in a desktop version for off-line operation. The solution integrates people, processes and data into a service
and technology solution that is designed to deliver measurable value in the form of cost reduction, reduced production time, 1mproved
quality and integrated version control and audit trail: ;

GCMS. Our Global Commumcatlon Management System (“GCMS”) is our web-based technology platform We released version 5.0
of GCMS in October 2009. Qur GCMS platform is an integrated, fully SaaS-enabled solution suite that provides the tools to authors,
linguists, graphic artists, project operations and publishing staff needed to automate the project cycle for content localization from -
creation to delivery and to leverage enterprise translation memory (“TM”). Translation services are traditionally delivered on a per
word cost basis, with ancillary fees for related services such as pre-and post-production content lay-out and TM integration. TM is the"
repository of past translation work which, in the case of GCMS, is parsed and stored contextually in a readily accessible data
environment using proprietary algorithms that attempts to match current content with past translations. Properly optimized, the re-use
of past translations from TM can significantly reduce operating costs and is an asset that is often under-utilized within the enterprise
due to a lack of technology investment, fragmented responsibility of TM across the enterprise, fragmented service providers, or a lack
of awareness of the economic value of TM. Our business model and strategy are focused on providing services and technologies to -
remedy such situations and facilitate enterprise customers’ optimization of TM. Our solutions increase worker productivity, accelerate
critical time-to-market for customers, enhance the quality of globalized enterprise content, increase operational efficiency and reduce
operating costs. ’
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GCMS encapsulates a multilingual content repository, with built-in parsing technology that maintains language segment context.
Retention of language context is, we believe, unique to our solutions and valuable for improving re-use of translated content. GCMS
also offers a workflow component that streamlines the language translation process. Our solution comes standard with built-in version
control and audit trail, which is often well-suited for businesses in highly-regulated industries, such as life sciences companies
complying with requirements imposed by the United States Food and Drug Administration. The GCMS is designed to be a modular,
secure, online solution that is appropriate for any business environment. The application is an Intérnet-baséd development and
computer technology, commonly referred to as “cloud computing,” that provides high availability and reéliability to worldwide
customers. In addition, we provide business analytics directly to customers through our system. Using web services, system features -
can be integrated to other business systems. - ‘ - o ’ e

Technological Features. We have developed a number of tools that are designed to create value throughout the language translation
process, particularly in the pre-translation process of authoring or content creation. Authoring Coach™ is a desktop tool, sold '
individually to any source content producer, using a Windows™ based editor. It presents similar or like phrases, sentences or -
paragraphs to the creator and enables the creator to draw from previously translated content. The result is information that is more
consistent and reduces the need for new translation. In addition, we developed our TMate™ search technology to enhance intelligent
multilingual search. TMate™ is our proprietary advanced multilingual search algorithm. ' ’

Process. Utilizing the GCMS_ platform, human translators who provide translation services to us are first systematically ranked and
qualified to ensure that a high-quality language resource is performing translation on a particular project. Incorporating pre-translation,
processes, such as Authoring Coach and advanced search using TMate™, further differentiates the platform and we believe provides
greater price and value differentiation. We believe our technological advances, detailed process methodology, and ISO 9000 practices
result in reduced costs while delivering a higher value to the customer. This method offers a blend of both service and technology.
Customers may sign in online, request translation of new content, view the status of pending projects, and obtain completed projects.
All content is stored at a granular level, referred to as a segment, with 'languagccontext retained, ‘and each translat¢d segment is stored
indefinitely. This capability allows us to offer audit trail and version control, which are useful to regulated businesses operating in
industries where compliance is important. An illustration of the content translation lifecycle is provided below. - ‘

Transiaon ‘

LERH .

Lsr e
LSP#3

Sajon GLS.
e ———

= ;-k

GCMS Advantages. By utilizing 4 language management platform such as GCMS, we believe that customers are able to reduce the.
time-to-market for their products. The platform also enables enterprises to simultaneously launch products into all markets, which can
result in more rapid revenue growth and a competitive advantage. The GCMS platform has been designed to ensure improved quality
of multilingual content. GCMS uses a patent pending component called Context Intelligence™, which increases the contextual :
accuracy of re-used multilingual content. For customers whose content accuracy and contextual sensitivity is vital, the GCMS
platform offers an attractive solution to these problems. In 2008, our technology was ranked as the top language translation technology
by Common Sense Advisory in its report, “Translation Management Systems, Assessments of Commercial and LSP-Specific TMS
Offerings.” B

We have a patent pen&ing,on a nﬁmber of compdnents that make up the GCMS platform. Sﬁeciﬁ_c;gily, the §trUctme in which both
source and target content is stored results in a logical and contextually accurate placement of content. This means that the content
becomes more intelligent and can be used in ways that are more meaningful for future language translation services.

ISO Certified. According to leadmg industry analysts, approximatcly'ldf/gz of suppliers in this market claim ISO éertificaﬁoﬁ. The -
certification requires significant investment of time and money. The benefits to clients are the assurance of quality controls and
defined business structure. We received our ISO 9001:2000 certification in 2003, and are currently ISO 9001:2008 certified.
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Market Description

Language is-often a barrler- in global commerce‘ The demand for effective language translation continues to grow The mdustry has
historically been very service centric, but, as is the case in many service 1ndustrres, price pressures and other market demands 1mpose
the need for 1nnovatron and new solutron paradrgms v VR S ,

Ly

Language translatron servrces although often treated lrke a commodrty serv1ce have hrstoncally been expenswe labor mtensrve and
relatlvely slow i in dehvery Human translators can typlcally translate 2,500 ‘words per day on average although thrs varies based on the
complexity of the subJect matter. This creates constraints on the avallable supply of translation services and, when posltloned agamst
growing demand, we believe will provrde ‘translation” technology innovators with an advantage. As a result, based on the rsing
demand for translation services and the looming shortage of human translators worldwide, we expect a favorable pricing environment
for Language Service-Providers (LSPs) in the coming years. . ; k N o .

Global econorruc challenges have created opportunities. As the U.S. Dollar dechnes againist forergn turrency, thrs mﬂuences Unitéd
States busrness executives to seek revenue from forergn markets We beheve recent negatrve worldwrde economrc condrtrons have
hastened the trend towards globalrzatron a

We believe the shortage in human translators cast against a rising demand will result iri increased opportumtres for ¢ compames that
offer technology-based solutrons and improve the efﬁc1ency of language translation servrces To compete effectrvely, language
management and’ the growth of the SInternet providers w1ll also need to integrate their multrlmgual content with other enterprise
systems to estabhsh a cohesive srngle repository of all global content Content is no longer, monolrngual content; it is multilingual. -
Industry analysts and general business analysts have indicated that a more 1ntegrated solutron, ofteén referred to as the. Global Content-
Lifecycle, will be requrred to be successful in the future for both global enterprrses and for the LSPs that support them As aresult, ‘
language translatlon is nio longer’ hl(ely to be treated as an afterthought in'the globahzatron process, but rather as an integral part of an
enterpnse system Further, as the annhual spendmg by multmatronal companies for'language translation solutrons accelerates:over the
next several years, wé beheve a more technology-based solutron will be requrred to keep pace wrth the rate of growth in the amount of
content and increasingly sophrstlcated content management $olutions. ‘

Based on the current globalrzatron and language translation market dependence upon non-technology oriented, small language ‘
translation firms (see chart below), we believe that vendors who provide both language translation capabrhtres and offer a strong
technology platform will enjoy a competmve advantage.

Market Revenues. Research completed by Common Sense Advisory (“CSA”) confirms an opportune, growing market According to
CSA'’s research, global language services market to reach $25 billion by 2013 (“ Ranking of Top 30 Language Services Companies”),
nearly 90% of companies outsource some or all of their translation and localization work (“ Localization Vendor Management”) , and
67% of language buyers say that a vendor’s automation capabilities are important (“ Translation Management Technology ).

‘The global multi-lingual content delivery market is very fragmented. The combined revenues of the world’s top 30 translation firms
account for less than 27% of the overall market, and most are service-only agencies. If ranked by revenue, the top 30 language service
providers worldwide would account for approximately $3.8 billion of the $15 billion possible overall market in 2009 From the top
posrtron to the 30th position, revenue ranges from $461 million to $20 million.

The breakdown of LSPs in 2008, as outlined in the table below, reveals that small providers constitute a very large portion of this -
market. (CSA) Generally, these providers have little to offer in the way.of technology or value added services.

_Revenue. L » Number of LSPs

$1 million-$5 million

Market Size. According to Common Sense Advisory, the worldwide global multi-lingual content delivery market in 2009 was $15
billion and is expected to grow to $22 5 bllhon by 2012 and $25 billion by 2013 (* Ranktng of Top 30 Languuage Services .
Companies”)-. This equates’ into 4 16:76% compound annual growth rate over the five-year period. Human translation service§
account for over 90% of the global translation’market and are generally delivered through a network of freelance linguists that freely
associate among the LSPs on a per job basis. Nearly 90% of companies outsource some or all of their translation and localization
work (¢ Loca[zzatzon Vendor Management ) and 67 % of 1anguage buyers say that a vendor s automatron capabllmes are 1mportant “
Translatzon Management Technology ”) o
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2009 2010 2011

Market US$ US$ Us$
Share (%) Millions Millions Millions

United States

Row s 72 18 W tom _ 1a;

" Source: Projécted I.anguage Services Revenues for 2009-2013 in U.S. Millions of Dollars, Common Sense Advisory, Iﬁc.

The ability of a traditional LSP to compete is growing more challenging. While demand for the service may be rising, which should
allow for price increases, the buyers currently are demanding that providers hold or reduce prices. Without technological .
differentiation, a traditional LSP will continue to operate at a severe disadvantage, not only in its ability to manage the delivered cost,
but also to integrate dnd interoperate with technologies used by its clients such as content management systems and other enterprise
class business systems. ' "

Key Market Trends and Influences. Several distinct trends and influences within the global multi-lingual content delivery market have
emerged, and we believe they will provide significant opportunities for market innovation. The underlying motivators for many of
these include historic objectives such as cost reduction, quality improvement and faster cycle time. However, new factors are rapidly
‘becoming apparent, such as revenue growth derived from foreign market penetration, improving global customer experience and '
brand support worldwide. K ~

Competition

The global multi-lingual content delivery market is highly competitive and highly-fragmented with numerous existing competitors.
We believe the principal competitive factors in providing language translation solutions include the ability to provide a comprehensive
solution to customers; infrastructure that supports cost effective and high quality delivery to customers; project management expertise;
quality and speed of service delivery; and corporate reputation. We believe that we have competed favorably with respect to these
factors and have developed a strong reputation.in our industry. ’ SRR : :

While many potential customers utilize internal resources to address their translation and localization requirements, wé believe our
primary competition is external and within our industry. Competitors within our industry are categorized into three primary segments:
Language Service Providers, Technology Only Providers, and Technology-Enabled Service Providers.

Language Service Providers. The largest segment is comprised of competitors that offer only human language translation services
and make limited use of technology on either an internal basis or as part of their solution. These service vendors are abundant due to
low barriers to entry and often have only a small number of key, ongoing relationships. These providers make up the largest segment
‘of the translation market and account for approximately 75% of the number of industry participants. The challenge for these providers
is that they have little that differentiates them from other providers, with no technology and often unproven processes and quality
controls. We believe that such firms offer an opportunity to increase our scale, gain access to critical linguistic skills and also open
new geographic markets. We believe providing our technologies and business processes to thesé organizations will solidify their
account base and enhance their margins. ’ -

Technology Only Providers. The second segment consists of pure technology providers. This group is a disparate collection of point
solution and suite providers to enterprises for handling their own translation requirements. These technology solutions handle a wide
range of requirements and leave much to the customers to do on their own to integrate and operate across multiple applications.
Examples of competitive technology only companies are SDL Plc (SDL), Across Systems GmbH, Kilgray Translation Technologies,
LingoTek, Inc., Atril and Wordfast LLC. .

Within the category of technology only provider, there are two subsets. One subset consists of providers that serve the translator
market most often with what is referred to as Translation Memory tools (a data management application). Often these are inexpensive
productivity tools used by translators or small language service providers. The second subset are those technology providers that serve
corporaté enterprises. These providers operate beyond data management and include business process and analytics. These systems are
often referred to as Translation Management Systems (TMS). Technology providers as a whole represent a: very small portion. of
market participants. There has been a trend among the technology solution providers towards new, more nimble entrants embracing
SaaS$ architecture over the more traditional enterprise software model. fe



Technology-Enabled Servzce Providers. The third segment cons1sts of compames like us that combine both language translat1on
services and comprehensive technology solutions, often referred to as Technology-Enabled Service' Prov1ders The largest such .
company is publicly-held Lionbridge Technologies, Inc. (“Llonbndge”) with 2008 revenues of $461 million. There is only.a small -
number of Technology-Enabled Service Providers. Within this group, based on the 2008 Common Sense Advisory report, we enjoy
the highest ranking for our technology offermg, and we beheve 1t is the only fully featured, fully SaaS-enabled technology platform :
available. g

We believe that only two of the largest LSPs - SDL and Lionbridge provide legitimate technology offerings. Each takes a very _
different technological approach. SDL has acquired many technology companies, both directly relating to the global multi-lingual. .;; -
content delivery industry and others that are peripheral to the industry. We believe that this has alienated SDL from some buyers and
partners, as SDL directly competes with them. Lionbridge promotes a Saa$S solution. This solution utilizes a legacy technology
product called Logoport ™™ , which was originally designed as a Translation Memory solution. Lionbridge has: 1ncorporated some ‘web'
interfaces to th1s product.

We believe the remaining LSPs, while potentially competent in | the dehvery of language translation service;'do not possess srgmﬁcant :
technology. If they do, they are likely to be using Translation Memory tools to achleve some level of content reuse so-as’ to enable o
them to ‘make some technological value claim. ~ . at

Marketing and Sales

Substantially all of our revenues have been generated through our 1ntema1 drrect sales force and the efforts of our senior management
team. As of March 15, 2010, we had 15 direct sales professronals in the United States and Europe. o , ‘

Our sales force has developed relat1onsh1ps with an 1ncreasmg number of customers Our sales approach 1nvolves plannmg for a .
customer organization’s unique ongoing requirements, including future versions of products, and ongoing support, maintenance, and
training, related to both technology products and content. A significant focus of our near-term sales effort is to expand the breadth of .
services and solutions we offer to customers and to gain a larger pomon of their language translation business.

Customers

All of our customers sell products outside the United States and require content such as warnings, instructions, directions, and other., -,
information to be translated into a number of languages. Our customers are predominantly. Fortune 1000 companies in the technology,
medical, industrial, and manufacturing sectors. Most of otr customers are located in the United States, with a high concentration
located in the Midwest region. We anticipate that the percentage of our customers located outside of the Umted States will increase as,
we expand our sales efforts and Sajan Software hlres addmonal sales personnel R - R

Major Customers

All of our customers sell products outside the United States and require content such as warnings, instructions, directions, and other
information to be translated into a number of languages. Our customers are predominantly Fortune 1000 companies in the technology,
medical, industrial, and manufacturing sectors. Most of our customers are located in the United States, ‘with'a high concentration
located in the Midwest region. We anticipate that the percentage of our custoniers located outsrde of the Unlted States will increase’ as
we expand our sales efforts and Sajan Software hires additional sales’ personnel :

We derive a s1gn1ﬁcant portion of our revenues from a limited number of customers. For the year ended December 31, 2009 our
largest customer accounted for approximately 14% of our revenue, and our ten largest customers accounted for approxrmately 65% of
our revenue. :

Geographlc Areas of Operatlons

As an international organization, we generate revenues worldwide. During the year ended December 31, 2009 83% of our revenues
were generated within the United States and 17% were generated internationally. Currently, our largest mternatronal market is Spam
which accounted for 72% of our 1nternat10na1 revenues. . . =

Intellectual Property

The development, utilization and protection' of technology is an important component of our overall operatmg strategy We. have ﬁled/
a patent application with the U.S. Patent and Trademark Office covering aspects of our GCMS solution. We have not filed any
applications for patent protection in any country. other than the United States. As a result, we do not and will not have the right to .-«
enforce our rights under any United States patent, if issued t6 s, in any foreign country, or to prevent others in foreign countries from
utilizing our proprietary technology covered by that patent. We may apply for patent protection on our future technology
developments to the extent we believe such protection is available and economically warranted. Despite these efforts, others could
independently develop technology that is similar to our technology; or offer or sell products or services in foreign countries that use
our technology.
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We have registered and use domain names sajan.com, authoringcoach.com, and sajansoftware.com. We use, or intend to use, and
claim rights to various trade names and trademarks to identify our language translation services and products. We have obtained a

registered U.S. mark for the Sajan logo. We also use and claim rights to the “Sajan™ », “GCMS™”, “X-Content Integration™"”, “TMate™",
“Context IntellrgenceTM” and “Authoring CoachTM” marks.

We 1ntend to protect our 1nte11ectual property to the extent such protectlon is Warranted In addrtlon to efforts to obtam patent and
trademark rights, we rely on a combination of trade secret, license, nondisclosure and other contractual agreements and copynght laws
to protect our intellectual property rights. Existing trade secret and copyright laws afford us only limited protection. We enter into .
confidentiality agreements with our employees and contractors, and limit access to and distribution of our proprietary information.
These arrangements may not be adequate to deter misappropriation of our, _proprietary i mformatlon and we may not be able to detect
unauthorized use and take, appropnate steps to enforce our 1nte11ectual _property. rights.

Research and Development

During the years ended December 31, 2008 and 2009, we spent approximately $402,000 and $595 000 on research and development
representing approximately 3.8% and 4.7% of our total revenue, respectively. Research and development costs include expenses . .
related to software projects that we 1ntend to sell or market where technologrcal fea51b111ty has not been establrshed Research and
development expenses consist prnnanly of wages and benefits for product strategy and development personnel. We have focused our
research and development efforts more recently on the commercialization of the GCMS platforin and its component modules for *
general release and independent use by participants in the content globalization process and for the ability to host GCMS using cloud
computing methodologies. Functronal development has continued in parallel on 1mprov1ng ease of use, funcuonahty, scalablhty and
efﬁmency of TM processmg S

Our research and development pnmanly occurs in the Umted States Ind1a and Ireland. We expect: that on an annual basis, the dollar
amount of research and development expenses will increase as we continue to enhance and expand our product offenngs, but decrease
as a percentage of revenues, as we antrcrpate that our revenues W111 grow ata faster rate than the growth of research and development
spending.
Employees .
As of March 15, 2010, we had 75 full- time employees and one part-time employee. Our employees include software development
engineers, project managers language specialists, and graphic designers, as well as sales and marketing, quality assarance and
administrative team'members. We have approxrmately 60 employees in our River Falls, W1sconsm office, five employees in‘our
Dublin, Ireland office, and 10 employees in our New Delhi; India office. None of our employees is covered by a collective bargaining
agreement. ‘"We consider our relatlonslnp with our- employees to be good. In addition, we utilize the services of apprommately '
3,500 humian translators, all of whom are indépendent contractors, and utilize consultants to perform short-term pro_]ect-based services,
which is a more cost-effective strategy than hiring additional full-time employees. : :

Corporate Information -~ - F 2ot S R S e f;;_,:.: :
General
Our principal ofﬁces are located at 625 Wh1teta11 Boulevard Rlver Falls Wlsconsm 54022 Our telephone pumber i 1s (715) 426 9505

The Company s fiscal year runs from J anuary 1 through December 31 Nerther the Company nor any of its predecessors have been in
bankruptcy, receivership or any similar proceeding. N

ITEM 1A RISK 'FACTORS ‘

You should consider the followzng risk factors, in addition to the other tnformatton presented or mcorporated by reference znto thls
Annual Repoﬂ on Form 10- K in evaluatmg our buszness and your mvestment in us. e :

The Company’s commorn stock involves a high degree of Yisk. Investors and potentzal investors should carefully conszder the followzng
risk factors, together with all of the other information included in this report, before making investment decisions about shares of our
common stock. The risks and uncertainties described below are not the only risks and uncertainties facing the Company in the Juture.
Additional risks and uncertdinties not presently known or that-are currently ‘considered 0 be immaterial » may also materially and
adversely affect the Company’s business operations or the ‘stock price of the Company’s common stock. If any of thé  following ¥isks or
uncertainties occurs, the Company’s business, financial condition, operating results and future growth prospects could materzally
suﬁer In that event, the tradzng pnce of your seeurtttes could decllne, and you may lose all or part of your lnvestment

An Important Note on Languagé: The risk’ factors sections presented below refer to'Saj an, Inc. on a post—Merger basis and
unless otherw1se 1dent1ﬁed ﬁnan01a1 mformatlon refers to pre- Merger Sajan, Inc ‘
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Risk Related to Our Business and Industry

Our past results may not be mdlcatlve of future results and therefore, we may be unable to continue to grow at our historical
growth rates.

Sajan, Inc. began selling language translation services utilizing its proprietary technology in 2002 and generated only nominal
revenues during that year. From 2003 to 2009, however, revenué increased more rapidly. The annual revenues of Sajan, Inc. for the
year ended December 31, 2008 were approxrmately $10.7 ‘million and increased to $12.7 million in the year ended December 31,
2009. Increasing revenues by growing our business operation under the Sajan name is a key component of our strategy. These -
expansion plans have placed and may continue to place significant demands on our management and operat10na1 resources. You
should not consider recent revenue growth as indicative of our future performance. In fact, in future periods, we may not have any
revenue growth or our revenues could dechne R ~

We do not have long-term contracts with our customers who provnde us with recurrmg revenue, and our’ success will depend
on our ability to mamtam a hlgh level of customer satlsfactlon and a strong reputatlon m the global multl-lmgual content
delivery mdustry e
Our conu'acts with our customers who provide us with recurrmg revenue typrcally allow the customer to cancel the contract for any =
reason with 30 days prior notice to us. Our continued success therefore depends significantly on our ab111ty to meet or exceed the
expectations of these customers because most of such customers do not make long-term commitments to use our solutions. In
addition, if our reputation in the global multi-lingual content delivery 1ndustry is harmed or diminished for any reason, this may cause k'
our recurring revenue customers to terminate their relatlonshlps with us on short notice and seek alternatwe globahzatlon and
translation solutmns Ifa s1gmﬁcant number of recurring revenue customers terminate their relatlonshrps w1th us, our busmess results
of operanons and financial condition would be adversely affected in a’short penod of time.

Werely on a limited number of customers, and the loss of or reduction in revenue from a major customer could negatlvely
affect our busmess, financial condition and operatrons. v

Sajan derives a srgmﬁcant pqrtlon of our revenues from a lmnted number of large customers For the year ended December 31, 2009
our largest customer accounted for approx1mately 14% of our revenue, .and our ten largest customers ‘accounted for approxrmately
65% of our revenue. Asa result of the concentration of our revenue to a limited number of customers, we have expenenced
fluctuatlons in collection of our revenues. The loss of any major customer ora srgmﬁcant reduction in a large customer s.use of our
language | translatlon solutions could matenally reduce our revenue and cash ﬂow and adversely affect our business, ﬁnanc1al condition
and operations. ) ; , » e i
Contmued economic weakness and uncertainty « could adversely affect our revenue, lengthen our sales cycle. and mal(e it
difficult for us to forecast operating results accurately

Our revenues depend significantly on general economic conditions and the health of large compames that sell products
internationally. Economic weakness and ‘constrained globalization spending adversely affected our revenue growth'rates in 2009;.and
similar.and continuing circumstances may result in slower growth or reductions in our revenues and gross profits in the future We
have experienced, and may experience in the future, reduced spending in our business due to the current financial turmoil affectmg the
U.S. and global economy and other macroeconomic factors affecting spending behavior. Uncertainty about future economic
conditions makes it difficult for us to forecast operating results and to make decisions about future investments. In addition, economic
conditions or uncertainty may cause current and potential customers to reduce or delay globalization expenditures, mcludmg
‘purchases of our solutions. Our sales cycle may lengthen if purchasing decisions are delayed as a result of uncertain information -
technology or contracted development budgets or if contract negotiations become more protracted or dlfﬁcult as customers lustltute
additional internal approvals for globalization and information technology purchases. Delays or reductions in globalization and
information technology spending could have a material adverse effect on demand for our software and services, and consequently on-
our' business, ﬁnancral condition and results of operauons : ~ .

MW are unable to attract new. customers or sell addltlonal solutlons, or 1f our customers do not mcrease thelr use of our
iutrons, our revenue. growth and proﬁtablhty will be adversely affected. ,

To i mcrease our revenues and achleve and mamtam proﬁtablhty, we must regularly add new customers and sell additional solutrons,
and our customers must increase their use of our solutions they currently utilize. We intend to grow our business by hiring additional
inside sales personnel and i 1ncreasmg our marketing activities. If ' we are unable to hire or retain quality sales personnel, convert
customer prospects into paying customers, or ensure feness of our marketing programs, or if our existing or new. customers
“do not perceive our solutions to be of sufficiently high value and quality, we might not be able to increase sales, and our operating
results will be adversely affected. In addition, if we fail to sell our new solutions to existing or new customers, we will not generate
anticipated revenues from these solutions, our operating results will suffer and we might be unable to grow our revenues or achieve or
mamtam profitability.
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We have incurred operating losses in the past-and may incur operating losses-in the future.

