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Ve have created a new plan, a new team and 3
ew Pixelworks. Let me share with you our vision.
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AS WE WORK TO INCREASE QUR TOP-LINE REVENUE,
WE CONTINUE TO TAKE MAJOR STEPS TO LOOK AFTER
THE BOTTOM LINE AS WELL.

performance of any image processor by serving as a co-processor
IC or in an embedded timing controller for LCD panels. We feel this
strategy will give us the ability to bring our innovative technologies
to market more quickly and enables our customers to achieve
maximum video performance and pixel processing capabilities
using Pixelworks’ intellectual property.

Powering Projectors

Turning to our mainstay projector business, we remain focused
and committed. Our projector business has been the foundation
of Pixelworks from the beginning, and revenues from this segment
grew by more than 11 percent in 2006. We are committed to
extending our leadership in this segment by investing in further
development of our leading ImageProcessor architecture and
remaining true to our philosophy of taking a systems approach

to designing our chips.

Qur close relationships with projector manufacturers allow us to
continue evelving our chip platform to conform to the needs of our
customers. Our latest products perform better and add increased
functionality and expanded digital keystone correction.

REQRGANIZING FOR THE FUTURE

As we work to increase our top-line revenue, we continue to take
major steps to look after the bottom line as well. Qur operations
were not aligned with our ability to generate revenue and margin
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contribution. Commensurate with our new strategy, we made
significant efforts in 2006 to improve our efficiency.

As a leadership team, we chose to move from a distributed model
to a more centralized model. A legacy of several of our acquisitions
was that we had development teams in multiple locations causing
aur product execution to suffer. We tried to overcome this with
investments in tools that improved coliaboration, However, as our
revenue contracted, we decided to take a more direct approach by
consolidating our development teams in two design centers
located in Shanghai and San Jose. We believe this will improve
productivity and product development execution moving forward.

Restructurings of this magnitude are difficult and impact many
employees in a personal way through layoffs and, in some cases,
relocations. We did our best to assist our employees during these
transitions and treat them in a way that respected their contribu-
tions. Qur employees have managed the change with an impressive
level of professionalism.

We expect the impact of the restructuring to lay the foundation
for the company’s success. One year ago, our non-GAAP operating
expenses hit $23 million in the first guarter of 2006. Under our
current plan, we are on track to reduce our non-GAAP operating
expenses to $15 million per quarter by the third quarter of 2007,
with a goal of being EBITDA positive by the end of the year. In
addition, we have aligned our operations and resources closer to
our customers, who are primarily located in Asia, which will help us
be more responsive, competitive and efficient. in 2007, we intend
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to continue making the changes necessary to align our business
model to ensure that Pixelworks has the foundation to succeed
in the future.

LOOKING AHEAD

While 2006 was a trying year, | am confident that we have turned
the corner and that Pixelworks is moving in a positive direction.
Qur restructuring plan is well under way, and within the next few
quarters we expect to start realizing more of the benefits.

In the first months of 2007, the launch of our new product strategy,
which was embodied in several new co-processor ICs, was well
under way. We are actively engaging with customers with our
PixelAmp™ color enhancement co-processor chip and our keystone
correction co-processor IC.

A great illustration of our new co-processor strategy has been the
rollout of our new co-processor chip that digitally preprocesses
video images to optimize them for slim CRT televisions. We are
proud that our lead customer for this product is one of the largest
and most respected consumer electronics brands in the world.

PXLW 4

Hans Clsen
President and CEO

Pixelworks' engineering teams are also focused on efforts to
release our innovative Motion Engine co-processor |C later this
year. Benchmark testing of our unique IP for motion estimation and
compensation—which will be the core of the Motion Engine—makes
us optimistic that this product will once again show our strength as
a leading innovator in video and image processing.

Our new strategy reflects the essence of our name, Pixelworks:

* We are focused on implementing unique value-added technolo-
gies that maximize video performance and make pixels work;

+ We are targeting the portion of the advanced display and
projector market that demands superior image quality; and

+ We will deliver our technology in a series of pixel co-processors
designed for use with image processor system-on-chip (Cs and

directly on the LCD to drive even higher levels of pixel performance.

The beginning of 2007 brings forth a new approach and a

new optimism. We have undertaken the challenge to put the
company back on the path to profitability with a new, innovative
product roadmap.

Hans Olsen
President and CEO
Pixelworks, Inc.
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