For the years ended December 31, 2008 and 2009, Sajan generated net income of $234,000 and a net loss of $1.1 million,
respectively. Throughout most of our history, we have experienced net losses and negative cash flows from operations. We expect our
operating expenses to increase in the future as we expand our operations. Furthermore, as a public company, we will incur significant
legal, accounting and other expenses that we did not incur as a private company. If our revenues do not grow to offset these increased
expenses, we may not be profitable. We cannot assure you that we will be able to achieve or maintain profitability.

Our 1nab1hty to adapt to rapld technological change could i 1mpa1r our ability to remain competltlve.

The global multi-lingual content dehvery industry in which we compete is characterized by rapid technological change, 1nt1'0ductrons
of new products and evolving industry standards. Our ability to attract new customers and increase revenues from customers will
depend in significant part on our ability to anticipate industry standards and to continue to enhance existing solutions or introduce or
acquire new solutions on a timely basis to keep pace with technological developments. The success of any enhancement or new
solution depends on several factors, including the timely completion, introduction and market acceptance of any enhancement to our
solution. Any new solution we develop or acquire might not be introduced in a timely or cost-effective manner and might not achieve
the broad market acceptance necessary to generate significant revenues. If any of our competitors implements new technologies before
we are able to implement them, those competitors may be able to provide more effective solutions than ours at lower prices. Any delay
or failure in the introduction of new or enhanced solutions could adversely affect our business, results of operatlons and ﬁnanc1al
condition. :

Our business may be harmed by defects or errors in the services we provule to customers.

Many of the services we prov1de are critical to the business operatlons of our customers. Wh11e we maintain general liability
insurance, including coverage for errors and omissions, defects.or errors in the services we provide could interrupt our customers’
abilities to provide products and services to their customers, resulting in delayed or lost revenue. This could damage our reputation
through negative publicity, make it difficult to attract new and retain existing customers, and cause customers to terminate our
contracts and seek damages. We may incur additional costs to correct errors or defects. There can be no assurance that our general -
liability and errors and omissions insurance coverage will be avallable in amounts sufficient to cover one or more large clalms, or that
the-insurer W111 not disclaim coverage as to any future claims. :

An mterruptlon or fallure of our mformatlon technology and communications systems could i lmpalr our ablllty to effectwely
provide our services, which could damage our reputatlon and business. - . .

The provision of our services depends on the continuing operatlon of our 1nf0rmat10n technology and commumcatlons systems Any
damage to or failure of our systems could result in interruptions in our services. Interrupnons in our services could reduce our
revenues and profits, and the Sajan brand could be damaged if people believe our system is unreliable. Our systems are vulnerable to:
damage or interruption from terrorist attacks, floods, tornados, fires, power loss, telecommunications failures, computer viruses or -
attempts to harm our systems. Our data centers may be subject to break-ins, sabotage and intentional acts of vandalism, and to other
potential disruptions. Some of our systems may. not be fully redundant, and our disaster recovery planning may not be able to account
for all eventualities. The occurrence of a natural disaster, a decision to close a facility. we are using without adequate notice for
financial reasons, or other unanticipated problems at our data centers could result in lengthy interruptions in our services. Any ,
unscheduled interruption in our service will put a burden on.the entirg organization and would result in an immediate loss of revenue.
If we experience frequent or persistent system failures on our web site, our reputation and the Sajan brand could be permanently
harmed. The steps required to increase the reliability and redundancy of our systems are expensive, w111 reduce our operatmg margins,
and nay not be successful in reducmg the frequency or duratlon of unscheduled downtlme : -

The mtellectual property of our customers may be damaged mlsapproprlated stolen, or lost whlle in our possessron,
subjecting us to litigation and other adverse consequences. : :

In the course of providing globahzatlon and language translation services to our customers, we take possession of or are granted
access to certain intellectual property of such customers. If such intellectual propertyis damaged nnsappropnated stolen, or lo
could suffer, among other consequences:

e claims under indemnification provisions in customer agreernents or other liability for darnages; :

delayed or lost revenue due to adverse customer reaction;

negative publicity; and

litigation that could be costly and time consuming.

Any adverse impact attributable to any of the foregoing factors would have a material adverse effect on our business and revenues. -

11



We rely on third parties for key aspects.of the process of providing services to our customers, and any failure or interruption :
in the services provrded by these third partles could harm our ablllty to operate our busmess and damage our reputatlon

We rely-on thrrd-party vendors 1nolud1ng data center and bandw1dth provrders and -‘we also rely on third parties for key aspects of the
process of providing language translation services to our -customers. Our revenues.and margins are subject to-our ability to continue to
maintain satisfactory relationships with freelance linguists, who are in high demand worldwide for specific languages. Any disruption
in the network access.or co-location services provided by these third-party providers. or any failure of these third-party providers and
freelance linguists to handle current or higher volumes of use could significantly harm our business. Any financial or other difficulties
the providers face may have negative effects on;our business, the nature and extent of:which eannot be predicted: We exercise little
control over these third party vendors, which increases our vulnerability to problems with the services they provide. We also license
technology and related databases from third parties to facilitate aspects of our translation processes .and our data center and.
connectivity operations including, among others, Internet traffic management and search services. Any errors, failures, interruptions or
delays experienced in connection with these third-party technologies and information services could negatively impact our
relatlonshlps with customers and adversely affect the: Sa_]an ‘brand, and could expose us to liabilities to third pames =

Evolving regulatlon of the Intemet may increase:-our expendltures related to comphance -efforts, whlch may adversely affect
our. financxal condltlon . e S : v :

As Internet commerce contmues to evolve, 1ncreasmg regulanon by federal state or forergn agencies becomes more hkely We are -
particularly sensitive to these risks because the Internet is a critical component of our on-demand business model. In addition, taxation
of services provided over the Internet or other charges imposed by government agencies or by private organizations for accessing the
Internet may be imposed. Any regulation imposing greater fees for Internet use or restricting.information exchange over the Internet
could result in a dechne in the use of the Internet and the viability of Internet-based services, which could harm our business.

We depend on: mtellectzual property rlghts to protect proprletary technologles, although ‘we may not be able to successfully
protect these rlghts. :

We rely on our propnemry technology to enhance our software and service offerrngs We use a comblnatlon of paten.t trademark,
trade secret and copyright law:in addition to contractuat restrictions to protect our technology.-Although we have filed a:patent
application with the U.S. Patent and Trademark Office covering certain aspects of our technology, there can be no assurance that this-:
application will result in an issued patent or that such patent, if issued, would adequately protect our technology or provide us with a
competitive advantage:"We may-apply for patent protection on ourfutare technology-developments to the extent we believe such -~ -+
protection is available and economically warranted. However, theresis no assurance that-we will file'additional applications for patent:
protection in the United States or in other countries, that any application that we may file will result in an issued patent, or that any
issuéd patent will provide us with'a competitive advantage: We-have not filed any‘applications for patent protection in any:country -
other than the United States. ‘Asa result, we do not have the right'to enforce our rights' under any United States patent, if issued, in any
foreign country, or torprévent others in foreign:countries from utilizing:our proprietary technology covered by that patent. Despite our
efforts;, the¥é: can'be;no assurancé that others will not indeperidently develop technology that is:similar to our technology, or offer.or - :
sell products or setvices in foreign countries that utilize our technology: The development by others of technology that is similar to our
technology, or the sale of products or services in foreign countries that incorporate our technology, would harm our competrﬁve
position and have a materlal adverse effect on our busmess, results of operatrons and ﬁnan01al condition.:

We may be mvolved in dlsputes from tnne to tlme relatlng to our mtellectual property and the mtellectual property of third -
partles. S : i 5 .

We may become part1es to d1sputes from trme to trme over nghts and obhgatrons concermng mtellectual property, and we may not
prevail in these disputes. Third parties may raise claims against us alleging infringement or violation of the intellectual property of that
third party. Some third party intellectual property rights may: be extremely broad, and it may not be possible for us to conduct-our .
operations in such a way as to avoid violating those intellectual property rights. Any such intellectual property claim could subject us
to costly litigation and impose a significant strain on our financial resources and management personnel regardless of whether such
claim has merit. Our liability insurance, if any, many not cover potential claims of this type adequately ot at all, and we may be
required to.alter produets or-pay.monetary damages. or license fees to: third parties, which could have a material adverse affect on our
financial condition and results of operations. : ST

Our strategy includes pursulng acquisitions, and our potential inability to successfully mtegrate newly-acqulred compames,
businesses or technologles may-adversély afféct our financial results. '

We believe part of our growth will be driven by acquisitions of other companies or their businesses or technologies. If we complete
acquisitions, we face many risks commonly encountered with growth through acquisitions, including:

e incurring significantly higher than anticipated capital expenditures and operating expenses;
o fajling to assimilate the operations and personnel of the acquired company or business;

o .. disrupting our ongoing business;
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“ ‘e dissipating our management resources;

o failing to maintain uniform standards, controls and policies; and
- e impairing relationships with employees and customers as a result of changes in management.

Fully in_tegrating an acquired company, business or technology into our operations may take a significant amount of time. We cannot
assure you that we will be successful in overcoming these risks or any othier problems encountered with acquisitions. To the extent we
do not.successfully avoid or overcome the risks or problems related to any acquisitions, our results of operations and financial : ,
condition could be adversely affected. Future acquisitions also could impact our financial position and capital needs, and could cause’
substantial fluctuations in our quarterly and yearly results of ‘operations. Acquisitions could include significant goodwill and intangible
assets, which may result in future impairment charges that would reduce our stated earnings. '

Our ability to use our U.S. net operating loss carryforwards might be limited or eliminated.

Upon closing the Merger, we have net operating loss carryforwards of approximately $49.2 million, which are potentially available for
U.S. federal tax purposes. These loss carryforwards expire between 2015 and 2029. To the extent these net operating loss -
carryforwards are available, we intend to use them to reduce any corporate income tax liability associated with our operations. Section
382 of the U.S. Internal Revenue Code generally imposes an annual limitation on the amount of net operating loss carryforwards that
may be used to offset taxable income when.a corporation has undergone significant changes in stock ownership. As a result, prior or
future changes in ownership could put limitations on or eliminate the availability of our net operating loss carryforwards to offset any
profit. Rules governing the use of net operating loss carryforwards are complex, and-any use of our net operating loss carryforwards
could be challenged given our Company’s change of control in 2007. To the extent our use of net operating loss carryforwards is
significantly limited or eliminated, any income generated by us could be subject to corporate income tax earlier than if we were able to
use net operating loss carryforwards, which could result in lower profit. Future changes of control may result in additional expiration
of a portion of the remaining net operating loss carryforward before it can be used. The use of our carryforward is dependent upon the
Company attaining profitable operations in the future. :

The markets in which we operate are highly competitive, and our failure to compete successfully would make it difficult for u
to add and retain customers and would reduce or impede the growth of our business. o -

The markets for global multi-lingual content delivery software and services are increasingly competitive and global. We expect
competition to increase in the future both from existing competitors and new companies that may enter our markets. In addition to our
existing competitors, we may face competition in the future from companies that do not currently offer globalization or translation.
services, We may also face competition from internal globalization departments of Fortune 1000 and large emerging companies.
Technelogy companies, information technology services companies, business process outsourcing companies, web consulting firms,
technical support call centers, hosting companies and content management providers may choose to broaden their range of services to
include globalization or language translation as they expand their operations internationally. Increased competition could result in
pricing pressure, reduced sales, lower margins or the failure of our solutions to achieve or maintain broad market acceptance. o ‘
However, we cannot assure you that new or established competitors will not offer soli,lt_ions',that are superior to or lower in price than
ours. We may not have sufficient resources to continue the investments in all areas of software development and marketing needed to
maintain our competitive position. In addition, some of our competitors are better capitalized than us, which may provide them with
an advantage in developing, marketing or servicing new solutions. Increased competition could reduce our market share, revenues and
operating. margins, increase our costs, of operations and otherwise adversely affect our business.

If we fail to retain our Chief Executive Oft‘ieei"and other key perébnnel,"our business would be harmed and we might not be
able to implement our business plan successfully. :

Given the complex nature-of the technology on which our business is based and the speed with which such technology advances, our
future success is dependent, in large part, upon our ability to attract and retain highly qualified managerial, technical and sales
personnel. In particular, Shannon Zimmerman, President and Chief Executive Officer; Angel Zimmerman, Chief Operating Officer;
and Vern Hanzlik, Chief Marketing Officer and President of Sajan Software, are critical to the management of our business and
operations. Competition for talented personnel is intense, and we cannot be certain that we can retain our managerial, technical and
sales personnel or that we can attract, assimilate or retain such personnel in‘the future. Our inability to attract and retain such
personnel could have an adverse effect on our business, results of operations and financial condition.

In addition, we have not hired a full-time Chief Financial Officer. Mr. Zimmerman serves in that capacity on an interim basis. Until
we hire a full-time Chief Financial Officer, we dilute his ability to function in both capacities. This could have an adverse impact on
our ability to expand our product offerings and increase our business presence and operations. Further, our lack of a full-time Chief
Financial Officer will hinder our ability to prepare the consolidated financial statements and notes to consolidated financial statements
in accordance with US GAAP or to review the financial and other information prepared by external consultants and professionals to
ensure accuracy and completeness. ) ' o
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Our continued growth could strain our personnel resources and infrastructure, and if we are unable to implement appropriate
controls and procedures to manage our growth, we w1ll not be able to 1mplement our business plan successfully.

We have experienced a period of rapid growth in our headcount and operations. To the extent that we are able to sustain such growth
it will place a significant strain on our management, administrative, operational and financial infrastructure. Our success will depend
in part upon the ability of our senior management to manage this growth effectively. To do so, we must continue to hire, train and
manage new employees as needed. If our new hires perform poorly, or if we are unsuccessful in hiring, training, managing and
integrating these new employees, or if we are not successful in retaining our existing employees, our business would be harmed. To
manage the expected growth of our operations and personnel, we will need to continue to improve our operational, financial and
management controls and our reporting systems and procedures. The additional headcount we are adding will increase our cost base,
which will make it more difficult for us to offset any future revenue shortfalls by reducing expenses in the short term. If we fail to.
successfully manage our growth, we will be unable to execute our business plan.

We may be exposed to potential risks relatmg to mternal controls over financlal reportmg and our ablllty to have those
controls attested to by our mdependent registered public accounting firm. S ;

As a public company, we are required, pursuant to Sectlon 404 of the Sarbanes -Oxley Act of 2002, to furmsh a report by management
on, among other things, the effectiveness of our internal control over financial reporting. In addition, beginning for the year ending
December 31, 2010, the independent registered public accounting firm auditing our financial statements must also attest to and report-
on our management’s assessment of the effectiveness of our internal control over financial reporting as well as the operating
effectiveness of our internal controls. The operations of Sajan, Inc. have never been subject to these requirements, and our
management will be required to evaluate our internal control systems in order to allow.our management to report on, and our
independent auditors attest to, our internal controls as a required part of our Annual Report on: Form 10-K for the fiscal year endmg
December 31, 2010 which must be filed with the SEC on or before March 31, 2011

In planning and performing its audits of the consolidated financial statements of Sajan, Inc. as of December 31, 2008 and 2009, Baker
Tilly Virchow Krause, LLP, the independent registered public accounting firm of Sajan, Inc., identified a number of deficiencies in
internal control that it considered to be material weaknesses and other deficiencies that it considered to be significant deficiencies. A -
deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the normal -
course of performing their assigned functions, to prevent or detect and correct misstatements on a timely basis. A material weakness is
a deficiency, or combination of deficiencies in internal controls, such that there is a reasonable possibility that a material mlsstatement
of the entity’s financial statements will not be prevented or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or combination of deficiencies in internal control that is less severe than a material weakness, yet important enoughto:
merit attention by those charged with governance. As a result, we will be requlred to expend significant resources to develop the
necessary docuimentation and testing procedures required by Section 404, and there is a risk that we will not comply with all of the ~ *
necessary requirements. Accordingly, there can be no assurance we will receive any required attestation from our independent
registered public accounting firm. If we cannot remediate the material weaknesses in internal controls identified by our independent
registered public accounting firm, if we identify additional material weaknesses in internal controls that cannot be remediated in a -
timely manner, or we are unable to receive an attestation from our independent registered public accounting firm with respect to
internal controls, investors and others with whom we do business may lose conﬁdence in the rehablhty of our financial statements,
and in our ab111ty to obtain equity or debt ﬁnancmg could suffer.

Because our long-term success depends, in part, on our ability to expand the sales of our solutions to customers located
outside of the United States, our business will be susceptlble to l'lSkS assoclated with mternatlonal operatlons.

We have limited experience operating in foreign jurisdictions. In 2008 we opened Sajan-India in New Délhi, India, and in 2009, we
opened Sajan Software in Dublin, Ireland. Our inexperience in operating our business outside of North America increases the risk that
our current and any future international expansion efforts will not be successful. Conducting international operations subjects us to
risks that, generally, we have not faced in the United States, including: ,

o fluctuations in currency exchange rates; -

e unexpected changes in foreign regulatory\ reqnirements;

e longer accounts receivable payment cycles and difficulties in collecting accounts receivable;
o difficulties in managlng and stafﬁng international operat1ons

. potentlally adverse tax consequences, mcludmg the complexmes of foreign value- added tax systems and restrictions on the
repatriation of earnings; : :

o the burdens of complying with a wide variety of foreign laws and different legal standards, including laws and regulations
related to privacy;

e increased financial accounting and reporting burdens and complexities;
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o political, social and economic instability abroad, and terrorist attacks and security concerns in general; and

o reduced or varied protection for intellectual property rights in some countries. P e

The occurrence of any one of these risks could negatively affect our international business and, consequently, our results of operations
generally. Addltlonally, operating in international markets also requires significant management attention and financial resources. We ;
cannot be certain that the investment and additional resources required in estabhshmg, acqumng, operatmg or 1ntegrat1ng operatlons 1n
other countries-will produce desired levels of revenues or proﬁtablhty : ;

Our management has, llmlted experlence operatmg as a public company

The members of our current management have limited experience operating a public company. We have seven directors and four new
members of management. Of these individuals, only director and executive officer Vern Hanzlik and directors Michael W. Rogers,
Richard C. Perkins and Benno G. Sand, have experience managing a public company, Therefore, most of our officers and directors
have had limiteéd experience in complying with the various rules and regulations that are required of a public company. We may not be
able to operate successfully as a public company, even if our business operations are successful: Our inability to successfully operate
as a public company could have a material adverse effect on our busmess, ﬁnanc1a1 COIldlthIl and operatmg results and on our ability
to obtain equity or debt financing. L Lt » :

We cannot predict the outcome of the lawsuit with Tiberius or the lawsuit with Ms. Natzel, and an unfavorable outcome of
either of these lawsuits could have a material adverse effect on our business, financial condition and operating results.

As described in section titled “Legal Proceedings” above, MathStar and Sajan, among others, are parties to a lawsuit involving
Tiberius, and Sajan is a party to the lawsuit filed by Mary Jo Natzel. Although our management believes that Tiberius’s counterclaims
and Ms. Natzel’s claims are without merit, we cannot predict the outcome of either of these lawsuits. In the event of unexpected future
developments, it is possible that the ultimate resolution of these lawsuits, if unfavorable could have a material adverse effect on our
business, financial condition and operating results. Even if we ultimately prevail in the lawsuits, legal and other fees associated with
the lawsuits could be significant. In addition, there may also be adverse publicity associated with legal proceedings that could
negatively affect the perception of our busjness, regardless of whether the allegatlons made by Tiberius and Ms. Natzel are valid or
whether we are ultimately found liable. As a result ‘these 1awsu1ts may have a materlal adverse effect on our busmess financml .
condmon and operating results.

We may need addltlona] financmg in the future, whlch may not be avallable, and any such financmg will hkely dllute our
emstmg stockholders. e

We may reqmre add1t10na1 ﬁnancmg 1n the future which’ could be sought from a number of sources, 1nc1ud1ng, but not limited to,
additional sales of equity or debt securities or loans from banks or other financial institutions. There can be no certainty that any such
financing will be available.to us or, if available, on terms favorable to us. If additional funds are ralsed by the issuance of our equity
securities; such as through the i 1ssuance of stock convemble secuntles, or the i 1ssuance and exer01se of warrants then the ownershlp
interests-of our existing stockholders will be diluted and our ability to utilize accumulated net operating loss carryforwards could be
impaired or terrmnated If we raise additional funds by issuing debt or other instruments, we may become-subject to certain .
operat10na1 Ilmltatlons and such securities may have nghts senior to, those of our common stock. The current recession may cause any
debt or eqmty fmancmg to be more dlfflcult to obtain, more costly and more dilutive. If adequate funds are not available on acceptable,
terms, we may be unable to fund the operation or expansion of our business. Our failure to obtain any necessary financing in a tlmely
manner and on favorable terms could have a material adverse effect on our business strategy and on our financial performance and
stock price, and could require us to delay or abandon our growth strategy.

Risks Related to Ownership of Our Common Stock

An active trading market in our common stock may not develop or be adequately maintained, and our common stock rnay be subject
to volatlle price and volume ﬂuctuatlons

An active trading markét in our cominon stock may not develop or be adequately maintained. Shares of our comimon stock are quoted
on the Pink OTC Markets system and are not listed on any stock exchange, which may limit your ability to sell your shares in our
company. The overall market for securities in recent years has experienced extreme price and volume fluctuations that have
particularly affected the market prices of many smaller companies. These fluctuations have been extremely volatile‘and are often
unrelated or disproportionate to operating performance. Consequently, you may not be able to sell our common stock at prices equal to
or greater than the price you paid for your shares. n addition to the factors discussed elsewheré in this section, many factors, most of
whlch are ‘outside of our control could cause the market pnce of our common stock to decrease 51gmﬁcantly, 1nclud1ng

iy Jr e oo R PR I3 . . : £ SERTE RSt

. varlauons in our quarterly operatmg results, i

o decreases in market valuatlons of similar compames, o D — S,

s

e the fallure of secuntles analysts to cover our common stock or changes in ﬁnanmal estlmates by analysts who cover us, our
competltors or our 1ndustry, and - e N : ey
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o fluctuations.in stock market prices and volumes.

These broad market fluctuations could result in extreme fluctuations in the price of our common stock, which could cause a decline in
the value of our common stock. :

Our quarterly resuits of operatlons may ﬂuctuate in the future, which could result in volatlllty in our stock price.

Our quarterly revenues and results of operatlons have varled in the past and may ﬂuctuate asa result of a variety of factors. If our -
quarterly revenues or results of operations fluctuate, the price of our common stock could decline substantially. Fluctuations in our

results of operations may be due to a number of factors, including, but'not limited to, those listed below and identified throughout thls
“Risk Factors” sectlon

e our ability to retain and increase sales to current customers and atract new customers, 1nclud1ng our ab1hty to malntam and '
‘increase our number of recurnng revenue customers, S i

\,\

e “'the’ tnmng and success of mtroductlons of new solut:rons or upgrades by us or our competltors
e the strength of the economy, in partlcular as it affects globahzanon activity;

LI changes in our pricmg pohc:es ot those of our compeutors, i

. e o

. competmon, 1nclud1ng entry into the mdustry by new competltors and new offenngs by exrstmg compet1tors

e the amount and timing of expendrtures related to operatmg as a public company, expandmg our operatrons research and
development acqulsltlons or mtroducmg new soluuons and . ey

. changes in the payment terms for our solutlons.

Due to these and other factors, 1nclud1ng the risks d1scussed in this Current Report on Form 8-K, you ‘should not rely on quarter-to—
quarter compansons of our results of operations as an indication of our future peiformance.

Future sales of our shares may cause the market price of our securities to drop significantly, even if our business is doing well.

< The former Sajan stockholders will not be able to sell any of their shares of our common stock until August 23, 2010 (February 23, *
2011 for directors and executive officers). The presence of these additional shares trading in the public market may have an adverse
effect on the ‘market price of our common stock Any such sale could cause the market pnce of our common stock to declme

We may be unable to cause our securltres to be listed on the NASDAQ Stock Market, whrch could limit mvestors abrlrty fo
make transactlons in our secuntles and subject stockholders to additional trading restrlctlons. ‘

We intend. to contmue to be hsted on the Pink Quote system of the Pmk OTC Market untll such time we satlsfy the relevant’ hstmg
requlrements to have our cominon stock listed on the NASDAQ Global Market or the NASDAQ Caprtal Market. However ‘there can
be no assurancé we will ever be able to meet NASDAQ’s 1mt1al llstmg requuements, in Wthh case our secuntles may contmue to: be
listed ' on the Pmk OTC Market indefinitely. : '

If we are unable to cause our securities to be listed on the NASDAQ Stock Market, we and our stockholders could face significant
material adverse consequences, including:

e alimited availability of market quotations for our securities;

e adetermination that our common stock is a “penny stock,” which will require brokers trading in our common stock to adhere
... to.more stringent rules, possibly resulting in a reduced level of trading activity in the secondary trading market for our . . |
. common stock; " o o . e

e .-a limited -amount of *newsdand analyst coverage; and . .

e 2 decreased ability to issue ad_ditional securities or obtain addi‘tionall financing in the future.

Current members of our management owna srgmficant percentage of the outstandmg shares of our common stock, whlch
could limit other stockholders’ influence on corporate matters. ar

As of the closing of the Merger, Shannon Zimmerman and Angel Zimmerman, who are directors and executive officers after the
3 Merger, collectively own approximately 32.7% of the outstanding shares of our common stock. Accordingly, these individuals are
ablée’to exert substantial influence over our affairs, lncludmg the election and removal of directors and all other matters requiring "
stockholder approval, including the future merger, consolidation or sale of our company. This concentrated control could discourage
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others from initiating any potential merger, takeover, or other change-of-control transactions that may otherwise be beneficial to our
stockholders. Furthermore, this concentrated control will limit the practical effect of the stockholders’ participation in our corporate
matters, through stockholder votes and otherwise. As a result, the return on your investment in our common stock through the sale of
your shares could be adversely affected. ' ' : o g

Provisions in our charter documents, our Tax Benefit Preservation Plan, and Delaware law may inhibit a takeover, which- - -
could limit the price potential investors might be willing to pay in the future for our common stock and could entrench
management. ‘ ' o

Our certificate of incorporation and bylaws and our Tax Benefit Preservation Plan contain provisions that may discourage unsolicited’
takeover proposals that stockholders may consider to be in our best interests. Our board of directors has the ability to designate the
terms of and issue new series of preferred stock which could be issued to create different or greater voting rights which may affect an
acquiror’s ability to gain control of our company. Our Tax Benefit Preservation Plan, which is designed to protect our stockholder
value and safeguard valuable tax attributes by reducing the likelihood of an unintended ownership change, could also discourage a
change of control. As a Delaware corporation, we are subject to anti-takeover provisions under Delaware law, which could delay or
prevent a change of control. Together, these provisions may make it more difficult to remove management and may discourage '

transactions that otherwise could involve payment of a premium over prevailing market prices for our shares.

Our certificate of incorporation grants our board of directors the power to designate and issue additional shares of common
and preferred stock. o '

Our authorized capital consists of eighteen million shares of MathStar common stock and ten million shares of undesignated preferred
stock. Pursuant to authority granted by our certificate of incorporation, our board of directors, without any action by-our stockholders,
may designate and issue shares in such classes or series (including classes or series of preferred stock) as it deems appropriate, and
establish the rights, preferences, and privileges of such shares, including dividends, liquidation, and voting rights. The rights of
holders of other classes or series of preferred stock that may be issued could be superior to the rights of our common stock. The
designation and issuance of shares of capital stock having preferential rights could adversely affect other rights appurtenant to the
shares of our common stock. Any issuances of additional capital stock (common or preferred), will dilute the percentage of ownership
interest of our stockholders. - ‘ R : .

Our certificate of incorpoi'ation and bylaws limit directors’ liability to stockholdefs.

As permitted by Delaware law, our ¢ertificate of incorporation and bylaws provide that each director shall have no personal liability
for monetary damages for any breach of fiduciary duties to us, subject to certain exceptions. These provisions may reduce the
likelihood of derivative litigation against directors and may discourage stockholders from bringing a lawsuit against directors for any -
breach of our fiduciary duties. ‘ ' o ‘ ; '

We do libt intend to pay dividends on our common stock for the'foreseééble. future,

We currently intend to retain all future earnings for the operation and expansion of our business and, therefore, do not anticipate “
declaring or paying cash dividends on our common stock in the foreseeable future. Any payment of cash dividends on our common
stock will be at the discretion.of our board of directors and will depend upon our results of operations, earnings, capital requirements,
financial condition, future prospects, contractual restrictions and other factors deemed relevant by our board of directors. Therefore,
you should not expect to receive dividend income from shares of our common stock.

ITEM 1B UNRESOLVED STAFF COMMENTS
None.: o o ' ‘
ITEM 2 ‘ PROPERTIES :

Our primary operations are based in River Falls, Wisconsin, which is located approximately 20 miles east-of the Twin Cities in
Minnesota. We lease 16,000 square feet of office space from River Valley Business Center; LLC (“RVBC”) under two leases which
expire in January 2017. Rents for these facilities averaged approximately $26,000 per month during the year ended December 31,
2009. RVBC is a “related person” as defined in Item 404 of Regulation S-K of the SEC because it is controlled by Shannon and
Angela Zimmerman, each of whom is a principal executive officer and a director of our company. For finanicial accounting and
reporting purposes under ASC 810 ~ Consolidation, (formerly FIN 46(R)), the financial statements of RVBC have been consolidated
with the financial statements of Sajan, Inc. for the years ended December 31, 2008 and 2009. However, neither Sajan nor MathStar
has any direct economic interest in the assets of RVBC, nor is either the principal obligor'for any of the liabilities of RVBC. Asa - .-
result of the Merger, the financial statements of RVBC will not be consolidated with our financial statements for the year ending . '
December 31, 2010: o R e R S B

Sajan Software leases approximately 1,000 square feet of office space in Dublin, Ireland. Sajan-India leases approximatcly 2,000
square feet of office space in New Delhi, India. Combined rents for these facilities averaged approximately $4,000 dollars per month'
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durmg the year ended December 31,2009.-We: believe all:of our facilities are suitable and adequate for current operatmg needs

9

MathStar s pnmary locatlon before the Effec’uve Date of the Merger was in H1llsboro Oregon near Portland where we lease :
approximately 14,000 square feet of office space under a lease expiring on August 31, 2011. We also lease approxrmately 1,000 .
square feet in a facility near Minneapolis, Minnesota. Rents under these lease agreements averaged approxrmately $29,000 dollars per
montlr during the year ended December.31, 2009. As of December 31, 2009, we vacated the Hillsboro space, as we were no longer
using it. MathStar’s ﬁnan01als prior to the Merger recorded an accrual for the lease termination costs net present value, of $540 000.. -
dollars. A

ITEM 3 LEGAL PROCEEDINGS

Trbenus Lrtrgatlon ) )
As reported in MathStar s Quarterly Report on Form IO Q for the quarter ended September 30, 2009 ﬁled with the SEC on November
9, 2009, on October 8, 2009, legal counsel for Tiberius Caprtal IT, LLC (“Tiberius™), sent by emarl to MathStar’s legal counsel a copy
ofa Complalnt labeled “Draft — SubJect to Complet1on (the “Trbenus Complaint”). The Trbenus Complarnt named leemus B
1nd1v1dually and on behalf of all others similarly situated, as plaintiff. It named MathStar Feltl and Company (‘Feltl”) Sajan Inc
-Perkins Capital Management, Inc Richard C. Perkins, Merrill A. McPeak, Benno G. Sand, John C. Feltl and Joseph P. Sullivan, as
defendants (collectrvely, the “Mrnnesota Parties”). Mr. Perkins and Mr. Sand are members of MathStar’s board of drrectors and
Merrill A. McPeak served as & director of MathStar from the date the 11t1gat10n commenced through the Effecuve Date (collectrvely,
the “MathStar Directors”™).

The Tiberius Complamt stated that Trbenus gvas brmgmg a class actron lawsurt on behalf of a class (the “Class”) consrstmg of all _
those who purchased MathStar s securities between May 11, 2009 and September 30, 2009. The caption 6n the Tiberius Complarnt '
stated that it was to be filed in the United States, District Court for the Southern District of New York. The T1ber1us Complamt alleged?
(1) violations of Sectlon 13(d). of the Exchange Act and the Rules of the SEC thereunder agarnst the anesota Parties’ except SaJan,
Inc. for, alleged farlure to report that such Minnesota Parties were actmg as a “group” for purposes of purchasrng MathStar’ S shares of
common stock ) breaches of Sectlon 14(a). of the Exchange Act and the Rules of the SEC thereunder agamst the anesota Partles '
except Sajan ‘Inc. for alleged misstatements in MathStar’s proxy statement filed with the SEC on June 17, 2009 (the “Proxy ’
Statement”) and in connection with MathStar’s annual meeting of stockholders held on July 10, 2009; (3) violations of Section lO(b)
of the Exchange Act and Rule 10b-5 promulgated by the SEC thereunder agarnst the Minnesota Parties except Sajan, Inc. for alleged,
misstatements made in the Proxy Statement and in an alleged fraud on the market by such Minnesota Partles 4 violations of Section
14 of the Exchange Act and Rule 14e-3 promulgated by the SEC thereunder agamst the Minnesota Parties except Sajan Inc. for
actions taken by such Minnesota Part1es in connectron with an alleged “creeping’ tender offer; (5) control party 11ab111ty under Section
20(a) of the Exchange Act against the MathStar Drrectors for alleged violations of Sectrons 14(a) and l4(e) of the Exchange Act and
Rule 10b-5 thereunder; (6) breach of f1duc1ary duty against the MathStar Directors; and (7) civil conspiracy agarnst the anesota
Parties. In the Tiberius Complaint, Tiberius requested that the Court enter a judgment in favor of Tiberius and the Class and agamst _
the Minnesota Parties declaring that MathStar violated “§ 10b-5, §13d, §14a and §14¢” of the Exchange . Act and rules promulgated
thereunder, including Regulation FD; enter judgment in “favor of Tiberius and the Class and against the MathStar Directors i inthe =~
amount of $10 million in compensatory and punitive damages; award Tiberius all of its costs incurred i in connection with the act1on
1nclud1ng reasonable attorneys fees and grant such other and further rehef as the Court deems to be Just and equrtable o

On October 14, 2009 the Minnesota Partiés filed a Complamt in the United States District Court for the District of anesota Tl
captioned “MathStar, Inc., Feltl and Company, Inc., SaJan Inc., Perkins Capital Management Inc:, Richard C. Perkins, Merrill A,
McPeak, Benno G. Sand, John C. Feltl and Joseph P. Sullivan, Plairitiffs, v: Tibérius Capital II, LLC, Defendant” (the “Minnésotd =~
Complaint”). In the Minnesota Complaint, the Minnesota Parties state that Tiberius is threatening to bring a class action lawsuit ‘f ol
against them, as set forth in the Tiberius Complaint. The Minnesota Complaint also alleges a claim of tortious interferénce with
prospective economic advantage against Tiberius on behalf of MathStar, Sajan, Inc. and Feltl. The Minnesota Complaint requests
judgment in favor of the Minnesota Parties declaring that their actions described in the Minnesota Complaint were lawful; declaring’
that the Minnesota Parties have not violated any legal duties to Tiberius; declaring that the proposed Tiberius Complaint is without .
merit; awarding money damages to MathStar, Sajan, Inc. and Feltl in an amount to be determined at trial to compensate such
Minnesoata Parties for Tiberius’ tortious interference with their:economic advantage; awarding the Minnesota-Parties their costs,
disbursements and reasonable dttorneys’ fees; and awarding the Minnesota Parties such other-and further relief as the Court deems to
be Just proper and equttable The Minnesota: Complalnt was served on Trbenus on October 2.1;, 2009..

On N ovember 9, 2009 T;tberrus served and ﬁled 1ts Answer and Counterclarm denyrng 11ab111ty under the M1nnesota Complamt and "
assertlng substantrally the: same: clarms set forth in the T1ber1us Complamt and, in addltlon, asserting common law cla;ms for fraud
prospectrvely advantageous, successful ;completron of its tender offer for MathStar s shares of common stock On December 18,2009,
Tiberius served and; filed an. Answer and Amended Counterclatm in which it added a jurisdictional allegation: and asserted clarms for “
declaratory relief under its other claims. The Minnesota Parties filed timely motions to dismiss the Counterclaim and Amended
Counterclaim on several grounds. The motions were fully briefed, and oral arguments took place before the Court on February 9
2010.. A'ruling en-the motions is expected the spring of 2010. A case:scheduling conference was held on January 14, 2010-before the :
Magistrate:Judge, at which it' was determined that a schedule will be éstablished following a ruling on the metions. . We believe the ;. -
claims are without merit and plan to vigorously defend this lawsuit.
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An Impértant Note on Language: The following section refers to Sajan, Inc. on a pre-Merger basis, as a privately-held
Minnesota corporation, now known as Sajan, LLC post-Merger.

Litigation by Sajan, Inc. Stockholder

On February 11, 2010, Mary Jo Natzel, a shareholder of Sajan, Inc., initiated a lawsuit against Shannon Zimmerman and Angel
Zimmerman (the “Zimmermans”) and Sajan, Inc. in the Minnesota District Court, Hennepin County, Fourth Judicial District. Ms.
Natzel seeks declaratory, injunctive and monetary relief in an amount in excess of $50,000 against Sajan, Inc. and the Zimmermans.
The Natzel complaint relates to an October 2001 stock split alleged to be ineffective as to Shannon Zimmerman'’s shares and resulting
underpayment to Ms. Natzel of distributions made by Sajan, Inc. while it was a corporation taxed under Subchapter S of the Internal
Revenue Code. The complaint also alleges oral misrepresentations-in 2001 by Mr. Zimmerman to Howard Natzel, the spouse of Mary
Jo Natzel, regarding the dollar amount of cash invested by the Zimmermans into Sajan, Inc. prior to Mr. Natzel’s investment in
October 2001 of $50,000 to purchase shares of common stock of Sajan, Inc. The complaint alleges breaches by the Zimmermans of
their duties to Ms. Natzel entitling her to relief under common law, Minnesota Statutes Section 316.03, and Minnesota Statutes
Chapter 302A; illegal conduct or actions by the Zimmermans unfairly prejudicial towards Ms. Natzel under Minnesota Statues Section
302A.751 and Section 205A.467; underpayment of Subchapter S distributions; declaratory judgments that each of the Zimmermans
owns 225 shares of common stock of Sajan, Inc. prior to the Effective Date; injunctive relief prohibiting Sajan, Inc. and the
Zimmermans from distributing the Merger proceeds to the Zimmermans or ordering the Zimmermans to deposit the Merger proceeds
into the court and ordering the Zimmermans and Sajan, Inc. to calculate and pay supplemental Subchapter S distributions to the former
stockholders of Sajan, Inc.; and an order requiring the Zimmermans to disgorge and pay to Ms. Natzel the amount by which they have
been unjustly enriched to Ms. Natzel’s detriment. In the Merger, Sajan, LLC assumed the obligations of Sajan, Inc. On February 24,
2010, we received a notice of motion for temporary restraining order banning the distribution to the former stockholders of Sajan, Inc.
any of the proceeds to be received in the Merger: After a hearing on February 25, 2010, the motion was denied. The Company and the
Zimimermans served and filed their Joint and Separate Answer on March 3, 2010. We anticipate that the court will issue a scheduling
order in mid-2010. We believe the claims are without merit and intend to vigorously defend this lawsuit.

ITEM4 RESERVED
PARTII -

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

Since Oétober- 23, 2008, our common stock has been quoted on the Pink Qtiote system of the Pink OTC Markets. From October 27,
2005 through October 23, 2008, our common stock was listed on the NASDAQ Market, LLC under the symbol “MATH”. Before
October 27, 2005, there was no public market for our common stock. '

The followmg table shows the high and low sales prices for our common stock.as reported on the NASDAQ Stock Market, LLC or the
Pink OTC Markets, as applicable, for the 2009 and 2008 fiscal quarters. The high and low sale prices reported on the Pink OT C
Markets reflect inter-dealer prices, without reta11 mark-up, mark-down or commission and may not necessarily reflect actual
transactions.

Market Price (high/low)
2008

For the Fiscal Year

$ 122-080 %8 290-1.05

Second Quarter

1.09 - 0.66
Fourth Quarter

As of March 15, 2010, we had approximately 209 record holders of our common stock.

Dividend Policy

Holders of our common stock are entitled to receive such dividends as are declared by our-board of dlrectors out of funds legally
available for the payment of dividends. We presently intend to retain any earnings to fund the development of our
business. Accordingly, we do not anticipate paying any dividends on our common stock for the forseeable future. Any future
determination as to declaration and payment of dividends will be made at the discretion of our board of directors.
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ITEM 6 SELECTED FINANCIAL DATA

Not applicable.

ITEM7 MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (in thousands) '

An Important Note on Language : <
e Results of Operatlons refer to MathStar Inc. on a pre merger bas1s

‘,' . Liquidity and Cap1ta1 Resources refers to both MathStar Inc. and Sa]an, Inc. hlstorlcally and des1gnate as such n the
respective sections.

e  Sources of Capital and Uses of Cap_ital refers to Sajan, Ine.von a prerMerger- and post-Merger basis, respectivé_ly, _ A1 ,

o +The consolidated ﬁnanmal statements and accompanymg notes to the consohdated fmancral staternents refer to MathStar
*. Inc. on a pre- Merger basis. . e o .

The following discussion should be read in conjunction with the financial statements and related notes that appedr elsewkere in thts
Annual Report on Form 1 0 K. This discussion contains forward-looking statements that involve significant uncertainties. Our. actual
results could differ materzally from those anticipatéd in these forward-looking statements as a result of various factors, mcludmg "
those discussed in “Risk Factors” elsewhere in this report. For further information, see the sectzon tztled “Cautzonary Notzce AR
Regardmg Forward-Looking Statements” above , e

BUSINESS OVERVIEW

Until we curtailed operations in the second quarter of 2008, we were a fabless semiconductor company engaged in the development,
marketing and selling of our high-performance, programmable platform FPOA chips and design tools required to program our chips.
During the three months ended March 31, 2008, sales did not materialize as expected, and the development of the next generation of
FPOA féll behind schedule. As a result, on May 20, 2008, the Board of Directors voted to suspend research and‘development act1v1t1es
and curtail ongoing operations while analyzing strategic alternatives. The Board of Directors exploted these strategic alternatives,
which included restarting the company, merging with or acquiring another company, increasing operations in another structure or -
liquidation: We engaged a third party-investment bankmg firmto explore the sale of intellectual property and patents and potentlal

" merger.and acquisition alternatives. : : ; :

RESULTS OF OPERATIONS: o
YEAR ENDED DECEMBER 31, 2009 COMPARED TO YEAR ENDED DECEMBER 31,2008 o L

Revenues and Cost of Revenues We recogmzed revenues for the year ended December.31, 2009 of $.10 rmlhon comparedto 3. 54
million for the year ended December 31, 2008. Revenue in 2009 consisted of one sale of FPOAs to one customer. Revenues in 2_008
consisted of the sale of production chips of $.53 million and $.004 million in evaluation boards. Cost of revenues was $.11 million and
$1.20 million for the years ended December 31, 2009 and 2008, respectively. Cost of revenues for 2008 consisted of product costs of
$.04 million, scrap costs of $.37 million, a noncash charge to increase the excess and obsolete inventory reserve of $.78 million, and
other costs of $.01 million. The scrap costs in 2008 were for proprietary inventory that could not be sold and was subsequent}y
disposed. The excess and obsolete inventory reserve was required because, due to our curtailed sales and operatrons we are unable to
determine the probability of future FPOA sales. :

Research and Development. Research and development costs decreased 99% or $7.23 million to $.04 million for the year ended.. :
December 31, 2009 compared to $7.27 million for the year ended December 31, 2008. The $7.23 million decrease was primarily the
result of our continued suspended research and development activities based on our Board of Directors' 2008 decision to curtail | "
operations that decreased employee related expenses of $2.80 million, consulting and contractor payments of $1.58 million, desrgn
tool costs of $2.10 million, application IP charges of $.52 million, building and equipment rent of $.12 million, maintenance costs of
$.02 million, recruiting and other costs of $.06 million, and. travel costs of $.05 million. ; :

Selling, General and Administrative. Selling, general and administrative costs decreased 54% or $2.55 million to $2.20 million for .
the year ended December 31, 2009 from $4.75 million for the year ended December 31, 2008. The $2.55 million decrease was
primarily the result of sales activities being suspended and general activities being reduced as the Board of Directors continued
curtailed operations while evaluating strategic options. Decreased expenses include compensation costs of $1.90 million, advertising
and product promotions of $.04 million, travel of $.26 million, insurance of $.04 million, computer hardware and software expenses of
$.06 million and general expenses due to curtailing operations of $.56 million offset by increased investment banking activity costs of-
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$.17 million and an increase in consulting and contract fees of $.14 million with the use of consultants rather than employees and
additional professional fees.

Restructuring and Impairment Charges. For the year ended December 31, 2009, we recorded restructuring and impairment charges of
$.59 million. On December 31, 2008, we recorded restrué¢turing and impairment charges of $2.62 million. See further discussion of
these restructuring and impairment charges in Note 3 of the consolidated financial statements.

Other Income (Expense). Other income for the year ended December 31, 2009 consisted of interest income on invested cash balances
of $0.09 million. Other income for the year ended December 31, 2008 of $.68 million consisted of interest 1ncome ‘on invested cash
balances and foreign currency losses of $.70 million and $.02 million, respectively. - :

LIQUIDITY AND CAPITAL RESOURCES o
MathStar Historical Financial Results (pre-Merger)

As of December 31, 2009, our future capital requirements depended on many factors, including the strategic direction the company
chose, sales levels, the type and structure of any stratégic transaction chosen, and working capital needs. The Company believed its
cash on hand and investment securities would be sufficient to meet current obligations as well as projected expenditures for the next
twelve months at current spending levels. However, long-term financing requirements would depend significantly on the strategic
direction chosen and could not be quantified until a strategic alternative was de01ded\ :

Net Cash Used in Operating Activities

Net cash used in operating activities was $2.07 million and $14.05 million for the years ended December 31, 2009 and 2008,
respectively. Net cash used for operating activities for the year ended December 31, 2009 was to fund our hnnted operanons Net ,,
cash used for operating activities for the year December 31, 2008 was for severance and shut down expenses of $2.62 million, costs '
associated with evaluating strategic alternatives of $.11 million and general operating costs of $11.32 million.

Net Cash Provided by Investing Activities

For the years ended December 31, 2009 and 2008, cash prov1ded by investing activities ‘was $3.36 million and $21.48 million,
respectively. Net cash provided by investing activities for the year ended December 31, 2009 related to proceeds from the sale of held-
to-maturity and available-for-sale securities. Net cash provided in 2008 was from the sale of investment securities less the purchase of
lab equipment. - ; = B

Net Cash Provided by Financing Activities

Net cash provided by financing activities was $0 for both years ended December 31, 2009 and 2008. ’l‘%he:netr effect of exchange rate
changes for the year ended December 31, 2008 was $.01 million. o

Contractual Cash Obligations

; PRESST W

The following tables show the future payments that we are obligated to make based on agreements in place as of December 31 2009
(in thousands), these expenses are for non—cancellable comrmtments for des1gn llcenses and operatmg leases T

The Company has entered into a non—cancellable long-term commitment with Synopsys in 2008 for the: purchase of des1gn tools .
Payments under this agreement for the years ended December 31, 2009 and 2008 were $.30 million and $0, respectively. Payments
under this agreement will be $.20 million during the year ending December 31, 2010 and are included #n accrued liabilities on our -
balance sheet.

The Company leases its ofﬁce and research facilities and certain office equipment under non:cancellable operatmg leases Total* fént -
expense under these operating leases was $.33 million and $.37 million for the years ended December 31,2009 and 2008, = e
respectively. Payments under these agreements will be $ 36 rmlhon durmg the year endmg December 31, 2010 and $ 26 m]lhon i
during the year ending December 31, 2011 i , R -

Future minimum lease payments under non—cancellable operating leases at December 31 2009 are as follows (m thousands)

December 31 L Obligations in; SRRIREEREETE s P
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Summary cash flow data pre-Merger is as follows:(in thousands): . -

) MathStar, Inc.
R T L " Years Ended December 31;
: . o ‘ T 2009 2008

Operating activities . -

Financing activities - -

#: ~«Cash, end of 'year B s ' ;, A ' $

At December 31, 2009 we had cash of $13.1 million compared to cash of $11.77 million on December 31, 2008. The primary use of
our cash during the year ended December 31, 2009 resulted from funding our limited operations. The increase in cash resulted mainly
from investing activities from the sale of our available-for-sale.

Sajan Historical Financial Results (pre-Merger)

The summary cash flow data below represents cash flows provrded and used by operating, investing and ﬁnancmg activities (1n o
thousands) of Sajan for the years ended December 31, 2009 and 2008 and predate the Merger w1th MathStar

Years Ended December 31,
2009 2008

Operating activities

Effect of exchange rate chz;lges in cash and cash
equivalents

Cash, end of year , : $ - 121 $ 381

SaJan s Sources of Capltal (pre-Merger)

At December 31 2009 Sajan s pnncrpal source of 11qu1d1ty was our bank hne of credit, as we were in a net borrowmg posmon From
inception until 2006, we were funded largely by internally generated funds, bank loans and customer advances. In 2006, we rmsed
$2.0 million of outs1de capxtal to fund 1nvestments in their sales and marketmg orgamzatron to accelerate growth. '

3

Sajan’s , Uses of Capital (post-Merger)

Sajan’s primary uses of capital resources to date have been to fund operating activities and expansion of business operations
internationally. The capital obtained by way of the recent merger will be used to grow and support the business in a variety of
different ways. ‘The Company intends to increase investments in research and development. This will help extend Sajan's :
differentiation and provided greater value to.its global clients. We have a product roadmap influenced heavily by voice of market and;
will seek to accelerate key feature releases. We also intend to use its capital for purchasing strategic companies which add benefit to

- Sajan. This may include both language translation service companies and technology compames Fmally, we will invest in more
aggressive sales and matketing initiatives to assist in overall business growth. : :

Since the Merger and in the immediate future, we anticipate that we will generate positive cash flow from operations, but we may

require investment capital to fund monthly cash flow requirements, investments in our organizational infrastructure for the launch of

our business products and, potentially, for acquisitions. This was a primary motivation for the Merger, in addition to providing access
to public market securities for the liuidity of former Sajan stockholders and also access to capital on an efficient basis.
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Following the completion of the Merger, we believe that our cash, .cash equivalents and marketable securities and operating cash flows
will be sufficient to meet our working capital and capital expenditure requirements for at least the next 12 months. Thereafter, we may
need to raise additional funds through public or private financings or borrowings to fund our operations, to develop or enhance . -
products, to fund expansion, to respond to competitive pressures or to acquire complementary products, businesses or technologies. If
required, additional financing may not be available on terms that are favorable to us, if at all. If we raise additional funds through the
issuance of equity or convertible debt securities, the percentage ownership of our stockholders will be reduced and these securities
might have rights, preferences and privileges senior to-those of our current stockholders or we may be subject to covenants that restrict
how we conduct our business. No assurance can be given that additional financing will be available or that, if available, such financing
can be obtained on terms favorable to our stockholders and us.

Since January 1, 2007, inflation and changing prices have not had a material effect on our business. In light of the current economic
recession, we are unable to predict whether inflation or changing prices will materially affect our business in the foreseeable future.

CRITICAL ACCOUNTING POLICIES

MathStar’s consolidated financial statements and accompanying notes have been prepared in accordance with accounting principles
generally accepted in the United States of America applied on a consistent basis. The preparation of these consolidated financial
statements requires us to make a number of estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues
and expenses during the reporting periods. We evaluate these estimates and assumptions on an ongoing basis. We base these '
estimates on the information currently available to us and on various other assumptions that we believe are reasonable under the
circumstances. Actual results could vary materially from these estimates under different assumptions or conditions.

Our significant accounting policies are discussed in Note 2, “Significant Accounting Policies,” of the notes to our audited consolidated
financial statements included in this report. We believe that the following critical accounting policies affect the more significant
estimates and assumptions used in the preparation of our consolidated financial statements:

Revenue Recognition

MathStar recognizes revenue as services are performed and amounts are earned. We consider amounts to be earned when

(1) persuasive evidence of an arrangement has been obtained; (2) services are delivered; (3) the fee is fixed or determinable; and
(4) collection is reasonably assured. Determination of criteria (3) and (4) is based on management’s judgments regarding the fixed
nature of the fee charged for services rendered and products delivered and the ability to collect those fees.

Certain of our production chip sales are made to distributors under agreements providing price protection and right of return on unsold
merchandise. Revenue and cost relating to such distributor sales are deferred until the product is sold by the distributor or return
pnvﬂeges and price protection rights terminate, at which time related estimated distributor resale revenue, estlmated effects of
distributor price adjustments, and estimated costs are reflected in income.

For arrangements with multiple elements, we recognize revenue when vendor-specific objective evidence ("VSOE") exists for all
undelivered elements of the arrangement or at the point when all elements have been delivered. We do not provide software
maintenance and support or have any continuing obligations post delivery. When more than one element is contained in a single
arrangement, we allocate revenue in accordance with ASC 605-25-5, Multiple-Element Arrangements , based on objective evidence
of fair value, provided that each element meets the criteria as a separate unit of accounting. An item is cons1dered a separate unit of
accounting if it has value to the customer on a standalone basis and there is objective and verifiable evidence of the fair value of the
separate element. Fair value is generally determined based upon the price charged when the element is sold separately. For most
multiple element arrangements to date the fair value of each element has not been objectively determinable; therefore; all revenue
under such arrangements has been recognized on delivery of the final element in the arrangement

_ Research and Development

Research and development expenses represent costs incurred for designing and engineering our FPOA chip and developing design
tools and applications to enable customers to more easily program our chip. Research and development expenses consist primarily of
salaries and related costs of our engineering organization; fees paid to third party consultants associated with chip and application-
development; an allocation of facilities; and depreciation expenses. We expense all research and development costs related to the
development of our FPOA chips. Development of certain design tools and application IP includes software available for resale. Such -
research and development expenses are required to be expensed until the technological feasibility of the software is established.

Accounts Receivable

Accounts receivable are initially recorded at invoice value upon the shipment of products or services to customers. They are stated net,
of allewances for uncollectible accounts, which represent estimated losses resulting from the inability of customers to make the '

requlred payments. When determining the allowances for uncollectible accounts, we take several factors into consideration, mcludmg it
our prior history of accounts receivable write-offs, the type of customer and our knowledge of specific customers. T
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Inventory
Inventory is valued at the lower of cost ar-market and held as an asset until such time as it is consumed or sold. Inventory is consumed
on a first in, first out basis. On a quarterly basis, management reviews the inventory balance for inventory that is not forecasted to be
used in the normal course of business. A reserve will be established for any amount deemed excessive or obsolete. This will resultin a
non-cash charge to-costof sales. If and when the inventory is written off, the inventory reduction is offset against the reserve. If the -
level of future sales differs significantly from that of the forecast, any future inventory write-off could result in additional charges to

the income statement.

Stock-Based Compensation

We measure stock-based compensation expense based on the fair value of the award on the date of grant. We recognize compénSation
expense for the fair value of restricted stock grants issiied based on the. closing stock price on the date of grant and account for”
restricted stock by amortizing the grant date fair value over the vesting period.

We account for stock-based compensation to nonemployees using the fair value method prescribed by ASC 505 - Equity.
Compensation cost for awards granted to nonemployees is measured based on the fair value of the award at the measurement date, *
which is'thé date performénce is satisfied or services are rendered by the nonerhployee. Compensation cost is remeasured each-period
prior to the est'a_l_)lish’pmnt of the measurement date. Compensation costs, if any, are amortized over the underlying awards vesting
terms. T R e oo ’ - .

Y

The application of ASC 718 <Compensation — Stock Compensation includes the use of ‘a number of estimates to compute the fair
value of options granted. Such estimates include the use of an appropriate valuation model, and assumptions including stock price -
volatility, expected terms and forfeiture rates. We have developed an index based on five comparable companies within the
sé”"corfd@ictor‘ industry to use as a volatility index due to the short period of time we have been public. Average option life has been
calculated ‘using the "simplified” method as prescribed in SEC Staff Accounting Bulletin 107. Estimated forfeiture rates are :
determined based on historical results. Changes in such assumptions could have a material impact on the financial statements. The
only awards remaining are to the officers remaining as employees and members of the Board of Directors.

Capitalization of Software

We were developing certain design tool software and application IP for use on its FPOA chips. The accounting for development costs
of these applications is covered under ASC 985, " Accounting for the Cost of Computer Software to be Sold, Leased, or Otherwise
Marketed." Software development costs are capitalized once technological feasibility of an application is established and such costs
are determined to be recoverable. Judgment is required in determining when technological feasibility is established, and this
detérmination is evaluated on a project by project basis. For design tools and basic application IP of established algorithms, we define
technological feasibility of an application development project to be'the point at which a feasibility assessmerit is complete afid a
detailed technical design document is established. For design tools and complex applications of new algorithms or-where a technical
design document is not sufficiently detailed, technological feasibility is the point at which a working model has been created. All costs
incurred prior to establishing technological feasibility are expensed when incurred and are included within research and development
expense. Costs after that date are capitalized and then amortized to cost of sales based on the greater of a straight-line basis over the
useful life of the applicationis or the ratio of current sales to the total current and anticipated future sales. "

Wwé '?valuage future f@covéfability of papitalized' 'amounts ona quarterly basis. The recoverability of capitalized application software is
evaluated based on estimated future revenues of each specific application reduced by the future costs of completing and disposing of
that product. - 4 o ‘ T S ' | T ,

¢

Investments’-

The Company invests available funds in government securities, money market funds and high quality securities. The investment
criteria is based on the desire to preserve capital, maintain adequate balances to meet obligations, minimize risk of principal loss, and *
yield maximization within the investment guidelines. Trading and available-for-sale securities are valued at fair value and held-to-
maturity securities are reported at amortized cost. U AT e e : ‘ A

Incomeé ' Taxes )

We account for income taxes in accordance with ASC 740 Accounting for Income Taxes. The asset and liability approach of ASC 740
requires the récognition of deferred tax assets and liabilities for the tax consequences of temporary differences between the tax bases
of assets and liabilities and their carrying amounts for financial reporting purposes using enacted tax rates in effect for the years in
which the differences are expected to reverse. We have recorded a full valuation allowance to offset our net deferred tax assets based
upon our history of generating losses and therelated uncertainty about our ability to generate sufficient taxable income to realize these

XIERLAR A
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OFF BALANCE SHEET ARRANGEMENTS

We donot have any relationships with unconsolidated entities or financial partnerships, such as entities often referred to as structured
finance or special purpose entities, which would have been established for the purpose of facilitating off-balance sheet arrangements
or other contractually narrow or limited purposes. In addition, we do not engage in trading activities involving non-exchange traded
contracts. As such, we are not materially exposed to any financing, liquidity, market or credit risk that could arise if we had engaged
in these relationships.

ITEM7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not applicable.

ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

INDEX OF FINANCIAL INFORMATION

ot

CONTENTS
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders, Audit Committee and Board of Directors
MathStar, Inc.

We have audlted ‘the accompanymg consohdated balance sheet of MathStar Inc as of December 31, 2009 and the related
consolidated statements of operations, stockholders' equity and: cash flows for the year then ended ‘December 31, 2009. These
consolidated financial statements are the responsibility of the company's management. Our responsibility is to express an oplmon on

- these consolidated financial statements based on our-audit.

We conducted our audit in accordance w1th the standards of the Pubhc Company Accountlng 0vers1ght Board (Umted States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consohdated ﬁnancml
statements are free of material misstatement. The company is not reqmred to have, nor were' we engaged o perform, an-audit.of its
internal control over financial reporting. Our audit included consideration of its internal control over financial reportlng asa basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose ‘of expressing an opinion on the
effectiveness of the company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a. test basis, evidence supporting the amounts and disclosures in the consolidated. ﬁnanc1a1 statements, An audit also
includes assessmg the accountmg principles used and significant estimates made by management as well as evaluatmg the overall
consolidated financial statement presentauon We beheve that our audit provides a reasonable basis for our oplmon

In our opmlon, the consolidated financial statements referred to above present fairly, in all material respects, the financial posmon of
MathStar, Inc. as of December 31, 2009 and the results of their operations and cash flows for the year then ended | in conforrmty w1th
U.S. generally accepted accounting principles.

/s/ Baker Tilly Virchow Krause, LLP

Minneapolis, Minnesota
March 31, 2010
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" Report of Independent Registered Public Accounting Firm
To the Board of Directors and Stockholders of MathStar, Inc.:

In our opinion, the accompanying consolidated balance sheet and the related consolidated statement of operatxons of changes in
‘stockholders' equity and of cash flows present fairly, in all material respects, the financial position of MathStar, Inc. and its
‘subsidiaries at December 31, 2008, and the results of their operations and their cash flows for the year ended December 31, 2008 in*
‘conformity with accounting principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company's management. Our respon81b111ty is to express an opinion on these financial statements baséd on our’
audit. We conducted our audit of these statements in accordance with the standards of the Public Company Accountinig'Oversight
Board (Umted States) Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of matenal misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
”and disclosures in the financial statements assessing the accounting principles used and significant estimates made by management
’and evaluatmg the overa]l financial statement presentatlon We believe that our audlt provides a reasonable basis, for-our opinion.

"'As described in Note 1 of the consohdated financial statements, during 2008 the Company curtailed operatxons and is currently
evaluatmg strateglc alternatives including, but not limited to, restartmg the Company, merging with or acquiring another company, -
increasing operations in another structure or liquidation. As of the date of this report, the Company has not committed to any of the -
strategic alternatives being-evaluated. '

'PnceWaterhouseCoopers LLP ‘
Portland, Oregon
March 31, 2009

- AL
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MATHSTAR, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

December 31,
2009 2008

.

vx.‘

Other assets’

TOTAL ASSETS

LIABEIfIES AND STOCKHOLDERS EQUIT Y

CURRENT LIABILITIES

om accrued liabilities ' 702 519

Preferred stock, $0.01 par value, 10,000 shares authorized;ﬁ no shares issued and outstanding at
December 31, 2009 and 2008 ; - -

TOTAL STOCKHOLDERS EQUITY | 12,168 14,903
I o i , u H ssw
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY | $ 13,120 $ 15,589

See notes to consolidated financial statements.

28



]

'+ MATHSTAR,INC. '~
CONSOLIDATED STATEMENTS OF OPERATIONS
(i thousands, except per share data)

Sl o Years ended December 31,
2009 2008

B
iﬁ‘?"f",’é”f @.Lﬁ%ﬂ& P

oy

i‘éigw e

See notes to consolidated financial statements.
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- MATHSTAR, INC. , ‘
CONSOLIDATED STATEMENTS QFﬁTOCKHOLDERS’ EQUITY
(mthousands except pershate data).. ;... .
Yms Ended December 31, 2009 and 2008

Accumulated
. Common Stock Additional Comprehensive Accumulated Stockholders™ -

Shares  Par Value Paid-In Capital _(Loss) Income Deficit

Stock- based emp10{ee com?ensauon

i




MATHSTAR, INC.
CONSOLIDATED STATEMENTS OF CASH FLOW
S (inthousanc_ls, except per share data) .
| ‘ Years Ended December 31,
2009 - 2008

$

Mark to market, put option

o

E‘W! i
o

Resn'uctuﬁng ‘

Cash flows from investing activities:

Begmmilg of year

_See notes to consolidated financial statements.
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MATHSTAR; INC."
NOTES TO CONSOLIDATED FINANCIAL:STATEMENTS
(in thiousands, except per share data)
December 31, 2009

1. - Nature of Business, Basis of Presentation and Liquidity ~
The accompanying consolidated financial statements as of December 31, 2009 and 2008 for the years ended December 31, 2009.:and
2008 include accounts of MathStar Holdings B.V. and its wholly-owned. subsidiary, MathStar Limited, collectively MathStar, Inc.

(“MathStar” or the “Company”). The consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America. All material intercompany accounts and transactions haVe:been eliminated in

consolidation. During the quarter ended March 31, 2009, MathStar, Inc. closed its wholly-owned subsidiaries, MathStar Holdings
B.V. and MathStar Limited and formed Garuda Acquisition, LLC, a Delaware limited liability company for the purpose of an "
acquisition. (Note 10) T

During fiscal years 2007 and 2008, sales did not materialize as expected, and our development of the next generation'of FPOA chips
fell even further behind schedule. As a result, on May 20, 2008, the Board of Diréctors voted to'suspend research and develo’p_m’éﬁt o
activities and ongoing operations while analyzing strategic alternatives to protect stockholder value. The Board of Directors explored
these strategic alternatives, including merger, acquisition, increasing operations in another structure or liquidation. MathStar engaged

a third-party investment banking firm to explore the sale of intellectual property and patents and potential merger and acquisition - '
alternatives. On January 8, 2010, the Company entered into an Agreement and Plan of Merger with Sajan; Inc. attached as Exhibit 2.1
to our Current Report on Form 8-K filed with the SEC on January 11, 2010. On February 23, 2010, the Company completeda - ;.
transaction. (Note 10) e

The accompanying consolidated financial statements for the year ended December 31, 2008 were prepared on a gégi\srwhich assumed
that the Company would continue as a going concern and contemplated the realization of assets and the satisfaction of liabilities and:
commitments in the normal course of business. Although the Company has incurred recurring losses and negative cash flows from '
operations, the Company has met all financial obligations with vendors, key suppliers, and stratégic partners, both prior and
subsequent to curtailing operations. As of December 31, 2009, the Company has sufficient cash and investments to meéet all known
obligations as well as projected expenditures for the next twelve months at current spending levels. With the closing of the transaction
on February 23, 2010 (Note 10), the Company believes it has adequate cash to fund operations for the next 12 months. < - 7+ '

SRR

2. Significant Accounting Policies —

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions that may affect certain reported amounts and disclosures in the’
consolidated financial statements and accompanying notes. Management bases its estimates on historical experience and on various -
other assumptions that are believed to be reasonable under the circumstances. Actual results could differ from those estimates. - -

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three months or less at the date of purchas’c to be
cash equivalents. - ' o

Fair Value of Financial Instruments _

The carrying amounts of the Company's financial instruments, which include cash equivalents, accounts receivable, accounts payable -
and other accrued expenses, approximate their fair values due to their short maturities and/or market-consistent interest rates.
Investments classified as trading or available-for-sale are recorded at fair value. Investments recorded as held-to-maturity are recorded.
at amortized cost, which, as of December 31, 2009 and 2008 was $0 and $2,530, respectively. The estimated activity of these ~~~
investments is more fully disclosed in Note 4 of the consolidated financial statements. 1

Revenue Recognition

We recognize revenue as services are performed and amounts are earned. We consider amounts to be earned when (1) persuasive
evidence of an arrangement has been obtained; (2) services are delivered; (3) the fee is fixed or determinable; and (4) collection is
reasonably assured. Determination of criteria (3) and (4) is based on management’s judgments regarding the fixed nature of the fee
charged for services rendered and products delivered and the ability to collect those fees.
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MATHSTAR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(in thousands, except per share data)
December- 31, 2009

Certain of our production chip sales are made to distributors under agreements providing price protection and right of return on unsold
merchandise. Revenue and cost relating to such distributor sales are deferred until the product is sold by the distributor or return
privileges and price protection rights terminate, at which time related estimated d1str1butor resale revenue, estimated effects of
dlstnbutor price adjustments, and estimated costs are reflected in income. : : ~ :

For arrangements with multlple elements ‘we recognize revenue when Vendor -specific objective evrdence ("VSOE") exists for all
undelivered elements of the arrangement or at the point when all elements have been delivered. We do not provide software
maintenance and support or have any continuing obligations post delivery. When more than one element is contained in a single
arrangement, we allocate revenue in accordance with the Financial Accounting Standards Board (“FASB”) Accounting Standards
Codification ASC 605-25-5, Multiple-Element Arrangements , based on objective evidence of fair value, provided that each element
meets the criteria as a separaté unit of accounting. An item is considered a separate unit of accounting if it has value to the customer
on a standalone basis and there is objective and verifiable evidence of the fair value of the separaté: €lement. Fair value is generally
determined based upon the price charged when the element is sold separately. For most multiple element arrangements to date the fair
value of each element has not been objectively determmable therefore all revenue under such arrangements has been recogmzed on
dehvery of the final element in the arrangement :

In accordance with ASC 605, Revenue Recognition, we recognize revenue from the sale of products or services in the followmg four.
general areas. : :

Production Chips

Production chip revenues consist of sales of our field programmable object arrays (“FPOAs”). Our FPOAs are a new class of
semiconductor integrated circuit or chip, which is a small electronic device made out of a semiconductor material that is used for a
variety of electronic:devices, including-personal computers, audio and video equipment and other electronic products and

systems. Our FPOA consists of very small, pre-designed, high-speed computing and data storage elements, or silicon objects,
arranged in a grid pattern, along with internal and external memory and data input and output channels: ‘We sell our’FPOA chips in a
blank state as standard off-the-shelf products. Our chips can be programmed for application-specific functionality by using a.
combination of industry standard design tools, our physical layer design tools and our library of application intellectual property (IP):

Evaluation Boards and Licenses

Revenues generated from evaluation boards and licenses consist primarily of the hardware and license agreements necessary in order
for our customers to program, or map, their intellectual property applications, or algorithms, to our FPOA ‘chips:.

Application IP

Our internal-usé software, or Application 1P, are existing apphcatlons (algonthms) developed by the Company to provrde to customers
with an established algorithm we have developed for sale to customefs to ease the transition to FPOA technology and accelerate their
time to market for initial products We recogmze revenue from the sale of Apphcatron TP in accordance with ASC 350 40, Intemal—
Use Software". ! :

NRE and Other

Our design flow software enables engineers to design, verify, program and debug their algorithms and protocols on our Arnx product v
family, which is the foundation of ur FPOA architecture. Our NRE revenues are’ derrVed ‘whén we ass1st the customer wrth
development of their initial desrgn and prototype to accelerate the1r t1me to market ke SR :

Research and Development

Research and development expenses represent costs mcurred for de51gmng and engmeerrng our, FPOA ch1p and developmg desrgn :
tools and applications to enable customers to more easily program our chip. Research and development expenses consist primarily of
salaries and related costs of our engineering organization; fees paid to third party consultants associated with chip and application
development; an allocation of facilities; and depreciation expenses. We expense all research and development costs related to the ’
development of our FPOA chips. Development of certain design tools and application IP includes softwate available for resale: Such :
research and development expenses are required to be expensed until the technological feasibility of the software is established. -
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Accounts Receivable

The Company .extends: unsecured credit to customers in the normal course of business. The Company provides an allowance for
doubtful accounts when appropnate the amount of which is based upon a review of outstanding receivables, historical collection -
information, and existing economic conditions, on an individual customer basis. Normal accounts receivable are due 30 days after
issuance of the invoice. Receivables are written off only after all collection attempts have failed, and are based on individual credit
evaluation and specific circumstances of the customer. The Company does not accrue interest on accounts receivable.

Inventory

Inventory is valued at the lower of cost or market and held as an asset until such time as it is consumed or sold. Inventory is consumed
on a first in, first out basis. On a quarterly basis, management reviews the inventory balance for inventory that is not forecasted to be
used in the normal course of business. A reserve will be established for any amount deemed excessive or obsolete Thrs ‘will result in a
non-cash charge to cost of sales. If and when the inventory is written off, the inventory reduction is offset against the reserve. If the
level of future sales differs s1gmﬁcant1y from that of the forecast, any future inventory write- off could result in additional charges to
the income statement. In June 2008, we chose to curtail sales and operations and were unable to forecast if any of our remaining chip
inventory would be sold. All inventory currently held is fully reserved as of December 31, 2009 and 2008 due to our curtailed sales
activity and inability to predict future sales. ’

Property and Equipment

Property and equipment are recorded at cost and depreciated over their estimated useful lives, ‘initially determined to.be two to five -
years, using the straight-line method. Upon retirement or sale, the cost of assets disposed of and the related accumulated depreciation
are removed from the accounts, and any resulting gain or loss is included in operating results. Repairs and maintenance costs are
expensed as incurred. In.connection with the curtailment of operatrons, certain useful lives were re-evaluated and shortened to ﬁve
months from the date of announcement. : : ;

During the year ended December 31, 2009 we recorded an lmparrment for the remarmng value of the property and equipment due to
continued curtailment of operations of $53. (Note 3)

Warranties
We provide warranties on the products we sell. To date, the costs incurred under these warranties have been immaterial.
Patents

The Company has filed applications for patents with the U.S. Patent and Trademark Office. The legal fees and application costs, .
associated with obtaining patents from the U.S. Patent and Trademark Offices are expensed as incurred based on uncertainty as to the
recoverability of these amounts. As of December 31, 2009, three patents had been granted by the U. S. Patent and Trademark s
Office. The Company has suspended pursuit of the remaining patent applications until an evaluation of benefits and costs could be
completed.

Long-Lived Assets

The recoverabrhty of long hved assets is assessed perrodlcally or whenever adverse events or changes in crrcumstances or busmess
climate indicate that the expected cash flows prev1ously anticipated warrant a reassessment. When such reassessments indicate the
potential of impairment, all business factors are considered and, if the carrying value of such assets is not likely to be recovered from
future undiscounted operating cash flows, they will be written down for financial reporting purposes. During 2008, -all assets related to
curtailed operations were either disposed of or written down to fair market value. As of December 31, 2008, we had long-hved assets
with a net book value of $6O We dlsposed of our remarmng Iong hved assets durmg ﬁscal 2009.

/’Stock-Based Compensatlon

We. measure stock-based compensatron expense based on the falr value of the award on the date of grant. We recognize compensatron
expense for the fair value of restricted stock grants issued based on the closmg stock price on the date of grant. (Note 5) '
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Capitalization of Software

The Company was developing certain design tool software and application IP for use on its FPOA chips. The accounting for
development costs of these applications is covered under ASC 985, " Accounting for the Cost of Computer Software to be Sold,
Leased, or Otherwise Marketed.” Software development costs are capitalized once technological feasibility of an applicationis .
established and such costs are determined to be recoverable. Judgment is required in determining when technelogical feasibility is
established, and this determination is evaluated on a project by project basis. For design tools and basic application. IP of established
algorithms, we define technological feasibility of an application development project to be the point at which a feasibility assessment
is complete and a detailed technical design document is established. For design tools and complex applications of new algorithms or -
where a technical design document is not sufficiently detailed, technological feasibility is the point at which a working model has been
created. All costs incurred prior to establishing technological feasibility are expensed when incurred and are included within research
and development expense. Costs after that date are capitalized and then amortized to cost of sales based on the greater of a straight-
line basis over the useful life of the applications or the ratio of current sales to the total current and anticipated future sales: -

We evaluate future recoverability of capitalized amounts on a quarterly basis. The recoverability of capitalized application software is
evaluated based on ‘estimated future revenues of each specific application reduced by the future costs of completing and disposing of
that product. ' s SRR ' : - -

Investments

The Company invests available funds in government securities, money market funds and high quality securities. The investment
criteria is based on the desire to preserve capital, maintain adequate balances to meet obligations, minimize risk of principal loss, and
yield maximization within the investment guidelines. Trading and available-for-sale securities are valued at fair value and held-to-
maturity securities are reported at amortized cost.

Concentration of Credit Risk

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist primarily of cash and cash
equivalents. The Company places its cash and cash equivalents primarily in checking and money market accounts with one financial
institution that management considers creditworthy. However, the Federal Deposit Insurance Corporation does not insure most of
these accounts.

During 2008, we had two significant customers that represented 75% and 9% of our revenue during the year ended December 31,
2008 and 100% and 0% our accounts receivable balance as of December 31, 2008, respectively. The outstanding receivable as of
December 31, 2008 has been subsequently collected. During 2009, we had one sale to one customer and the invoice was paid in full.

Earnings Per Share

Basic earnings per share are computed by dividing the net loss available to common stockholders by the weighted average number of
common shares outstanding during the period. Diluted earnings per share gives effect to all dilutive potential common shares
outstanding during the period, including stock options and warrants using the treasury stock method. Potential dilutive shares: for-
convertible notes payable are determined based on the if-converted method. Options and warrants to purchase 663 and 737 shares of
common stock were outstanding at December 31, 2009 and 2008, respectively, but were not included in the computation of net loss -
per share, as their effect was anti-dilutive. (Note 6)

Income Taxes

We account for income taxes in accordance with ASC 740 Accounting for Income Taxes. The asset and liability approach of ASC 740
requires the recognition of deferred tax assets and liabilities for the tax consequences of temporary differences between the tax bases
of assets and liabilities and their carrying amounts for financial reporting purposes using enacted tax rates in effect for the years in
which the differences are expected to reverse. We have recorded a full valuation allowance to offset our net deferred tax assets based
upon our history of generating losses and the related uncertainty about our ability to generate sufficient taxable income to realize these
benefits. )
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3. Restrncturing and Impairment Charges ~

On May 20, 2008, the-Company annéunced a curtailment of operations as it evaluated strategic alternatives to preserve stockholder
value. This decision‘'resulted in restructuring and impairment charges of $3:500 for the year ended December 31, 2008. Management
determined:that it was highly likely that certain:operational assets would not be used and no alternatives existed. In accordance with
ASC:360-10-35; Impairment or Disposal of Long-Lived Assets , these assets were deemed to be impaired and either held-for-sale or -

- abandoned and written down to their fair market value. A plan to locate potential buyers was put in place for their dlsposal and no.
further deprec1at10n expense was charged to the: Company S operatmg activity for these assets. :

In addltlon, the Company evaluated assets that were. not abandoned or held- for-sale and deternuned that the estlmated useful hves of
these assets should be shortened. As well, in accordance with ASC 420, Exit or Disposal Cost Obligations , certain one-time charges
relating to severance to terminated employees, and fees associated with early contract terminations-no longer used and giving
economic benefit to the Company, were recorded. As the liabilities for these charges weresettled, payment was made against the
11ab111ty ,

Dunng the quarter ended September 30, 2008 the Company ceased all operations in anesota and is no longer utilizing the facility
covered under a non-cancellable lease arrangement. We recognized a restructuring charge of $17 for the potential liability of this
lease. Management believes that no further charges will be incurred for this activity, except for potential termination of non-
cancellable lease liabilities for the Hillsboro, Oregon facility, which will depend on the strategic direction chosen by the Company:.
The amount of the potential lease termination liability will not be known until the strategic direction is identified. We recorded a
liability of $540, net“of assumptions for sublease income related to the lease termination, for the year ended December 31, 2009
becduse the lease, which expires in ‘August 2011, was abandoned. Total commitments under these leases are $615 and $886 as of
December 31, 2009 and 2008, respectively. Bélow is the detail of restructuring and impairment charges for the years ended December
31, 2009 and 2008.

Year Ended Year Ended

Charged to operating expenses as restructuring and impairment charges

Severance expense of $0. and $1,506 for the years ended December 31, 2009 and 2008 impacted approximately 75 employees, which
accounted for‘a majority of the Company's-workforce. The following is a roll forward of the restructuring liability for the years ended
December 31, 2009 and December:31, 2008. We recorded $540 and $53 in restructunng and 1mpa1rment charges for the year ended
December 31, 2009 for:lease terminations and abandoned: assets. : :

Restrncturing »
Liabilit

; Addiﬁons

Liabihfy as ofMJ/une 30 2068

Payments

f September 30,2008 ‘

Addlthl’lS o - R B
?ag i e Gy g L
L1ab111ty asof December 31 2008) e 4

Payments "
y as *’December 31
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No further charges will be incurred for this activity due to the Merger. See Note 10, Subsequent Events, for further information on
the Merger. '

4. Select Balance Sheet Information —

Investment Securities

December 31, December 31,
2009 2008

Held-to-maturity

Total short-term investments

Long-term

Auction preferred securities

Total investments $ -3 3,315

Investment classified as held-to-maturity have timed maturities to meet forecasted cash needs and are reported at amortized cost, as
the Company has the ability and intent to hold these securities to maturity. Amortized cost approximates fair value for held-to-
maturity investments. Investments with maturities beyond one year are classified as long-term investment securities.

Assets measgrg:d at fair value on a recurring basis at December 31, 2009 and 2008 are as follows:

Fair Value Measurement at Reporting Date Using

Quoted Prices in Active Significant Other
., Markets for Identical ~ Observable Inputs Significant Unobservable '
Description Assets (Level 1) (Level 2) o Inputs (Level 3) "~ Total
: 12/31/09 12/31/08

12/31/09 12/31/08 12/31/09 12/31/08  12/31/09  12/31/08

We have auction preferred securities (APS), which are preferred equity instruments in a closed-end mutual fund that provide liquidity
through an auction process conducted by an independent auction agent that resets the applicable dividend rate at pre-determined
calendar intervals, generally every 28 days. These instruments are senior equity securities that have a liquidation preference of $26 per
share plus the amount of accumulated but unpaid dividends. Upon the liquidation, dissolution or winding up of the fund, APS holders
are entitled to receive their liquidation preference before any distribution or payment is made to holders of the fund's common shares.
Dividends declared and payable on the APS have a priority over dividends on the fund's common shares. Outstanding APS may be
redeemed at the option of the fund upon giving notice to APS holders.

The Company generally invests in these securities as part of its overall cash management program. During the first quarter of 2008,
the Company's APS failed to auction due to sell orders exceeding buy orders. The funds associated with failed auctions will not be
accessible until a successful auction occurs, the fund redeems outstanding APS or an active secondary market is created and a buyer is
identified outside of the auction process. -

At December 31, 2008, there was insufficient observable APS market information available to determine the fair value of the
Company's investments in APS. Therefore, the Company estimated Level 3 fair values for these securities by incorporating
assumptions that market participants would use in their estimates of fair value. Despite the failed auctions, the Company's APS
continue to be highly rated by the rating agencies. Of the original $2,680 in APS purchased, $1,852 was redeemed on May 27, 2008 at
face value. We-sold our remaining investments during the year ended December 31, 2009. '

-~
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Below is a reconciliation of the beginning and ending balances for each type of security valued using a Level 3 valuation at
December 31, 2009 and 2008. '
Fair Value Measurement Using
- Significant Unobservable Inputs
(Level3)

Auction
Preferred

_ Put Option Securities

Begmnm bal 2
Total gains (Iosses) reahzed/u

- ‘Purchases
Settlements

mcluded it

Endmg balance as of Decemb ;r 31

On November 14, 2008, we accepted an offer from UBS AG ("UBS"), which provided us with rights related to our APS (the
"Rights"). The Rights permitted us to require UBS to purchase our APS at any time during the period from June 30, 2010 until July 2,
2012 at par value, which is defined as the price equal to the 11qu1dat1on preference of the APS plus accrued but unpald dividends or
interest. Conversely, UBS had the right, in its discretion, to puichase or sell our APS at any time until July 2, 2012 so long as we
receive payment at par value upon any sale or disposition.

The Rights represented a firm agreement in accordance w1th ASC 815 Dérivatives and Hedgmg, ‘which defines a firm agreement as
an agreement with an unrelated party, binding on both parties and-usually legally enforceable with the following characteristics: a) the
agreement specifies all significant terms, including the quantity to be exchanged, the fixed price, and the timing of the transaction; and
b) the agreement includes a disincentive for nonperformance that is sufficiently large to make performance probable. The "
enforceability of the Rights results in a put option and should be recognized as a free-standing asset separate from the APS. At
December 31, 2009 and 2008, we recorded $0°and $26 as the fair value of the put. option asset with a corresponding credit to interest
income, net. The put option does not meet the definition of a derivative instriment under ASC 815. Therefore, we have elected to
measure the put option atfair value under ASC 825, Financial Instruments, which permits an entity to elect the fair value optlon for
recognized financial assets, in order to match the changes in the fair value of the APS. As a result, unrealized gains and losses will be
included in earnings in future periods. We expect that future changes in the fair value of the put option will approximate fair value. . :
movements in the related APS. Prior to accepting the UBS offer, we recorded our APS as investments available-for-sale. We recorded .
unrealized gains and losses on our available-for-sale-debt securities, net of a tax benefit, in accumulated other comprehensive income
in the stockholders’ equlty section of our balance sheets. Such an unreahzed loss did not reduce net income for the apphcable
accounting period.

In connectlon w1th our acceptance of the UBS offer in November 2008, resulting in our nght to require UBS to purchase our APS at
par value beginning on June 30, 2010, we transferred our APS from invéstments available-for-sale to trading securities in accordance
with ASC 320, Investments-Debt and Equity Securities . Prior to our agreement with UBS, our intent was to hold the APS until the
market recovered. The unrealized loss on ot APS was $43 as of December 31, 2008. Upon transfer to trading securities, we
immediately recognized a loss of $43, which is included in interest income, net, for the amount of the unrealized loss not previously
recognized in earnings for the year ended December 31, 2008. During the year ended December 31, 2009, we sold our trading
securities for $825 and recogmzed a galn of $4O Wthh i$ included in mterest mcome net. -

Inventory- S «
December 31, - December 31,
2009 - 2008

Finished goods
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Prepaid and Other Current Assets

‘December 31, December 31,
2009 o 2008

Prepaid insuran

' ’ R Deceﬁil{er 31, December 31

Less daccumulated depreciation

Total property and equipment, net - R g e €0

Depreciation expense was $7 and $162 for the years ended December 31, 2009-and 2008, respectively. Ini 2008, the Company
disposed of assets with a net book value of $823, which resulted in a loss of $58. During the year ended December 31, 2009, the
Company recorded an 1mpa1rment of $53 whxch is mcluded in restructunng and 1mpa1rment charges on the consohdated statements of
operations. " '

Other Assets -

As of December 31; 2009 and 2008, the Company had $16 and $23 in security deposits for leases in Hillsboro, Oregon and Eden
Prairie, anesota :

Amortization expense associated with capitalized application software was $0 and $9 for the years ended December 31 2009 and
2008, respectively The remainder of the capltahzed IP was written off in conjunction with the decision to cunall operatlons in 2008.

Accrued Expenses

December 31, - - Deceniber 31,
2009 <o 20080

Accrued compensation

" Accrued license contracts

Total accrued expenses " ' $ 72 $ 519
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5. Stock-based Compensation —

Under ASC 718, Compensation — Stock-Compensation, the Company has elected to use the modified prospective transition method,
which requires the Company to record.compensation expense in accordance with the provisions of ASC 718 only for options issued
after January 1, 2006. Stock based compensation expense for the years ended December 31, 2009 and 2008 was $16 ($0.00 per share)
and $21 ($0.00 per share), respectively. For the year ended December 31, 2009, $16 was charged to selling, general and,
administrative expense, including expenses for cheap stock. For the year ended December 31, 2008, $2 was credited to rescarch and
development and $23 was charged to sellmg, general and administrative expense, including expenses for restricted stock and cheap
stock.

The Company’s determination of fair value of share-based compensation awards on the date of grant using an-option-pricing model is
affected by the Company’s stock price as well as assumptions regarding a number of variables. These variables include, but are not
limited to, the Company s expected stock price volatility, and actual and projected stock option exercise bebaviors and forfeitures. An
option’s expected term is the estimated period between the grant date and the exercise date of the option. As the expected term
increases, the fair value of the option and the.compensation cost will also increase. The expected—term assumption is generally
calculated using hlstoncal stock option exercise data. The Company does not have historical exercise data to develop such an
assumption. In cases where companies do not have historical data and where the options meet certain criteria, SEC Staff Accounting
Bulletin 107 (“SAB 107”) provides the use of a simplified expected-term calculation. Accordingly, the Company calculated the
expected terms using the SAB 107 simplified method.

semiconductor industry to use as a volat111ty index due to the short period of time it has been pubhc Management expects and
estimates that substantially all director stock options will vest, and therefore the forfeiture rate used: was zero.. Due to.the curtailment
of operations, it was determined that there was a high probability that all options granted to employees would be forfeited rather than
exercised. As such, the forfeiture rate on those options was increased to 100% in the Black-Scholes model, and associated expenses
were adjusted. : :

The nsk—free rates for the expected terms of the: stock options are based on the U.S. Treasury yield curve imreffect. at, the time of grant s

In detenmnmg the compensatlon cost of the opnons granted during. 2009 and 2008 the fair value of each opt,lon grant ﬁas been s
estimated on the date of grant using the Black-Scholes option pricing model and the welghted average assumptions used in these
calculations are summarized as follows: e

_Year Ended December 31, .

dividend yield % -%_j e

Exp

Using the Black-Scholes option pricing model, management has determined that the options and warrants issued in 2009 and 2008
have a weighted-average grant date fair value of $0.84 and $0.45 per share, respectively.

Stock Option Plans

In October 2004, the Company adopted and in June 2005 its stockholders approved the 2004 Amended and Restated Long—Term
Incentive Plan (the "2004 Plan"). Under the 2004 Plan, 1,633 shares of the Company's common stock were reserved for the issuance
of restricted stock and incentive and nonqualified stock options to directors, officers and employees of and advisors to the Company at
exercise prices as determined by the Board of Directors on the dates of grants. With the approval of stockholders at the 2006 and 2007
annual meetings, 300 and 1,367 additional shares were reserved, respectively, under the 2004 Plan. '
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Shares
Available for Number of Weighted-Average
Options Exercise Price

-Net increase in authorized shares

» Options forfeited

o
ember 31
e

, 2008

&
i

Exercisable at Decéfhber(?;l, ~2009 o . 59 $ F 26.58

The following table summarizes information about stock options outstanding at December 31, 2009:

IR : " OptionsOutstanding _____________Options Exercisable
| o ) Weighted- . EE
Average Weighted- ' Weighted-
Remaining Average : Average
Number Contractual Exercise Number Exercise

Range of Exercise Prices ‘ Life  _ Price Outstanding

Options outstanding at December 31, 2009 and 2008 had an aggregate intrinsic value of $8 and $0, respectively. Options exercisable
at December 31, 2009 had a weighted average contractual term of 3.47 years and an aggregate intrinsic value of $2 compared to
options exercisable at December 31, 2008 with a weighted average contractual tefm of" 4.97 years and an aggregate intrinsic value-of

$0.

The weighted-average grant-date fair value of options granted during the years ended December 31, 2009 and 2008 was $0.68 and
$1.48, respectively. There were no options exercised during the years ended December 31, 2009 and 2008. The total fair value of
shares vested for the years ended December-31, 2009 and 2008 were $127 and $896, respectively.

The féllowing table shows the status vo'fw'-the C(;n;paliy‘s unvested shares as of December 31, 2009 and 2008 and changes during the
years then ended: » ’ . , T
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Weighted Average
Grant Date Fair
Shares Value

Stock options outstandmg at December 31, 2009 and 2008 include options to purchase 30 and 78 shares,that were granted to non-
employees and options to purchase 52 and 26 shares that were granted to employees. Compensation expense related to. stock options
that will be amortized into future operating expenses was $3 at December 31, 2009. That cost is expected to be recogmzed overa
welghted—average period of 2 yéars: .. '

en . PN : i

Cheap Stock e

In 2005, the Company issued options to purchase 1,065 shares to certain employees at a price below the fair market vaiue on the date
of grant. The difference between the fair value and the exercisable value is expensed over the vesting period of four years. For the
years ended December 31 2009 and 2008, we recaptured a net $6 and $3 due to the termination of employees. All options issued after
our initial public offering were issued at the fair value at the date of grant, and no cheap stock expense was incurred.

6. s Stockholders Equrty—

Authonzed Shares S I R S
The Company s authorized capltal consists of 28 000 shares of caprtal stock, of whlch 18,000 shares have been des1gnated as common{ :
stock ($0.01 per share par value), and 10,000 shares have been designated as preferred stock ($0.01 per share par value). In addition, -

as of December 31, 2009, 1,200 of the 18,000 shares of common stock had been reserved for issuance under the Company's stock
option plans. Each share of common stock entitles the holder to one vote.
Stock Split o
On- May 23,2008, the Board of Directors -and stockholders declared a one-for-ﬁve reverse-stock spht The accompanying consohdated
financial statements and related notes give-retroactive effect to this reverse stock split.

Warrants;~ ’ o . A R : L - e R SR R SRR ST LI TR

Ther&was no. stock based compensatron expense related to. warrants. vested durmg the years ended December 31 2009 and. 2008 The,
weighted average remaining contractual life of the warrants outstanding is 1.6 years.

The following table summarizes warrant activity: s oL s R - S

S e . Warrants ; Pri'cev‘ﬁangg'l’;e;' s 4
Qutstandin, Share

Warrants issued
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7. Income Taxes —
The Company has not recorded any income tax benefit for losses recorded since inception.

The cbmponents of deferred income taxes are as follows:

December 31,

L
Ne n; Y . L 47954
Research and experimentation credit carryforwards 3,886

St estricted stock, accrued expenses, reserves 696
Iotal deferred tax assets - 52,536
Val e (52,536)

ﬁet Adeferred tax asset

The Company has federal and state net operatirig loss cmyforwards of apprdximately $27,833.

The Company has established valuation allowances to fully offset its deferred tax assets due to uncertainty about the Company's
ability to generate the future taxable income necessary to realize these deferred tax assets, particularly in light of the Company's recent
history of significant operating losses. The net operating loss carryforwards and the valuation allowance have been reduced by
$92,668 and $37,832, respectively, to reflect limitations under the provisions of the Internal Revenue Code, Section 382 resulting
from certain changes in ownership. o ‘ ’ C

The valuation allowance decreased by $36,664 and increased by $5,888 for the years ended December 31, 2009 and 2008,
respectively. Future utilization of available net operating loss carryforwards may be limited under Internal Revenue Code Section 382
as a result of significant changes in ownership. These limitations could result in reduction of these net operating loss carryforwards
before they are utilized. See Note 10 relating to the Tax Benefit Preservation Plan and Rights Agreement.

The Company's federal and state net operating loss carryforwarcis expire in various calendar years from 2015 through 2029. Available
research and development credit carryforwards at December 31, 2009, represent federal and state amounts of $3,231 and $1,007,
respectively, with expiration dates in calendar years 2020 through 2028. . S C

The Company's effective income’ték rate djffefs from fhe U.s. Fedéfal income'téx rate as shown below for the years ended December
31: : ; .

. ..- December 31,

2009 2008

5.000% (35.00%

(5.82)% (5.61)%
% 9%

State income tax (benefit), net of federal income tax effect

" Permanent differences

Effective tax rate

The Company recognizes the financial statement benefit of a tax position only after determining that the relevant tax authority would.
more likely than not sustain the position following an audit. For tax: positions meeting the more-likely-than-not threshold, the amount
recognized in the financial statements is the largest benefit that has a greater than 50% likelihood of being realized upon ultimate
settlement with the relevant tax authority. The Company had rio significant unrecognized tax benefits as of December 31, 2009 and
2008 and, likewise, no significant unrecognized tax benefits that, if recognized, would affect the effective tax tate. Any interest or
penalties are expensed as general and administrative expense as incurred. The statute of limitations remains open for tax years ended
December 31, 2006 through 2009 for fedéral income tax purposes. These open yedrs remain subject to examination by major tax
jurisdictions as of December 31, 2009. )
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8. 401(k) Savings Plan —

During 2000, the Company established a defined contribution savings plan under Section 401(k) of the Internal Revenue Code. This
plan covers substantially all employees who meet minimum age and service requirements and allows participants to defer a portion of
their annual compensation on a pre-tax basis. The Company may make contributions to the plan at the discretion of the Board of
Directors. The Company has made no contributions to the plan. The plan was terminated on December 31, 2008.

9. Commitments and Contingencies —
Operating Leases

The Company leases its office and résearch facilities and certain office equipment under non-cancellable operating leases. Total rent
expense under these operating leases was $325 and $370 for the years ended December 31, 2009 and 2008, respectively.

Future minimum lease payments under non-cancellable operating leases at December 31, 2009 are as follows:

Year Ending December 31,

As disclosed in Note 3, the Company recorded a lease termination charge 7of $540 for the year ended December31, 2009. °
Other Long-Term Commitments

Purpose Obligations. The Company has entered into a non-cancellable long-term commitment with Synopéys for' the purchase of
design tools. Payments under this agreement for the year ended December 31, 2009 were $302.  Payments under this agreement will
be $151 dunng the year ending December 31, 2010 and are included in accrued 11ab111t1es on our balance sheet.

Legal proceedings. In the ordinary course of business, the Company is subject to legal proceedings and claims. In the oplmon of.
management, the amount of ultimate liability with respect to these actions may or may not materially affect the financial position of
the Company nor can an estimate be made. The Company expenses legal costs during the period 1ncurred

On October 8, 2009, legal counsel for leenus Capital II, LLC (Tiberius), sent by email to legal counsel for MathStar Inc (MathStar)
a copy of a draft complaint naming MathStar, Sajan and others as defendants. (Note 10) The complaint stated that Tiberius was
bringing a class action lawsuit on behalf of a class consisting of all those who purchased MathStar’s securities between May 11, 2009
and September 30, 2009. The complaint was to be filed in the United States District Court for the Southern District of New York. The
complaint alleged (1) violations of Section 13(d) of the Securities Exchange Act of 1934 (the Exchange Act) and the Rules: of the
Securities and Exchange Commissmn (the SEC) thereunder against the defendants except Sajan for alleged. failure to report that such
defendants. were acting as a “group” for purposes of purchasing MathStar’s shares of common stock; (2) breaches of Section 14(a) of
the Exchange Act and the Rules of the SEC thereunder against the defendants except Sajan for alleged mlsstatements in MathStar’s
proxy statement filed with the SEC on June 17, 2009 (the Proxy Statement) and in connection with MathStar’s annual meeting of
stockholders held on July 10, 2009; (3) violations of Section 10(b) of the Exchange Act and Rule 10b-5 promulgated by the SEC
thereunder against the defendants except Sajan for alleged misstatements made in the Proxy Statement and in an alleged fraud on the
market by such defendants; (4) violations of Section 14 of the Exchange Act and Rule 14e-3 promulgated by the SEC thereunder
against the defendants except Sajan for actions taken by such defendants in connection with an alleged “creeping” tender offer; (5)
control party liability under Section 20(a) of the Exchange Act against the MathStar directors for alleged violations of Sections 14(a)
and 14(e) of the Exchange Act and Rule 10b-5 thereunder; (6) breach of fiduciary duty against the MathStar directors; and (), civil.
conspiracy against the defendants. In the complaint, Tiberius requested that the court enter a judgment in favor of Tiberius and the
plaintiff’s class and against the defendants.declaring that MathStar violated “§10b-5, §13d, §14a and §14¢” of the Exchange Act and
rules promulgated thereunder, including Regulation FD; enter judgment in favor of Tiberius and the plaintiffs class and against the
MathStar directors in the amount of $10,000,000 in compensatory and punitive damages; award Tiberius all of its costs mcurred in
connection with the action, including reasonable attorneys’ fees; and grant such other and further relief as. the Court deems to be Just :
and equitable. The Tiberius complaint was never filed in court or served on the defendants ' : :
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On October 14, 2009, the defendants named in the Tiberius complaint (the “Minnesota Parties”).filed a Complaint in the United States
District Court for the District of Minnesota captioned “MathStar, Inc., Feltl and Company, Inc., Sajan, Inc., Perkins Capital
Management, Inc., Richard C. Perkins, Merrill A. McPeak, Benno G. Sand, John C. Feltl and Joseph P. Sullivan, Plaintiffs, v. Tiberius
Capital II, LLC, Defendant” (the “Minnesota Complaint”). In the Minnesota Complaint, the Minnesota Parties state that Tiberius is
threatening to bring‘a class action lawsuit against them, as set forth in the draft Tiberius .complaint. The Minnesota Complaint also
alleges-a claim of tortious interference with prospective economic advantage against Tiberius on behalf of MathStar, Sajan and Feltl
and Company, Inc. (“F&C”). The Minnesota Complaint requests judgment in favor of the Minnesota Parties declaring that their
actions described in the Minnesota Complaint were lawful; declaring that the Minnesota Parties have not violated any legal duties to -
Tiberius; declaring that the proposed Tiberius Complaint is without merit; awarding money damages to MathStar, Sajan and F&Cin -
an amount to be determined at trial to compensate such Minnesota Parties for Tiberius’ tortious interference with their economic
advantage; awarding the Minnesota Parties their costs, disbursements and reasonable attorneys’ fees; and awarding the Minnesota -
Parties such other and further relief as the Court deems to be just, proper and equitable. The Minnesota Complaint was served on
Tiberius on October 21, 2009. » = ' : B : o :

On November 9, 2009, Tiberius served and filed its Answer and Counterclaim denying liability under the Minnesota Complaint and
asserting substantially the same claims set forth in the draft Tiberius complaint and, in addition, asserting common law claims for
fraud against the Minnesota Parties except Sajan and against all of the Minnesota Parties for wrongful interference with the
prospectively advantageous, successful completion of its tender offer for MathStar’s shares of common stock. On December 8, 2009,
Tiberius served and filed an Answer and Amended Counterclaim in which it added a jurisdictional allegation and asserted claims for-
declaratory relief under its other claims. The Minnesota Parties filed timely motions to dismiss the Tiberius Counterclaim and
Amended Counterclaim on several grounds. The motions were fully briefed, and oral arguments took place before the Court on
February 9, 2010. A ruling on the motions is expected mid-2010. A case scheduling conference was held on January 14, 2010 before
the Magistrate Judge, at which it was determined that a schedule will be established following a ruling on the motions.

The Company believes the Tiberius complaint is without merit and it is not liable for any of these claims.

10. Subsequent Events —

Chief Accounting Officer Resignaﬁdn

On February 4, 2010, the MathS‘tar’sn Chief Accounting Officer resigned.

Chief Executive Officer Résigﬁation

On February 23, 2010, the MathStar’s Chief Executiv_e Officer and Chief Fiﬁanciai Ofﬁcer resigned.
Re\}érse Merger: Transaction | ‘ ‘ s o * .

Pursuant to an Agreement and Plan of Merger dated January 8, 2010; by and among MathStar, Inc., a Delaware corporation, and
Sajan, Inc. a privately held Minnesota corporation whose business is providing language translation technology and service; Garuda
Acquisition, LLC, a wholly-owned subsidiary of MathStar, now known as-Sajan, LLC; and Thomas Magne, solely in his capacity as
agent for the holders of common stock of Sajan, Inc. Under the terms of the Merger Agreement, and upon satisfaction of the )
conditions set forth in the Merger Agreement, Sajan, Inc. was merged with and into Garuda Acquisition, LLC, which survived the
Merger and changed its name to Sajan, LLC. In the Merger, Sajan became a wholly-owned subsidiary of MathStar. MathStar will
continue the business of Sajan and operate as a provider of langnage translation technology and service under the Sajan name. The -
Merger was closed and effective on February 23, 2010. ' N R '

At closing, MathS$tar paid $6.10 million in cash, of which $5.10 million was paid to existing stockholders of Sajan and $1.00 million
was placed in escrow to be held for 12 months to secure the indemnification obligations of Sajan and its stockholders to MathStar
under the Merger Agreement. In addition, in the Merger, MathStar issued a one year $1.00 million promissory note to the majority
stockholders of Sajan. B .
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In exchange for the acquisition by MathStar of all outstanding capital stock of Sajan, MathStar issued a total of approximately 7;000,
shares of MathStar common stock to former Sajan stockholders at the closing,'and MathStar reserved, as of the closing, approxlmately;
945 shares of MathStar common stock for issuance upon the exercise of options and warrants pursuant to the Merger ' '

As a result of the Merger, each outstandmg share of Sa_]an common stock was converted into 1.225 shares of MathS_tar. common stock.
Options to purchase Sajan common stock issued under Sajan’s 2001 Plan and certain non-plan-options and warrants were converted
into options and warrants to purchase MathStar common stock and will remain outstanding as options and warrants to purchase shares
of MathStar common stock. Immediately after the closmg of the Merger, the former stockholders of Sajan, Inc. owned approximately
43% of the outstandmg shares of MathStar common stock. , .

Pursuant to the Merger, Sajan merged with and into Garuda, with Garuda as the surviving enuty For accountmg purposes, Sajanis
treated as the continuing reporting entity that acquired MathStar because Sajan obtained effective control of MathStar as a result of the
Merger. This determination was based on the following facts: Sajan stockholders will have a large minority interest in the combined
entity, the governing board will consist of a majority of Sajan board members, and the composition of the senior management will be
Sajan’s management team. Under this method of accounting, the recognition and measurement provisions of the accounting guidance.
for business combinations do. not apply and, therefore, there is no recognition of goodwill or other intangible assets. Instead, the
acquisition has been treated as the equivalent of Sajan issuing stock for the net monetary assets of MathStar, primarily cash, which are
stated at their carrying value. Because of the Merger, the h1stoncal results in future Quarterly Reports.on Form 10-Q and annual .
reports on Form 10~K will represent those of Sajan.

At the time of the merger between MathStar and Sajan, the followmg amounts are being allocated of MathStar’ s net monetary assets
and liabilities at the date of the Merger to Sajan, as follows (in thousands):

Ne monetary assets ' $ 4’,791

Cash and cash equivalents, restricted cash, prepaid expenses and other assets, accounts payable: The tangible assets and liabilities
were valued at their respective carrying amounts by MathStar, except for adjustments to accrued lease obligations, necessary to state
such amounts at their estimated fair values at the acquisition date.

Accrued liabilities: Sajan retains the accrued lease obligations under MathStar’s non-cancellable operating leases, pursuant to which
total rent expense is projected to be $358 and $257 for the years ending December 31, 2010 and 2011, respectively. In addition, Sajan
retains MathStar’s non-cancellable long-term commitment with Synopsys for the purchase of design tools. Payments under this
agreement will be $151 durmg the year endlng December 31 2010. c o e :

Merger transactzon costs: MathStar incurred merger transaction costs of $543, including financial advisory, legal, accounting and due
diligence costs, which are recorded as merger transaction expenses on the consohdated statement of operations for the year ended
December 31, 2009

The accompanymg unaudlted pro forma combmed financial statements are presented as if SaJan and MathStar had been operatmg asa
combined entity. The unaudited pro forma combined balance sheet as of December 31, 2009 presents the financial position assuming.
the acquisition had occurred on December 31, 2009. The unaudited pro forma combined statement of operations for the year ended
December 31, 2009 presents the results of operations assuming the acquisition had occurred on January 1, 2009. All material
adjustments to reflect the acquisition are set forth in the column “Pro Forma Adjustments . The pro forma data is for informational
purposes only and may not necessarily reflect future results of operations and financial position or what the results of operatlons or
financial position would have been had Sajan and MathStar been operating as a combined entity for the specrfic periods.
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MATHSTAR, INC.
UNAUDITED PRO FORMA COMBINED BALANCE SHEETS
(in thousands, except per share data)

December 31, 2009
Deconsolidation i
of Record MathSt
Sajan, Inc., River Valley Sajan, Inc. an ar Net
Subsidiaries, ~ Business Center, d Cash Pay Out . Pro forma Assets Adjustm Unaudited Pro f
and Affiliate LLC Subsidiaries  MathStar, Inc. Adjustments Adjustments : ents orma Total

A i 'mi&ﬁm iii%ﬁlﬁéﬁ.!‘“‘ e s G
ﬁf"”‘“ ﬁla!ﬁﬁ‘ﬁ“"“‘iéﬁi@ﬁ R 'ﬁs’“ﬁ%&@ﬁiﬁﬁiﬁﬁi‘&t@@% m‘”ﬁili:ﬁ!%i"%,

e, net of allowance

e ’@mak@amsmm 1:‘%”5‘5@9‘!"‘1‘!&9?@& . @zmmﬁw ““m@mm

Total assets

155,940

equity $ 8535 $ 2826 $ 5700 § 13020 $ (5100 8 61 $ 6443  $ 12213

MathStar, Inc.
Common stock, $.01 par value, 18 000 shares authorized, 9 181 (pre merger) and 16,009 (pro fonna) 1ssued and outstandmg at

December 31, 2009
Preferred stock, $.01 par value, 10,000 shares authonzed no shares issued and outstandmg at December 31, 2009

SEE NOTES TO UNAUDITED PRO FORMA FINANCIAL STATEMENTS
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MATHSTAR, INC. ‘ ’ - LR
UNAUDITED PRO FORMA COMBINED STATEMENTS OF OPERATION S s o
(in thousands, except per share data)
For the year ended December 31, 2009

Deconsolidation
Sajan, Inc., of River Valley : s : :
- Subsidiaries, and ' . ... ‘Business Center, - .. Sajan,Inc.and . Pro forma Unaudited Pro
. Affiliate LLC Adjustments Subsidiaries MathStar, Inc. Adj - forma Total

General and administrative

Tc;tal operating expenses

Income (loss) from operations

Other income (expense):

Less Non—oontro]lmg interest in affiliate (River Valley
Business Center) -

Net loss attributable to Sajan, Inc.-and subsidiaries

Loss per common share - Basic and diluted

5,586 : ‘ 5,686 9181 16,009

SEE NOTES TO UNAUDITED PRO FORMA FINANCIAL STATEMENTS
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NOTES TO UNAUDITED PRO FROM FINANCIAL STATEMENTS (in thousands)

The Ma@hStar Mergef is a reconsideration event for the lease between Sajan and River Valley Business Center, LLC (affiliate). Based
on the change in ownership, the Company is no longer considered the primary beneficiary of the lease with River Valley Business
Center, LLC (afﬁliate). The pro forma unaudited financial statements are presented with the deconsolidation of the affiliate. -

A

B'. -

J

K

Merger document notes cash of $5,100 paid at the time of closing to the stockholders of Sajan.

Transaction costs of $261 related fees and expénses by MathStar.

. Transaction costs of $85 related fees and expense by Sajan.

Payment of note payable — related party of $262 and accrued interest — related party o'f. $23 as réquired by the Merger
agreement. A

Transaction costs accrued of $282 related fees and expenses by MathStar.
Transaction costs accrued of $179 related fees and expenses by Sajan.

Merger agreement provides for a note payable for one year of $1,000 to the majority stockholders of Sajan.
Merger agreement provides for $1,000 to be placed in escrow for the indemnification obligations.

Record net monetary assets of MathStar of $4,791 for the issuance of 9,181 shares of common stock and they conversion

of Sajan shares at 1.225 per share.

Rent expense paid by Sajan to River Valley Business Center, LLC which will no longer be accounted for as a variable

_ interest entity.

Transaction costs of $543 related fees and expenses by MathStar.

Transaction costs of $264 related fees and expenses by Sajan. ,

Stock options and warrants repriced based on terms of Merger document. Expense of $102 for the modification for
vested equity instruments. .

Additional expense to be recorded for the modifications in the years ending December 31: -

Stock 6ptions and warrants repriced based on terms of Mérger document. Expense of $161 for the modification for
vested equity instruments. - .
Additional expense to be recorded for the modifications in the years ending December 31:

Pay off of line of credit of $1,000.

Accrual for 113 dissenter’s common shares with a fair value of $306.

Tax Benefit Preservation Plan and Rights Agreement

On February 25, 2010, MathStar, Inc., entered into the Tax Benefit Preservation Plan and Rights Agreement (the “Plan”) with Wells
Fargo Shareowner Services, a division of Wells Fargo Bank, National Association, as Rights Agent. MathStar’s Board of Directors
adopted the Plan in an effort to protect against a possible limitation on the ability to use its net operating losses (NOL) under the
Internal Revenue Code of 1986, as amended, and rules promulgated by the Internal Revenue Service.
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In connection with the Plan, MathStar’s Board of Directors authorized a series of 25 shares of Preferred Stock designated as Series A
Preferred Stock, with a par value of $0.001 per share. The Series A Preferred Stock issuable upon the exercise of the rights under the
Plan, would be non—redeemable and rank junior to all other series of MathStar’s preferred stock. Each whole share of Series A
Preferred Stock would be entitled to dividends, upon declaration by the Board of Directors, and entitled to receive a preferential -
liquidation of $1 per whole share. :

Under the Plan, beginning March 12, 2010, for each share of MathStar’s common stock held the holder of the common stock has the
right to purchase one one-millionth of a share of Series A Preferred Stock at an exercise price of the right at $8.50. The rights expire
in five years unless the Board of Directors redeems or exchanges the rights; repeal of the tax Taw related to limitation on the ability to
use NOL; the NOL can no longer be carrled forward or the Board of Director decides to extend the term of the Plan.

The rights dlstnbuted on February 25, 2010, cannot be exercxsed unt11 one of two tnggermg events occurs as defined in the Plan.

Upon a triggering event occurring related to the exercise of the right, MathStar would account for the value of rights as a dividend and
record a charge to retained earnings (accumulated deficit) and additional paid-in capital.. After the merger with Sajan, there are 16,009
common shares outstanding resulting in 1.6 of Series A Preferred Stock purchase rights. .

Name Change

On February 26, 2010, the corporate name was changed from MathStar, Inc. to Sajan, Inc. The Company w111 continue to trade on the
Pink Sheets markets under the symbol “MATH. PK” unt11 a new symbol is effective. Co :

ITEM 9 CHANGES IN'AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

On February 19, 2010, MathStar dismissed its independent registered public accounting ﬁrm PricewaterhouseCoop’er’s LLP, and it
appointed Baker T111y Virchow Krause, LLP as its new independent registered public accounting firm. Baker Tilly Virchow Krause,
LLP acted as Sajan’s independent accountant prior to the closing of the Merger The de01s1on to change accountmg firms was
approved by the audlt commlttee of MathStar s board of directors. :

The reports of PricewaterhouseCoopers LLP on the ﬁnanmal statements of MathStar for the ﬁscal years ended December 31 2007 and
2008 did not contain an adverse ‘opinion or disclaimer.of opinion, and they were not qualified or modified as to uncertainty, audit ,
scope, or accounting principle, with the exception of an explanatory paragraph for the year ended December 31, 2008 discussing
MathStar’s curtailed operations and evaluation of strategic alternatives including, but not limited to, restarting MathStar, merging with
or acquiring another company, increasing operations in another structure or liquidation. It also disclosed that as of the report date,
MathStar had not committed to any of the strateglc alternatives being evaluated.

During MathStar’s fiscal years ended December 31, 2007 and 2008 and through February 19 2010 there were no dlsagreements with
PricewaterhouseCoopers LLP on any matter of accounting principles or practices, financial statement disclosure, or auditing scope or
procedure which, if not resolved to the satisfaction of PricewaterhouseCoopers LLP, would have caused PricewaterhouseCoopers LLP
to make reference to the subject mattér of the disagreement(s) in connection with its reports on the financial statements for such years,
and there were no “reportable events” as defined'in Item 304(a)(1)(v) of Regulation S-K. :

MathStar had prev1ous1y provided PncewaterhouseCoopers LLP with a copy of its Current Report on Form 8-K filed on February 24,
2010, and requested PricewaterhouseCoopers LLP to furnish MathStar with a letter addressed to the U.S. Securities and Exchange
Commission stating whether it agrees with the above statements and, if not, stating the respects in which it does not agree with such
statements. PricewaterhouseCoopers LLP’s response letter, dated February 19, 2010, is filed as Exhibit 16.2 to the Current Report on
Form 8-K filed on February 24, 2010.
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ITEM 9A(T). CONTROLS AND PROCEDURES
DISCLOSURE CONTROLS AND PROCEDURES

This report includes the certifications of our Chief Executive Officer and Chief Financial Officer required by Rule 13a-14 of the
Securities Exchange Act of 1934 (the “Exchange Act”). See Exhibits 31.1 and 31.2 to this report. This Item 9A(T) includes
information concerning the controls and control evaluations referred to in those certifications.

Baékgro_und

OnlJ anuary 11, 2010, we filed a Current Report on Form 8-K in which we announced that we had entered into an Agreement and Plan
of Merger with Sajan, Inc., a Minnesota corporation; Garuda Acquisition, LLC, a wholly-owned subsidiary of MathStar now known
as Sajan, LLC; and Thomas Magne, solely in his capacity as agent for the holders of common stock of Sajan, Inc. Under the terms of
the Merger Agreement, and upon satisfaction of the conditions set forth in the Merger Agreement, Sajan, Inc. was merged with and
into Garuda Acquisition, LLC (the “Merger”), which survived the Merger and changed its name to “Sajan, LLC.” In the Merger, Sajan
became a ‘wholly- -owned subsidiary of MathStar. The Merger was closed and effective on February 23, 2010 '

On Febmary 24, 2010, we filed a Current Report on Form 8-K with t;he SEC in which we announced the closing of our Merger.
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

As required by Rule 13a-15(b) under the Exchange Act, our management camed out an evaluatlon with the participation of our Chief
Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rules 13a-15(e) of the Exchange Act), as of the period covered by this report. Disclosure controls and
procedures are defined by as controls and other procedures that are designed to ensure that information requlred to be disclosed by us
in reports filed with the SEC under the Exchange Act is recorded, processed, summarized and reported within the time periods
spemﬁed in the SEC’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that information required to be disclosed by us in reports filed under the Exchange Act is accumulated and
communicated to our management, including our principal executive and principal financial officers, or person performing similar
functions, as appropriate to allow timely decisions regarding required disclosure. Based upon their evaluation and the identification of
certain material weaknesses in internal control over financial reporting described below, our management (including our Chief
Executive Officer and Chief Financial Officer) concluded that our disclosure controls and procedures were ineffective as of December
31, 2009. ‘

Nevertheless, as a result of the completion of our independent review of certain transactions, and remedial actions taken by
management, we believe that the consolidated financial statements contained in this report present fairly, in all material respects, our
financial position, results of operations, and cash flows as of the dates, and for the periods, presented in conformity with generally
accepted accounting prineiples in the Unites States of America (“GAAP”). Further, as of December 31, 2009 MathStar was a non-
operatmg public shell company.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Internal control
over financial reporting is a set of processes designed by, or under the supervision of, a company’s principal executive and principal
financial officers; to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with GAAP and includes those policies and procedures that:

e pertain to the maintenance of records that in reasonable detail accurately and fan'ly reflect our transactions and dispositions of
our assets - :

e ‘provide reasonable assurance our transactions are recorded as necessary to permit prepatation of our financial statements in
accordance with GAAP, and that receipts and expenditures are being made only in accordance with authorizations of our
management and directors, and

e provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our
assets that could have a material effect on the financial statement.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. It should be
noted that any system of internal control, however well designed and operated, can provide only reasonable, and not absolute,
assurance that the objectives of the system will be met. Also, projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.
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Under the supervision and with the participation of management, including its principal executive ‘officer dnd principal financial :
officer, the Company’s management assessed the design and operating effectiveness of internal control over financial reporting as of
December 31, 2009 based on the framework set forth in Internal Control——Integrated Framework issued by the Comrmttee of
Sponsoring Organizations of the Treadway Commission.

¥

Based on this assessment, management concluded that the Company’s internal control over financial reporting was not effective as of
December 31, 2009. Baker Tilly Virchow Krause, LLP, an independent registered public accounting firm, is not required to issue, and
thus has not issued, an attestation report on the Company’s internal control over financial reporting as of December 31, 2009

In connection W1th the assessment described above, management 1dent1ﬁed the followmg control deﬁcrencres that represent matenal
weaknesses at December 31, 2009 ‘

ia

« MathStar failed to maintain an effective control environmerit-and had insufficiént oversrght of the design and
operating effectiveness of the Company’s disclosure ‘controls and intérnal controls over ﬁnancml reporting;
insufficient oversight to ensure the 302 sub-certifications were completed infrequent review of its corporate
governance documents, policies and procedures; lack of proper segregation of duties; and insufficient oversight
to ensure the transition of system administrator rights for the financial application, servers, backup devices and
utilities to Sajan, Inc. upon completion of the Merger.

o Both MathStar and Sajan failed to maintain effectlve controls over the penod-end ﬁnanc1al repornng process,

‘ mcludrng controls with respect to Journal entrres aCCount reconciliations and proper segregatlon of duties.
~ Journal entries, both recurring and nonrecirting, were not always accompanied by sufficient supportmg
*"documentation and were not adequately reviewed' and approved for yalidity, completeness and accuracy
. Account reconcrhatlons over balance sheet accounts were not always properly performed and approved for -
Va11d1ty and accuracy of supportrng documentatron ‘

. MathStar did not maintain proper segregation of duties. In certain instances, persons responsible to review -
transactions for validity, completeness and accuracy were also responsible for preparation.

e " The Sajan financial reporting‘team did not possess the requisite skill sets, knowledge, education or experience
to prepare the ¢consolidated financial statements and riotes to consolidatéd finanicial staterments in accordance
with US GAAP or to review the financial statements and notes to the financial stateents prepared by external
consultants and professionals to ensure accuracy and completeness.

5 ; . ) ~ : . Lt

) V The Company failed to rnamtam effecuve controls within the purchasmg and accounts payable functlon ,
including appropriate security access and use of purchase orders and the automatlc three- -way match option
within the financial application.

whed

. MathStar failed to maintain effective general computer controls, including ensuring proper security access
within the financial application and to ensure backups were performed in accordance with generally accepted
practices. Sajan failed to ensure that Administrator passwords for servers, the financial application and other
technological-devices ‘used to store: and support the financial apphcatron software and files- were obtained from
MathStar and timely changed. -~ = : o

‘o " MathStar failed to de51gn sufficient controls to mitigate risks within the financial reportmg, expendltures fixed
asset, equity, payroll and treasury functions: In addition, insufficient corporate governance and general
computer controls were desrgned and operatrng effectlvely to provide ovemdlng risk mltrgatlon at the ent1ty

‘level
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CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

MathStar’s internal controls over financial reporting were essentially performed by three individuals dnﬁng fiscal 2009. This was due
to the Company’s reduction in workforce when the operations were cUrtailed in 2008.

Sajan has retained the services of a anesota—based business consulting firm specializing in audit, compliance, financial management
and support. Sajan’s consulting firm is prepating an outline of recommended actions for management to assess and report the design
and operating effectiveness of its disclosure controls and internal controls over financial reporting in the Company’s Annual Report on
Form 10-K for the fiscal year ending December 31, 2010 and to report changes in internal control over financial reporting in its
Quarterly Reports on Form 10-Q begmmng with'the reportmg penod for the three months ended March 31, 2010. A wide range of
remediation activities, which are summarized below under the caption “Management s Remediation Plan,” incorporated herein by this
reference, are based on our assessment of MathStar’s disclosure controls and procedures and internal controls over financial reporting
and performed by both MathStar and Sajan for the year ended December 31, 2009.

MANAGEMENT’S REMEDIATION PLAN

Although the control deficiencies 1dent1ﬁed in section “Evaluauon of D1sclosure Controls and Procedures” 1ncluded MathStar, Inc.,
operations within that entity were virtually non-existent as of December 31, 2009 and we do not anticipate MathStar operations to
continue going forward. Therefore, a specific remediation plan to-address deficiencies related solely to those operations was not
designed or included below. Rather, we have . designed-and plan tq implement, or in some cases have already implemented, the
specific remediation initiatives described below as they relate to Sa]an, Inc. on a post-Merger basis:

. - .._Pnor to filing th1s Annual Report on Form 10 K, the SaJ an Board of D1rectors was expanded to seven members
-and the Audit Comrmttee was expanded to four members. The Board of Dnectors through its Audit Committee
is committed to, and is more actively involved in, providing additional overs1ght of the Company’s internal
controls, more formal review of our consolidated financial statements, reviewing management’s analysis of
actual expenditures compared to its approved budget, reviewing expense reports and supporting documentation
for reimbursements to our Chief Executive Officer, monitoring the interim management reports on the
effectiveness of our internal controls, discussing complex or unusual accounting transactions with management
and our 1ndependent reglstered public accountmg firm, and rev1ew1ng the draft penodlc reports we anticipate
filing with the SEC. '

- - . - Prior to filingthis' Annual Report-on Form 10-K, we designed and implemented robust corporate governance
including: (1) direct oversight of our internal controls by the Audit Committee of our Board of Directors; (2)
review of our Annual Report on Form 10-K and Quarterly Reports on Form 10-Q by the Audit Committee of
our Board of Directors prior to filing with the SEC beginning with this Annual Report on Form 10-K; (3)
adoption and communication of our Code of Business Conduct and Ethics to our employees and consultants; (4)
adoption and communication of our Policy on Insider Trading to our employees and consultants; (5) revision of
policies within our employee handbook to ensure that appropriate disciplinary actions may be taken in the event
an employee fails to properly perform their responsible internal controls or intentionally overrides any internal
control and completion of employee training on the policy revisions; (6) adoption of charters for our Audit,
Compensation, Governance and Nominating Committees of our Board of Directors; (7) adoption and training
for our employees on our Whistleblower Policy, which includes our anonymous reporting system; (8) adoption
of our policy on reporting and investigating complaints regarding accounting, internal accounting controls or
auditing matters and concerns regarding questionable accounting or auditing matters; (9) communication to our
global workforce by our Chief Executive Officer and Interim Chief Financial Officer on the importance of
internal control compliance and reporting of noncompliance; and (10) Board adoption of our operating budget
and our strategic plan.

. Prior to filing this Annual Report on Form 10-K , we implemented a procedure that ensures timely review of the
consolidated financial statements, notes to our consolidated financial statements, and our Annual and Quarterly
Reports on Forms 10-K and 10-Q by our Chief Executive Officer and the Audit Committee, and in some cases
our full Board of Directors, prior to filing with the SEC.

. Prior to filing this Annual Report on Form 10-K , we secured the administrator passwords for the financial

application, the servers and other devices used to support and backup the financial application, and replicated
backup files to our corporate location and will complete a validation of their integrity.
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We will design and implement a formalized financial reporting process that includes balance sheet - -

. reconciliations, properly prepared, supported and reviewed journal entnes properly segregated dutles and
properly completed and approved close checkhst and calendar

We have formalized responsibilities for a Chief Financial Officer. Our Chief Executive Officer is currently

3 _interviewing well-quahﬁed individuals to fill this position. Fmal candidates will be interviewed by Company

management and members of our Board of Directors.

/k Our Chief Executwe Ofﬁcer is evaluatmg the depth and breadth of knowledge of US GAAP and e)gtemal
... reporting requuements among the current members of the accounting staff. We' are commltted to additional
"hires of experienced individuals to prepare and approve the consolidated ﬁnanclal statements and footnote

disclosures in accordance with US GAAP..

We have contracted with an internal control specialist to develop and assist us with the design, implementation

and testing of our internal controls as well as design of remediation efforts as necessary for proper compliance.

We have relied and will continue to rely upon outside professionals to assist w1th our extemal reporting
requirements to ensure tlmely ﬁlmg of our requlred reports with the’ SEC

e

We have 1mt1ated efforts to ensure our employees understand the contmued 1mportance of 1nternal controls and

~“ compliancé w1th corporate policies and procedures. We will implement a reporting and certification process for
' 'management involved in the performance of internal controls and the preparation of the Company’s
" consolidated financial statements. This certification process will be conducted quarterly and managed by our

1ntemal audit consultant

, ' We have begun a formal feasibility assessment of 1mplementmg an ERP system to replace our current ﬁnanc1al
soft\gvare application during our curtent fiscal year. As part of this assessment, we will thoroughly review the
‘roles and responsibilities of our staff involved in the performance of our financial close process and other

internal controls to ensure duties are properly segregated, access rights within our new financial software
application comply with designated roles and responsibilities and support the proper segregation of duties. In

.addition, we will assess the feasibility of generating consolidated financial statements d1rect1y from the financial
: apphcatlon and eliminate our current manual consolidation process.

ITEM9B OTHER INFORMATION

None.
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PART I |
ITEM 10 DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
MANAGEMENT

An Important Note on Language: Throughout Part III, unless the context otherwise requi‘res references to the “Company” and
“we” and “our” are references to Sajan, Inc., a Delaware corporation on a post-merger basis and references to “MathStar Inc.” and
“MathStar” are to MathStar Inc., a- Delaware corporatron ona pre merger basis. :

DIRECTORS AND EXECUTIVE OFFICERS

Our current Board of Directors, consists of Shannon Zlmmerman (Chairman), Angel Zlmmerman Vern Hanzlik, Richard Perkins,
Michael Rogers, Beénno Sand and Kris Tufto. The following table sets forth the name and pos1t10n of each of our current directors and
executive officers.

Name ' Age o Positions

Shannon Zimmerman 37 President, Chief Executive Officer, Interim Chief Financial Officer and
Chairman

Angela (Angel) Zimmerman . 37 Chief Operating Officer and a Director

Vern Hanzlik S 52 Chief Marketmg Officer, President of Sajan Software Ltd. and a Director

Peter Shutte . 48 Vlce Pres1dent of Worldw1de Sales

Richard C. Perkins : : 56 Director

Michael W. Rogers’ ‘ 54 Director

Benno G. Sand 55 " Director

Kris Tufto ‘ - 51 Director

The blographles of the above 1dent1f1ed 1nd1v1duals are set forth below:

Shannon Zimmerman. Mr. Zimmerman became the Company’s President, Chief Executlve Officer, interim Ch1ef Financial Officer
and Chairman on the date of the Merger, and continues to hold these positions. He co-founded pre-Merger Sajan, Inc. in 1998 along
with Angela Zimmerman, and served as its Chairman and Chief Executive Officer from inception until the date of the Merger. Mr.
Zimmerman is the spouse of Angela Zimmerman. Mr. Zlmmerman has served in technology focused and strategic business leadershlp
roles in the telecommunications, healthcare, manufacturing, and service industries.

Mr. Zimmerman’s experience as Chref Executive and co-founder of pre—Merger SaJ an, Inc g1ves h1m umque 1ns1ghts into the
Company’s challenges, opportunities and operations. f

Angela (Angel) Zimmerman. Ms. Zimmerman became the Company’s Chief Operatrng Ofﬁcer and a d1rector, and Chief Operating
Officer and a member of the board of managers of Sajan, LLC on the date of the Merger She co-founded pre-Merger Sajan, Inc. in
1998, and served as its President, Chief Operating Officer, Treasurer and a director from inception until the date of the Merger. Ms.
Zimmerman is the spouse of Shannon Zimmerman.

Ms. Zimmerman’s experience as Chief Operating Officer and co-founder of pre Merger Sajan, Inc. glves her unique insights into the
Company’s challenges, opportunities and operations. :

Vern Hanzlik. Mr. Hanzlik became the Company’s Chief Marketmg Officer and a dlrector as well as a member of the board of
managers of Sajan, LLC on the date of the Merger. He served as a director of pre—Merger Sajan, Inc. from April 2006 until the date of
the Merger, as its Chief Marketing Officer from December 2006 until the date of the Merger, and as President of ‘Sajan Software since
June 2009. Mr. Hanzlik was a co-founder of Stellent, Inc., which was a publicly-held provider of content and document management
software and services located in Eden Prairie, Minnesota, until it was acqulred by Oracle Corporation in 2006. While with Stellent,
Inc., he served as Vice President of Product Marketing and Business Development from 1995 to 1999, as President and Chief
Executive Officer from 1999 through March 2003, and as Executive Vice President of Compliance and Strategic Alliances from
January 2004 through February 2006. :

Mr. Hanzlik’s experience as Chief Marketing Officer and President of Sajan, Software, Ltd., our international subsidiary company
provides the board with a global perspective from a sales and marketing, operations and growth strategy perspective.
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Peter Shutte. Mr. Shutte became Vice President of Worldwide Sales of the Company and Sajan, LLC on the date of the Merger. He
served as its Vice President of Business Development of pre-Merger Sajan, Inc. from February 2009 until August 2009. Mr. Shutte
also served as its Vice President of Worldwide Sales from June 2009 until August 2009 and continued as its Vice President of -
Worldwide Sales position until the date of the Merger. From 2006 through 2008, he provided sales consulting services for Openwater.
Networks, Inc. a privately-held enterprise software company. Mr. Shutte also served as Vice President of Sales of Nsite, a SaaS-based
business process management system company, which was acquired by Business Objects in 2006. From 1999 to 2004, he served as
Director of Enterprise Sales of WebEx, once a publicly-held on-line web conferencmg company, 1ow owned by Cisco Systems Inc
Mr. Shutte was a co-founder of Workgroup Technology, a product data management and product hfecycle management company that
focused on the management of parametric technologies pro/engineer data. With Workgroup Technology, from 1992 t6'1999, he served
as Director of North America Channel Sales and as General Manager of European Operations.

Benno G. Sand. Mr. Sand has been a Director of the Company since August 2001 and a member of the board of managers of Sajan,
LLC since December 3, 2009. He is Executive Vice President, Business Development, Investor Relations and Secretary at FST =~~~
Internatlonal Inc. (NASDAQ FSII), a global suppher of wafer-cleaning and re51st—proce531ng equ1pment and technology, and he has .
markets on-line management services. He also serves on the boards of several subsidiaries of FSI Internatlonal Inc. and other
privately-held companies. Throughout his career, Mr. Sand has served as a director of various public and private companies and
several community organizations. - ' '

Mr. Sand’s extensive knowledge of the capital markets and accounting issues from his experience as Executive Vice President;
Business Development Investor Relatlons and Secretary at FSI Intemational a public reporting company listed on the NASDAQ

current external economic, social and governance issues.

Richard C. Perkins, CFA. Mr. Perkins has been a Director of the Company since February 26, 2009 and a member of the board of
managers of Sajan, LLC since December 3, 2009. He is a Chartered Financial Analyst (“CFA”), has been Executive Vice Presxdent '
and Portfolio Manager of Perkins Capital Management, Inc. since 1990, and has over 30 years of experience in the investment -
business. From 1978 until 1990, Mr. Perkins was an Investment Executive with Piper, Jaffray & Hopwood, Incorporated, an
investment banking firm. From 1975 through 1977, he was a Grain Merchandiser with General Mills, Inc. Mr. Perkins served as
President of the Board of Directors, YMCA Camp Olson in Rochester, Minnesota from 1983 through 1986 and again from 2004 -
through 2006. He has also served on the boards of several privately-held companies.

Mr. Perkin’s extensive knowledge of the capital markets and accounting issues from his experience as Executive Vice Pres1dent and"
Portfolio Manager of Perkins Capital Management and Investment Executive w1th P1per Jaffray & Hopwood Inc., is 1nva1uab1e to
our Board’s discussions of the Company’s capital and 11qu1d1ty needs.

Michael W. Rogers. Mr. Rogers became a Director of the Company and a member of the board of managers of Sajan LLC on the
date of the Merger. He served as a memiber of the board of directors of pre-Merger Sajan, Inc. from April 2006 until the date of the
Merger. From March 2002 until 2006, he served as a consultant to several early-stage technology companies. In 1985, Mr. Rogers
founded Ontrack Data International, Inc., a once publicly-held provider of computer data recovery services and electronic discovery
services located in Eden Prairie, Minnesota, which was acquired by Kroll, Inc. in June 2002. He served as Ch1ef Executlv’e Ofﬁcer of
Ontrack Data Internatlonal Inc from 1986 to 2001, and as Chatrman from 1989 to 2002

Mr. Rogers brings to the Board, entrepreneurial experience and expertise in early-stage technology companies.

Kris Tufto. Mr. Tufto joined the Company’s board of directors and the board of managers of Sajan, LLC on the date of the Merger.
He served as a member of pre-Merger Sajan, Inc.’s board of directors from February 2006 until the date of the Merger. From ‘April ,
2005 until February 2006, he served as an executive with or consultant to several early-stage technology companies. Mr. Tufto was:
President and Chief Executive Officer of J asc Software Inc., a provider of digital imaging software based in Edén Pramc, Mlnnesota
from March 1998 through March 2005. J. asc Software, Inc. was acquired by’ Corel Corporatlon in 2004.

Mr. Tufto, also brings to the Board, entrepreneurial experience and expertise in early-stage technology companies.
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 CORPORATE GOVERNANCE
BOARD OF DIRECTORS | | ”

Our Board of Directors consists of seven members. Our Board of Directors has determined that Richard C. Perkins, Benno G Sand,
Michael W. Rogers and Kris Tufto are independent directors under the listing standards-of The NASDAQ Stock Market. Presently, .
we are not required to comply, with the director independence requirements of any securities exchange. Under our corporate bylaws, a
director. elected for an indefinite term serves until the next regular meeting of the stockholders and until the director’s successor is
elected and qualified, or until the earlier death, resignation removal or disqualification of.the director. ' : -

BOARD DIVERSITY

Given the recent change from a shell company to an operatlng company as a result of the Merger we have not determlned whether or
not to adopt a policy on diversity related to the composition of our Board of Directors.

BOARD LEADERSHIP STRUCTURE

i

Mr. Zimmerman serves as the Chamnan of the Board. Mr. Zlmmerman 1s also. the Company s, Ch1ef Executlve Offlcer Interim Chief
Financial Officer and President. Given the recent change from a shell company tp an operating company as a result of the Merger,
Mr. Zimmerman currently serves as both the Chairman and Ch1ef Executive Qfficer. . The Board is evaluatmg whether to appoint a
separate chairman of the Board or in the alternative appoint a lead independent director. The Board is also evaluatmg its role in risk
oversight, how it will administer its oversight function and the effect risk overs1ght has on the Board’s 1eadersh1p structure.

FAMILY RELATIONSHIPS

Shannon Zimmerman, the Company’s Chief Executive Officer and Angel Zimmierman, the Company’s Chief dpérating Officer are
spouses. Mr. Zimmerman'’s sister-in-law, who is also Ms. Zimmermar’s sister, is the Company’s Controller. The Controller’s
husband is the Company’s Vice President of North American Client Serylces and he reports d1rect1y to ‘the Chief Operating
Officer.. The Chief Operatmg Officer and. the Controller report dlrectly to. the -Chief Executive Ofﬁcer

BOARD COMMITTEES

Our Board of Directors has a standing audit committee,a’ standing compensation committee and a‘standing governance and
nominating committee.

Audit Committee. The audit committee is responsible, among its other duties and responsibilitiés *for overseeing our accounting and
financial reporting processes, the audits of our consolidated financial statements, the qualifications of our independent registered
public accounting firm, and the performance of our internal audit function and independent registered public accounting firm. The
audit committee reviews and assesses the qualitative aspects of our financial reporting, our processes to manage business and financial
risk, and our compliance with significant applicable legal, ethical, and regulatory requirements. The audit committee is directly
responsible for the appointment, compensation, retention, and oversight of our independent registered public accounting firm. The
audit committee also oversees our policies regarding related party. transactions. The members of our audit committee are Benno G.
Sand, who serves as chair of the committee, Richard C. Perkins, Michael W.. Rogers.and Kris Tufto, -Our Board of Directors has
determined that Mr. Benno Sand is an “audit committee financial expert,” as that term is defined under the Securities and Exchange
Commission rules‘implementing Section 407 of the Sarbanes-Oxley Act of 2002. Our Board of Directors has determined that each
member of our audit committee is independent under the listing standards of The NASDAQ Stock Market and each:member of our
audit committee is independent pursuant to Rule 10A-3 of the Exchange Act. The Board of Directors has determined that each of the.
audit committee members is able to read and understand fundamental financial statements and that at least one member of the audit
committee has past employment experience in finance or accounting. S -

Compensatton Committee. The compensation committee is respons1b1e among its other duties and responsibilities, for establishing
the compensation and benefits of our chief executive officer and other executive officers, monitoring compensation arrangements
apphcable to our chief executive officer and other executive officers in light of their performance, effectiveness, and other relevant
considerations, and administering our equity incentive plans. The members of our compensation committee are Kris Tufto, whe
serves as chair of the committee, Michael Rogers and Bénno Sand. Our Board of Directors has determined that the composition of our
compensation committee meets the independence requirements of The NASDAQ Stock Market required for approval of the
compensation of our chief executive officer and other executive officers.

Governance and Nommatmg Commzttee The governance and normnatlng commlttee is responSIble for recommendmg candldates for
electlon to the board of directors. The commlttee is also respons1ble among 1 1ts other duties and respons1b111t1es, for making
recommendations to the board of directors or otherwise acting with respect to corporate governance policies and practlces, including
board size and membership qualifications, new director orientation, committee structure and membership, succession planning of our
ch.lef executive officer and other key executive officers, and communications with stockholders. The members of our nominating and
corporate governance committee ate Michael Rogers who serves as the chair of the committee, Benno Sand and Kris Tufto. Our
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Board of Directors has determined that the composition of our nominating and corporate governance committee meets the
independence requirements of The NASDAQ Stock Market required for director nominations.

INVOLVEMENT IN CERTAIN LEGAL PROCEEDINGS

During the past ten years, no officer, d1rector contrel person or promoter of the Company has been 1nvolved in-any legal proceedings
respecting: (i).any bankruptcy petition filed by or against any business of which such person was a general partner or executive officer
either at the time of the bankruptcy or within two years prior to that time; (ii) any conviction in a criminal proceeding or being subject
to a pending criminal proceeding (excluding traffic violations and other minor offenses); (iii) being subject to any order, judgment, or
decree, not subsequently reversed, suspended or vacated, of any court of competent jurisdiction, permanently or temporarily enjoining,
barring, suspending or otherwise limiting his involvement in any type of business, securities or banking activities; or (iv) being found -
by a court of competent jurisdiction (in a civil action), the commission or the Commodity Futures Trading Commission to have
violated a federal or state securities or commodmes law, and the Judgment has not been reversed suspended or vacated

CODE OF ETHICS

We adopted a Code of Ethics on March 30, 2010 which governs the conduct of our officers, directors and employees in order to
promote honesty, integrity, loyalty and the accuracy of our financial statements. Our Code of Ethics replaces the MathStar Code of
Business Conduct and Ethics in its entirety. 'You may obtain a copy of the Code of Ethics. without charge by writing us and
requesting a copy, atterition; Shannon Zimmerman, 625 Whitetail Drive, River Falls, Wisconsin 54022 or by calling us at (715) 426- -
9505. Our Code of Ethics is also available on our website at www.sajan.com’. Any amendment to, or waiver from, the provisions of
the Code of Ethics for the CEO and Senior Financial Officers that applies to any of those officers will be posted to the same location
on our website.

COMPLIANCE WITH SECTION 16(A) OF THE‘EXCHANGE ACT

Section 16(a) of the Securmes Exchange Aect of 1934 requires the Company s officers, directors and persons considered tobe
beneficial owners of more than ten percent of a regrstered class of the Company’s ‘equity securities to file reports of ownershlp and
changes in ownership with the Securities and Exchange Commission-and NASDAQ: " Officers, “directors and greater-than-ten-percent
stockholders are required by SEC regulations to furnish the Company with copies of all Section 16(a) forms they file. Based solely on
a review of the copies of such forms furnished to the Company, or written representations that no applicable filings were required, the
Company believes that all such filings were filed on a timely basis for the fiscal year 2009. . :

ITEM 11 ¢ EXECUTIVE COMPENSATION . .
SUMMARY COMPENSATION TABLE.
MathStar’s Summary Compensatxon Table

The followmg table sets forth' information about compensation awarded earned by or-paid to MathStar s named executive ofﬁcers =
its principal executive officer; principal financial officer and other executive officers for whom it is required to disclose compensatlon
under Item 402 of Reglstratlon Statement S- K for the years ended December 31, 2009 and 2008 :

: S v : A : - Stock Optlon Other Annual
Name and:Principal Position 5 \ - Awards 1) Compensation - - - “Total

Douglas M. Pihl: ; 02009 $ 117,115 8 . - $ 121,776¢5) $ 238,891
Former Chief Executive Ofﬁcer and Chlef Fmanc1a1 _ Ly , e L » S
Officer (3) 2008 $ 216,286 $ 20,767 $ 226278¢) $ 463,331

- (1) Includes the full grant date fair value of each award under ASC TOplC 718, Compensatzon Stock Compensatzon The
amounts do not reflect the actual amounts that may be realized by the executive officers. Refer to “Note 5 — Stock-Based -
Cornpensanon” in the audited financial statements mcluded in Item 8 of thls Annual Report on Form 10 K fora dlscussmn of
~the assumptlons used in calculatlng the expense.

(2) Mr. Danzberger was retained as Chief Executrve Ofﬁcer and Ch1ef Financial Ofﬁcer of MathStaI effecuve August 14, 2009
and res1gned from such positions on the Effective Date.
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(3) Mr. Pihl resigned as an officer and director of MathStar effective July 14, 2009.
(4) Mr. Jennings resigned as Chief Accounting Officer of MathStar effective February 4, 2010.

5) Cons1sts of $5,782 in health and life insurance premiums and a net $115, 994 severance payment. Takes into account the
$119,441 repaid by Mr. Pihl to MathStar in 2009.

(6) Consists of $9,992 in health and life insurance premiums and a $216,286 severance payment.
(7) Consists of $5,011'in health and life insurance premiums and an $80,000 severance payment.
Disclosure to Summary Compensation Table

Under the terms of an agreement signed August 14, 2009; but effective as of August 1 2009 (the “AHA Agreement”), between
MathStar and A. Harris & Associates, LLC (“AHA”), of which Mr. Danzberger is the President and sole member, MathStar pald _
AHA a $20,000 retention fee, paid to AHA a monthly retainer of $20,000, and reimbursed AHA its reasonable out‘of-pocket
expenses. Under the AHA Agreement, MathStar also granted to AHA a five-year option on August 14, 2009 to purchase 15,000
shares of MathStar’s common stock. The five-year option vested upon completion of the Merger. Mr. Danzber.ger resigned as an
ofﬁcer of MathStar, and the AHA Agreement terminated, both on the date of the Merger.

At a meeting of the board of directors of MathStar held on May 20, 2008, and in connection with the curtallment of MathStar’s
operations before the Merger, the board approved severance amounts for all of MathStar employees, mcludmg Douglas M. Pihl, then
its Chief Executive Officer. The severance payments subsequently were made to all of MathStar’s employees, including a $216,286
severance payment to Mr. Pihl under a Severance Agreement dated as of July 14, 2008 (the “2008 Severance Agreement”). Because it
was not the board’s intent to pay Mr. 'Pihl a severance payment until his employment with MathStar was severed, on May 7, 2009,
MathStar entered into an agreement with Mr. Pihl (the “Amendment”), under which the parties amended the 2008 Severance
Agreement. Under the Amendment, Mr. Pihl paid back to MathStar the severance payment that MathStar had paid to him under the
2008 Severance Agreement, net of wrthholdmgs consisting of a payment of $118,112, plus interest; for a total fepayment amount of
$119,441. The Amendment provided for a severance payment by MathStar to Mr. Pihl equal to 12 months of Mr. Pihl’s salary in° o
effect at the time of his severance from employment with MathStar unless MathStar terminated his employment for “cause” or

Mr. Pihl died while employed by MathStar, as described in the Amendment. Under the Amendmient, Mr. Pikil and MathStar also
agreed that at the time of any severance payment by MathStar to Mr. Pihl, the parties- would enter mto a severance agreement
substantially in the form attached to the Amendment. . i

On July 14, 2009, Mr. Pihl resigned his position as President, Chief Executrve Officer and Chref Financia} Ofﬁcer of MathStar and
from MathStar’s board of directors. As a result of Mr. Pihl’s resignation in July 2009, on August 5, 2009, MathStar and Mr. Pihl
entered into a Severance and Release Agreement (the “2009 Severance Agreement”), the forrn of wluch was attached to the
Amendment and included as Exhibit A to Exhibit 10.2 of the Company’s Cutrent Report on Formi 8-K filed on May 8, 2009. Under
the 2009 Severance Agreement, MathStar made a severance payment of $216,286 to Mr Pihlin 2009 All costs assocrated with the
2009 Severance Agreement were accrued as of June 30, 2009. .

As described above on May 20, 2008, the board approved severance payments for all of MathStar s employees, mcludmg a severance
payment equal to six months of base pay for John M. Jennings. The Severance Agreement with John M. Jennings, dated July 14,2008,
provided for a severance payment to Mr. Jennings of $80,000, which was paid to him by MathStar on July 31, 2008. The Severance
Agreement also provided that MathStar, pursuant to federal and state law, would provide, for a period of 18 months after the date of
Mr. Jennings’ termination, a continuation of the group medical insurance coverage previously provided to him by MathStar. In
addition, the Severance Agreement provided that effective August 1, 2008, Mr. Jennings was converted to.an exempt hourly .
employee, with an hourly rate of $115. The Severance Agreement also contained agreements by Mr. Jennings to release MathStar
from certain claims, not to initiate any litigation against MathStar with regard to such claims, and regardmg conﬁdentrahty Effective
February 4, 2010, Mr. Jennings resigned as Chief Accounting Officer of MathStar.

Grants of Options and Other Awards. During 2009, MathStar did not approve or grant any bonus, optlon restricted stock award, non-
equrty incentive plan award or other award to Mr. Pihl or Mr. Jennings. . :

Retirement Benefits. MathStar terminated its 401(k) Plan on December 31, 2009. Although MathStar could have matched employee
contributions to the 401(k) Plan at its discretion, it did not do so.

Perquisites and Other Benefits. Historically, ‘MathStar’s senior management has participated in MathStar’s other beneﬁt plans on the
same basis as other employees. These plans included medical and dental insurance, life insurance, accidental death and
‘dlsmembex‘mem and short and long-term disability insurance. All of these plans Were temnnated on July 31 2009
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Summary Compensation Table for Pre-Merger Sajan, Inc.

The following table summarizes the compensation for fiscal 2009 and 2008 of pre-Merger.Sajan, Inc.’s chief executive officer :
(interim chief financial officer) and the next three most highly compensated executive officers servmg as executive officers as of
December 31, 2009. These six.individuals comprise our named executive officers or “NEQs.”

~ Stock Optionk Other Annual

Name and Principal Position . Year _ Sal _Aw Compensation

Vern Hanzlik @)
Chief Marketmg Ofﬁcer Pres1dent of SaJan Software

C)
®
© .
9

Zlmmerman s healt 1nsura ce pr’emiu” are 1ncluded 1n Mr Z1mmerman ] compensatlon bécause he cames the famlly :
i_"coverage .

i

AT

(8) Figure relates to $4, 029 in bonus payment $88 in d1sab111ty insurance prermums, and $3 284 in employer—pald retlrement
. confnbutléns Rl AR :

k =iy

OF Mr Shutte beca A
(10) Flgure mcludes commissions-of $27, 2()8 $2 650 in employer—pald re’urement contnbutlons $642 in health and *hfe insurance .:
prennmns and $1 625 in casht cenmbutlons pa;ld in heu of health insurance. - - C ol o

T e
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR END - 2009

The following table sets forth information about unexercised options that were beld at December 31, 2009 by the named executive

officers of MathStar:

MathStar’s 'Outstvanding Equity Awards

. Option Awards
Number of Number of
‘Securities Securities
Underlying Underlying
Unexercised Unexercised . Option
Options (#) Optlons @ - Option Exercise Expiration

L s Lokl 5
1,500 11,5002 $ 8.45 o 5/16/17

® This stock option was granted to A. Harris & Associates LLC, a single-member limited liabjlity sompany of which
Mr. Danzberger is the sole member and president, under the MathStar, Inc. Amended and Restated 2004 Long-Term
Incentive Plan. The option vested onthe date of the Merger.

@ " The options were to vest as to 750 shares on each'of May 16, 2010 and2011 if Mr. Jennings is then an employee of
- MathStar. Mr. Jennings resigned as Chief Accounting Officer effective February 4, 2010.

Outstanding Equity Awards for Pre-Merger Sajan, Inc.

The following table sets forth information about unexercised options that were held at December 31, 2009 by the named executive
officers of pre-Merger Sajan, Inc.: :

Option Awards @)
Number of Number of
Securities Securities
Underlying Underlying
Unexercised Unexercised Option
) Options (#) Options (#) Option Exercise Expiration
Name ' Exercisable Unexercisable Price ($) Date

200 172117

125,000 100,000 $ - 200 12117

58,363 151,637 $ 272 6/2/19

Peter Shutte

@ The amount reflected in this table reflect the pre-Merger Sajan, Inc. shares and option prices.
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EMPLOYMENT AND CHANGE-IN-CONTROL AGREEMENTS

On May 19, 2006, pre-Merger Sajan, Inc. entered into employment agreements with each of Shannon Zimmerman and Angel
Zimmerman, which were amended effective as of February 1, 2010. The employment agreements were assumed in the Merger by
Sajan, LLC, which is now a wholly-owned subsidiary of the Company. Under the employment agreements, Mr. Zimmerman receives
an annual base salary of $185,000 and Ms. Zimmerman receives an annual base salary of $150,000. The employment agreements
require Sajan LLC to pay severance in an amount equal to the then-current annual salary upon termination of employment by Sajan
LLC other than for cause or upon termination of employment by the employee for Sajan LLC’s breach. The employment agreements
contain confidentiality, invention assignment, non-solicitation and non-competition provisions.

On January 1, 2007, as amended on June 2, 2009 and February 1, 2010, pre-Merger Sajan, Inc. entered into an employment agreement
with Vern Hanzlik. The employment agreement was assumed in the Merger by Sajan, LLC which is a wholly-owned subsidiary of the
Company. Under the employment agreement, Mr. Hanzlik receives an annual base salary of $175,000. The employment agreement
requires Sajan LL€ to pay severance in an amount equal to one month of the then-current annual salary upon termination of
employment by Sajan LLC other than for cause or upon:tegmination of employment by the employee for Sajan LLC’s breach.
Pursuant to the terms of the employment agreement, pre-Merger Sajan, Inc. granted to Mr. Hanzlik an option to purchase 275,000
shares of common stock of pre-Merger Sajan, Inc., of which 200,000 shares have vested (converted into 245,000 shares of Company
common stock in the Merger) and 75,000 shares are not vested (91,875 Company.common stock shares as converted pursuant to the
Merger), which will vest on January 1, 2011. The employment agreement contains confidentiality, invention assignment, non-
solicitation and non-competition provisions. The employment agreement was amended on June 2, 2009 pursuant to which Mr. Hanzlik
became the President of Sajan Software. As provided in the amendment, pre-Merger Sajan, Inc. granted Mr. Hanzlik an additional
option to purchase 200,000 shares of pre-Merger Sajan, Inc. common stock (245,000 Company common stock shares as converted
pursuant to the Merger), which vests upon achievement of certain financial targets set forth in the agreement or established by the
board of directors for each of 2010, 2011 and 2012. : T ’ : :

Peter Shutte receives an annual base salary of $135,000. Pursuant to an employment offer letter dated January 9, 2009, which was
amended June 3, 2009, pre-Merger Sajan, Inc. granted to Mr. Shutte an option to purchase 210,000 shares of common stock of pre-
Merger Sajan, Inc. (converted into 257,250 shares of Company common stock in the:Merger), of which 45,880 shares of pre-Merger
Sajan, Inc. common stock (56,203 Company.common stock shares as converted pursuant to the Merger) have vested as of February
15, 2010. Mr. Shutte also entered into a confidentiality and noncompete agreement on January 15, 2009. * i SRR

COMPENSATION OF DIRECTORS

In anticipation of the completion of the Merger, Messrs. Sand and Perkins, previous directors of MathStar, Inc. were appointed to the
board of managers of Sajan, LLC on December 9, 2009 and served in both capacities until the date of the Merger when they became
directors of the Company. The table below delineates director compensation for the Company directors while on MathStar’s board of
directors for the year ended December 31,2009. Compensation received by executive management directors is included in the
respective executive compensation tables above. No compensation was paid to the board of managers of Sajan, LLC during the year
ended December 31, 2009. S ' :

N MathStar, Inc.
~Fees Earned ‘
S OF Option Total
* PaidinCash ~ Awards ©2  ~Compensation
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) The amounts shown for option awards reflect the aggregate full grant date value as-determined under ASC Topic 718
- Compensation — Stock Compensation . Refer to “Note 5 — “Stock -Based Compensation” in the audited financial
statements included in Item 8 of this Annual Report on Form 10-K for a discussion of the assumptions used. in
calculating the award amount. On February 26, 2009, Mr. Perkins was automatically granted a 10-year option under
the 2004 Incentive Plan to purchase 5,000 shares of MathStar common stock at an exercise price of $0.88 per share
with a grant date fair value of $2,650. This option vests annually as to one-third of the shares subject to the option on
each of February 26, 2010, 2011 and 2012, but only if Mr. Perkins is then a director of the Company. On October 26,
2009, each of Mr. Sand and Mr. McPeak was automatically granted a 10-year option under the 2004 Incentive Plan to
purchase 1,000 shares at an exercise price of $1.30 per share with a grant date fair value of $700. Mr. Sand’s option
vests as to all of the shares on October 25, 2010, but only if he is then a director of MathStar Mr. McPeak’s optxon is
fully vested. .

2) As of December 31, 2009, Mr. Sand had outstanding options to purchase 15,667 shares, which were vested ds to
14,667 shares and not vested as to 1,000 shares; Mr. McPeak had outstanding options to purchase 9,000 shares, which
were vested as to 8,000 shares and not vested as to 1,000 shares; Mr. Perkins had outstanding options to purchase
5,000 shares, which were not vested; and Mr. Goodwin and Mr. Maerz had no outstanding options.

?3) Mr. Goodwin resigned from MathStar’s board of directors on February 23, 2009, and Mr. Maerz resigned from
MathStar’s board of directors on June 22, 2009. Mr. McPeak resigned from MathStar’s board of dlrectors on the date
of the Merger.

MathStar Board of Director Compensation Structure

MathStar’s non-employee directors received a cash retainer of $1,500 per quarter plus a meeting fee of $750 per board meeting: The
chairperson of the Audit Committee received $1,000 per meeting of the Audit Committee, and the other members of the Audit -
Committee received $750 per meeting of the Audit Committee. The chairpersons of the Compensation Committee and the Governance
Committee received $750 per Committee meeting, and the other members of such Committees received $500.per committee meeting.

Under the 2004 Incentive Plan, non-employee directors automatically receive an option to purchase 5,000 shares of the Company’s
common stock when they are initially elected or appointed to our board of directors, which vests as to oné-thifd of thé shares subject
to the option on the first, second and third anniversary dates of the date of grant so long as they are directors of the Company. - Non-
employee directors also automatically receive an option to purchase 1,000 shares upon each anniversary date of thie initial grant to
them so long as they are then the Company directors, which vests as to all of the shares subject to the option on the first anniversary
date of the date of grant of the option if they are then directors of the Company. The exercise price of these options is equal to the
closing price of the Company’s common stock on the grant date of the option, and all options expire 10 years after the date of grant.
Under the automatic grant provisions of the 2004 Incentive Plan, on February 26, 2009, Mr. Perkins received a 10-year optiofito "™
purchase 5,000 shares at an exercise price of $0 88 per share, and on October 26, 2009, Mr. Sand and Mr. McPeak each received a 10-
year option to purchase 1,000 shares at an exercise price of $1.30 per share. In addition, under the automatic grant provisions of the
2004 Incentive Plan, as of the date of the Merger, each of Michael W. Rogers and Kris Tufto, as independent directors of the
Company, was automatically granted a 10-year option to purchase 5,000 shares at an exercise price equal to the fair market value of
the Company’s common stock as of the date of the Merger.

Sajan Board of Dlrector Compensatlon Structure

The Compensation Committee of the Company s Board of D1rectors is currently: developmg a dlrector compensatlon structure for
presentation to the full Board of Directors.

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

The following table contains certain information regarding the beneficial ownership of Sajan’s common stock as of March 15, 2010
(except.as otherwise indicated) by (i) each person who is known by Sajan to own beneficially more than 5% of the outstanding shares
of our common stock; (ii) each director of Sajan; (iii) each executive officer of Sajan; and (iv) all executive officers and directors as a
group. This information is based on information received from or on behalf o the named individuals. Unless 0therw1se noted, each
person or group identified possesses sole voting and investment power with respect to such shares. . R o
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Common Shares

‘Beneficially Owned

o . = . : - e - Percentage of
Name and Address @) : - )

Common Shares (2)

S. Muoio f8’L-C0_., LLC
509 Madison Ave., Suite 446 » . c . - e . o
New York, NY. 10022 : , : ‘ , : . 845,470a1 . 5.3%

* less than 1%

@O Unless otherw1se 1ndlcated the busmess address of each individual i is c/o Sajan, 625 Whltetall Blvd River Falls, Wlsconsm
54022 o

(2) Based on 16,009,331 shares of common stock outstanding. Such number does not include shares of MathStar common stock
issuable upon exercise of outstanding stock options and warrants. Each figure showing the percentage of outstanding shares :
owned beneficially has been calculated by treating as outstanding and owned the shares which could be purchased by the
indicated person(s) on March 15, 2010.or W1th1n 60 days of March 15, 2010 upon theexercise of stock opt10ns and: warrants

(3)  Includes options to purchase 251,891 shares of common stock that are currently exercisableé or w111 become exer01sable within
60 days of March 15, 2010.

(4) " Includes options to purchase 59,952 shares of common stock based that are exercisable within 60 days of March 15, 2010.

(5) Includes options to purchase 6,891 shares of common stock that are currently exercisable or will become exercisable within 60
days of March 15, 2010.

(6) Includes options to purchase 6,891 shares of common stock that are currently exercisable or will become exercisable within 60
days of March 15, 2010. '
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(7) - Includes options to purchase 14,667 shares of common stock that are currently exercisable or will become exercisable within 60 -
days of March 15, 2010.

(8) -Consists of an option to purchase 1,666 shares of common stock that will become exercisable within 60 days of March 15,
2010. Does: not includes 96,420: shares or warrants to purchase 4,667 shares of common stock held in client accounts for which
Perkins Capital Management, Inc. (“PCM”) is the investment advisor. Mr: Perkins is the holder of 20% of the outstanding
equity interests and Executive Vice President/Portfolio Manager of PCM and disclaims beneficial ownership over these 96,420
shares and warrants to purchase 4,667 shares.

©) _Consisis of Ms. Zimmerman and Messts. Zimmerman, Hanzlik, Shutte, Rogers, Tufto, Sand and Perkins.

(10) Consists of 5,298,728 outstanding shares of common stéck and opuons to purchase a total of 341,958 shares of common stock.
See Footnotes 3, 4, 5, 6, 7 and 8 above.

(11). Reflects 1nformat10n derived from Amendment No:.3toa Schedule 13D filed on July 1, 2009 with the SEC by S. Muoio & Co.
LLC (“SMC”) and Salvatore Muoio and a Form 4 filed with the SEC by SMC and Mr. Muoio on October 1, 2009. According
to the Schedule 13D, as amended, and the Form 4, Mr. Muoio and SMC share voting and dispositive power with respect to
these shares, and Mr. Muoio is the managing member of SMC, an investment management firm that serves as the general
partner and/or investment manager to a number of private investment vehicles and managed accounts. Reflects information
derived from Amendment No. 3 to a Schedule 13G filed with the SEC on March 18, 2010 by S. Muoio & Co. LLC (“SMC”)
and Salvatore Muoio. According to the Schedule 13G, Mr. Muoio and SMC share voting and dispositive power with respect to
these shares, and Mr. Muoio is the managing member of SMC, an investment management firm that serves as the general
partner and/or investment manager to a number of private investment vehicles and managed accounts.

Securities Authorized for Issuance Under Equity Compensatlon Plans

The following table sets forth the aggregate mformatmn regardmg grants under all equity compensatlon plans as of December 31,
2009:

Number of securities
remaining available for
future issuance under

Number of securities to  Weighted-average \ equity compensation
be issued upon exercise exercise price of plans (excluding
of outstanding options, outstanding options, securities reflected in
Plan category warrants and rights warrants and rights ' column (a))
(@) , » (b). : . (©)

Equity compensation
plans not app_l_'oved by
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ITEM 13  CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

CERTAIN RELATIONSHIPS AND TRANSACTIONS

Sajan, LLC and River Valley Business Center, LLC (“RVBC”) are parties to two office lease agreements. RVBC owns a two-story
commercial office building located near River Falls, Wisconsin. RVBC is owned and operated by Shannon Zimmerman and Angel
Zimmerman; both of whom are-executive officers, directors and significant stockholders of the Company. Under the terms of a lease
agreement dated February 1, 2010, Sajan, LLC leases 12,000 square feet of space which comprises the entire second floor of the
building, and pays monthly rent of approximately $19,000. Under the terms of a lease agreement dated February 1, 2010, Sajan, LLC
leases an additional 4,100 square feet of space which comprises a portion of the first floor of the building and pays monthly rent of
approximately $6,500. Both of these leases will expire on January 31, 2017. Sajan, LLC may not assign either of the lease agreements
without the prior written consent of RVBC. In the lease agreements, Sajan, LLC granted RVBC a security interest in all goods,
chattels, fixtures and personal property of Sajan, LLC located in the premises to secure rents and other amounts that may be due under
the lease agreements. Management of Sajan, LLC believes, based on an informal assessment conducted by a commercial real estate
agent familiar with commercial properties in the River Falls, Wisconsin area, that the rent paid for the leased premises is competitive
with rents paid for similar commercial office space in the River Falls, Wisconsin market. The foregoing lease agreements were ‘
authorized by the disinterested members of the pre-Merger Sajan, Inc. board of directors before the date of the Merger. )

Sajan, Inc. and JB Computing Solutions, Inc. (“JB Computing™) are parties to a professional services agreement. The sole owner of
JB Computing is Jde Bechtel, the brother-in-law of the Comipany’s CEO and COO, and the husband of the Controller. JB Computing
provides the Vice President of North American client services to Sajan, Inc. During 2009, JB Computing was paid approximately
$135,000 for services rendered.” JB Computing has provided services to Sajan, Inc. since 2002. - T '

DIRECTOR INDEPENDENCE

As of the date of .,thé’Mergcr;,'t'he fbllowihg,/individuals became members of the board of directors of the Company: Shannon
Zimmerman, Angela Zimmerman, Vern Hanzlik, Michael W. Rogers and Kris Tufto. Messrs. Benno G. Sand and Richard C. Perkins
remained on the board of directors,of MathStar. o . o

Presently, we are not required to comply with the director independence requirements of any securities exchange. In determining
whether our directors are independent, however, we have elected to be guided by the rules of the NASDAQ Stock Market LLC. Under
the NASDAQ rules, each of Mr. Rogers, Mr. Tufto, Mr. Sand and Mr. Perkins qualifies as an independent director. Accordingly, our
board of directors is composed of a majority of independent directors. h . '

All ongoing and future transactions between us and any of our officers and directors or their respective affiliates, including loans by
our officers and directors, will be on terms believed by us to be no less favorable than are available from unaffiliated third parties and
such transactions or loans, including any forgiveness of loans, will require prior approval in each instance by a majority of our
uninterested “ihdepepd‘eﬁt” directors or the members of our board who do not have an interest in the transaction, in either case who

had access, at ur expénse, to our attorneys or independent legal counsel.
ITEM 14 - ‘PRINCIPAL ACCOUNTANT FEES AND SERVICES
Audit and Non-Audlt ,Sérvices and Fees

The following table summarizes the fees we were billed for audit and non-audit services rendered for fiscal years 2009 and 2008. Our
predecessor auditor, PricewaterhouseCoopers LLP, audited the Company’s consolidated financial statements for 2008;and reviewed
the quarterly filings through September 30, 2009. On February 19, 2010, we replaced our predecessor auditor with Baker Tilly .
Virchow Krause LLP. Baker Tilly Virchow Krause audited the Company’s consolidated financial statements for fiscal years 2009.

Successor Independent Registered o _
Public Accounting Firm Predecessor Public A(,:coun_’ting/Firms

008 2009 2008

AuditFees
Audit-Related Fees
TaxPFees .
All Other Fees

Total $ 28,765 $ - $ 259,035 $ 172,800
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Audit Fees. The fees identified under this caption were for professional services rendered for years ended 2009 and 2008 in
connection with the audit of our annual financial statements and review of the financial statements included in our quarterly reports on
Form 10-Q. The amounts also include fees for services that are normally provided by the independent public registered accounting
firm in connection with statutory and regulatory filings and engagements for the years identiﬁed.

Audit-Related Fees. The fees identified under this caption were for assurance and related services that were related to the performance
of the audit or.review of our ﬁnanc1a1 statements and were not reported under the caption “Audit Fees.” This category may include
fees related to the performance of audits and attestation services not requued by statute or regulations, and accounting consultations
about the application of generally accepted accounting principles to proposed transactions.

Tax Fees. The fees identified under this caption were for tax compliance, tax planning, tax advice and corporate tax

services. Corporate tax services encompass a variety of permissible services, including technical tax advice related to tax matters;
assistance with withholding-tax matters; assistance with state and local taxes; preparation of reports to comply with local tax authority
transfer pricing documentation requirements; and assistance with tax audits.

All Other Fees. The fees identified under this captlon were for serv1ces related to potenUal acqulsmons due diligence and review of
merger-related documents and filings.

Approval Policy. Our entire Board of Directors approves in advance all services provided by our independent registered public
accounting firm." All engagements of our independent registered public accounting firm and predecessor publi¢ accounting firm in

years ended 2009 and 2008 .were pre-approved by the Board of Directors and the engagements of the Company’s predecessor
independent registered accounting firm was pre-approved by the Audit Committee of the Board of Directors.

PART IV

ITEM 15  EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

FINANCIAL STATEMENTS

Item Page

Balance Sheets — December 31, 2009 and December 31, 2008 28

Statements of Stockholders’ Equity — Years ended: December 31, 2009 and December 31, 2008 ’ 30
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EXHIBITS
Exhibit No.

Description

2.1 .

3.1

32

3.3

3.4

35

4.1

4.2

10.1

10.2

10.3

104

105

10.6

10.7

Agreement and Plan of Merger, dated‘j anuary 8, 2010, amohg MathStar, Inc;, Sajan,' Inc., Garuda Acquisition,
LLC, and Thomas Magne (incorporated by reference to Exhibit 2.1 to the Current Report on Form 8-K filed with
the Securities and Exchange Commission (“ SEC ”) on January 11, 2010). -

Certificate of Incorporation of MathStar, Inc. (incorporated by reference to Exhibit 3.1t the Registration Statement

- on Form S-1 filed by MathStar, Inc. with the SEC on August 3, 2005, Registration No. 333-127164 {“Registration

Statement”}). '

Certificate of Amendment of the Certificate of Incorporation of MathStar, Inc. filed with thé Delaware Secretary of
State on May 23, 2008 (incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K filed with the
SEC on May 23, 2008). '

Certificate of Designation of Series A Preferred Stock filed with the Secretary of State of the State of Delaware.on
February 25, 2010 (incorporated by reference to Exhibit 3.1 of the Company’s Current Report on Form 8-K dated
February 25, 2010 filed with the SEC). - = . ' ; g

Certificate of Ownership and Merger merging Sajan, Inc. into MathStar, Inc. filed with the Securities and Exchange
Commission on March 3, 2010 (incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K filed
with the SEC on March 3, 2010). : A -

Bylaws of MathStar, Inc. (incorporated by reference to Exhibit 3.2 to the Registration Statement).

Form of common stock certificate of MathStar, Inc. (incorporated by reference to Exhibit 4.1 to the Registration
Statement). ‘ g

Tax Benefit Preservation Plan and Rights Agreement, dated as of February 25, 2010, between MathStar, Inc. and
Wells Fargo Shareowner Services, a division of Wells Fargo Bank, National Association, as Rights Agent, together
with the following exhibits thereto: Exhibit A - Form of Certificate of Designation of Series A Preferred Stock of -
MathStar, Inc.; Exhibit B — Form of Right Certificate; Exhibit C — Summary of Rights to Purchase Shares of
Preferred Stock of MathStar, Inc. (incorporated by reference to Exhibit 4.1 of the Company’s Current Report on
Form 8-K dated February 25, 2010 filed with the Securities and Exchange Commission).

MathStar, Inc. 2004 Amended and Restated Long-Term Incentive Plan (incorporated by reference to Exhibit 10.1 to
the Current Report on Form 8-K filed with the SEC on May 17, 2007).

Form of Incentive Stock Option Agreement (incorporated by reference to Exhibit 10.2 to the Current Report on
Form 8-K filed with the SEC on February 24, 2010).

Form of Non-Statutory Stock Option Agreement for Vern Hanzlik (incorporated by reference to Exhibit 10.3 to the
Current Report on Form 8-K filed with the SEC on February 24, 2010). :

Form of Incentive Stock Option Agreement for Peter Shutte (incorporated by reference to Exhibit 10.4 to the
Current Report on Form 8-K filed with the SEC on February 24, 2010).

Form of Non-Statutory Stock Option Agreement for non-employee directors (incorporated by reference to Exhibit
10.5 to the Current Report on Form 8-K filed with the SEC on February 24, 2010).

Form of Common Stock Purchase Warrant (incorporated by reference to Exhibit 10.6 to the Current Report on
Form 8-K filed with the SEC on February 24, 2010).

Employment Agreement, dated May 19, 2006, and as amended on February 1, 2010, between Sajan, Inc. and
Angela Zimmerman (incorporated by reference to Exhibit 10.8 to the Current Report on Form 8-K filed with the
SEC on February 24, 2010).
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10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

14.1

16.1
16.2

21.1
231
23.2
311
31.2

32

Employment Agreement, dated May 19, 2006, and as amended on February 1, 2010, between Sajan, Inc. and - L
Shannon Zimmerman (incorporated by reference to Exh1b1t 10 8 to the Current Report on Form 8-K filed with the
SEC on February 24, 2010). B e : . ter, -
Employment Agreement, dated January 1, 2007, and as amended on June 2, 2009 and February 1, 2010, between
Sajan, Inc. and Vern Hanzlik (incorporated by reference to Exhibit 10.9 to the Current Report on Form 8-K filed

with the SEC on February 24 2010)

Employment Offer Letter, dated J: anuary 9, 2009, and as amended June 3, 2009, between Sajan, Inc. and Peter
Shutte (incorporated by reference to Exh1b1t 10.10 to the Current Report on Form 8-K filed with the SEC on
February 24, 2010).

Office Lease Agreement dated June 1, 2005, as s amended on September 23 2005 andas further arended on J uly
24, 2007 by and between Mark Tanasbourne, LLC and MathStar, Inc. (mcorporated by reference ‘to Exhibit 10:12 to”
the Reglstrauon Statement)

Standard Ofﬁce Lease Agreement (No 1) between Sajan, Inc. and River Valley Business Center, LLC, dated
February 1, 2010 (1ncorporated by reference to Exhibit 10.12 to the Current Report on Form 8-K filed with the SEC
on February 24, 2010). -

Standard Office Lease Agreement (No. 2) between Sajan, Inc. and River Valley Business Center, LLC, dated
February 1, 2010 (1ncorporated by reference to Exhibit 10.13 to the Current Report on Form 8-K filed with the SEC
on February 24, 2010)

Promissory Note, dated February 23, 2010, in the original pnnmpal amount of $1,000,000 issued by MathStar, Inc.
to Shannon and Angel Zimmerman (mcorporated by reference to Exhibit 10.14 to the Current Report on Form 8-K
filed with the SEC on February 24, 2010).

Escrow Agreement, dated February 23 2010 among MathStar, Inc., Sajan, LLC and Thomas Magne, as
representative for the shareholders of Sajan, Inc. (incorporated by reference to Exhibit 10.15 to the Current Report
on Form 8-K filed with the SEC on February 24, 2010)

Form of Lock- Up Agreement (1ncorporated by reference to Exhibit 10.16 to the Current Report on Form 8-K filed
with the SEC on February 24, 2010)

Code of Ethics adopted March 30, '20'1’0;

Letter from HLB Tautges Redpath, Ltd. (incorporated by reference to Exhibit 16.1 to the Current Report on Form 8-
K filed with the SEC on February 24, 2010) :

Letter from PricewaterhouseCoopers, LLP (incorporated by reference to Exhibit 16.2 to the Current Report on Form
8-K filed with the SEC on February 24, 2010).

Subsidiaries of Sajan, Inc.

Consent from Baker Tilly Virchow Krause, LLP

Consent from PricewaterhouseCoopers, LLP

Certification of principal executive officer pursuant to Rule 13a-14(a)/15d-14(a)
Certification of principal financial officer pursuant to Rule 13a—14ta)/ 15d-14(a)

Certification of principal executive officer and principal financial officer pursuant to 18 U.S.C. 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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SIGNATURES

Pursuant to the requn'ements of Sectlon 130r 15(d) of the Securities Exchange Act of 1934 the reglstrant has duly caused this report
to be s1gned on its behalf by the undermgned thereunto duly authorized.

~ SAJAN, INC.

/s/ Shannon Zimmerman' ' - 3/31/10
Shannon Zimmerman
" Chief Executive Ofﬁcer Pre81dent and
Interim Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the regxsu'ant and in the capacxtles and on the dates indicated. -

/s/ Shannon Zimmerman ' 3/31/10
~ Shannon Zimmerman, Director, Chairman,

Chief Executive Officér; President and Interim

Chief Financial Officer (Principal Eieeutive '

Officer, Principal Financial Officer and

Principal Accounting Officer)

Is/ Angela Zimmerman =~ PR ; 3/31/10
Angela (Angel) Zimmerman, Dlrector N

Is/ Vern Hanzlik o 3/31/10
Vern Hanzlik, Director B ' *

/s/ Michael W. Rogers , 3/31/10
Michael W. Rogers, Director ' -

Js/ Kris Tufto - ' 3/31/10
Kris Tufto, Director

/s/ Richard C Perkins o 3/31/10
Richard C. Perkins, Director

/s/ Benno G. Sand ; ; . 3/31/10
Benno G. Sand, Director '
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