
!
2003 Annual ReportDot Hill Systems Corp.

6305 El Camino Real, Carlsbad, CA 92009

800.872.2783   760.931.5500   fax 760.931.5527

www.dothill.com

240437.r1_cover.il  3/24/04  7:04 AM  Page 1



!a “high-volume” year

240437.r1_cover.il  3/24/04  7:04 AM  Page 2



Year-over-year  net  revenues up 
approximately  300 percent!

Important  st rategic  acquis i t ion!

Growing demand!

Except ional  growth with largest  
OEM customer!

Subtlety can be a virtue. But in the tech world, if you’ve got something to say, sometimes you need to raise
your voice a bit.

That’s why we at Dot Hill are giving our accomplishments in the storage networking hardware and software
space a little extra emphasis. For us, it was a loud-and-proud year worth celebrating. 

Highlights included:

Now that we’ve had a chance to shout it out, allow us to offer some explanations for all these exclamations.

Pipel ine of  innovat ive products!

Sol id  balance sheet!
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making the r ight  ca l l
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Smart moves
“When you come to a fork in the road, take it!” — Yogi Berra

Back in 2002, Dot Hill found itself at a fork in the road, as it searched for new opportunities in a then-dismal 
IT marketplace. And we took it.

We say “it,” because, in our view, the course we chose was well planned, well executed, and the right one. 
If we were to continue on as a force in the storage sector, we were going to have to focus on what we did 
best — engineering the most rugged, reliable and flexible storage solutions on the road. And to do that, 
we courageously made some sweeping changes, most notably: 

Moving to an indirect sales model that emphasized OEM agreements and strategic 
partnerships with value-added resellers, systems integrators and service providers; and

Outsourcing of manufacturing operations, as well as service and support functions.

The move wasn’t without its share of risks, and required much preparation and hard work. But by playing 
to our strengths as one of the storage industry’s foremost innovators and solutions developers, we executed
beautifully and we’ve been able to direct our energies where they can do our shareholders the most good. 

Over the course of 2003, our leading OEM customer significantly lengthened its existing agreement with us,
and the likelihood of that relationship expanding over time appears strong. New channel partners signed on,
and our line of flagship SANnet® II products shipped at a robust rate. Factor in the generally healthier busi-
ness-spending environment and an increase in data storage and data retrieval demand worldwide, and you
begin to understand why we at Dot Hill anticipate a future with plenty of good news in store. 

Annualized Revenue Per Employee
($ in millions)

Quarterly Revenue History
($ in millions)

Total Terabytes Shipped
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%99.9998% avai labi l i ty
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Dot Hill’s storage offerings are perfect à la carte, but
for many of our OEM customers and other channel
partners, they’re part of a broader “plan of attach” —
an effort to boost overall sales and revenues by offer-
ing top-shelf storage technology in combination with
their core products. Naturally, we’re going all-out to
help them succeed by designing storage that makes
for an attractive package deal. 

Regardless of whether they bear our nameplate or
that of our channel partners, our signature SANnet II
products offer exceptional performance and scalabili-
ty at the right price. That’s a potent combination
when you’re focused, as we are, on the entry-level to
midrange storage market, which Gartner, Inc. has
identified as the fastest-growing segment of the stor-
age area networking business. Total cost-of-owner-
ship and return on investment are the bottom-line
drivers for the small- and medium-sized businesses
that constitute the bulk of this category, and Dot Hill
scores high on both counts, as evidenced by the fact
that we had shipped more than 20,000 SANnet II units
by January 2004, just a year after their introduction.

Here are a few reasons why our channel 
partners — and their end-users — get so
attached to SANnet solutions:

Extreme reliability and sturdiness: They’ve always
been our trademarks, and the past year only fur-
thered our tough-as-nails reputation. In June, Dot Hill
received word that our SANnet II Blade product —
like its Fibre Channel and SCSI counterparts before 
it — had been granted NEBS Level 3 certification, a
distinction conferred only upon storage devices that
meet a rigorous telecommunications-industry stan-
dard for hardiness under unusually harsh environ-
mental conditions. Few storage companies today
offer products with these stringent certifications.

What’s more, the entire SANnet II product family
complies with the military standard known as MIL-
STD-810F, signifying that our products have been
shown to withstand extremes associated with 
altitude, high and low temperature, humidity, 
functional shock, and other harsh conditions.

Also in 2003, Dot Hill received word that based 
on a thorough operations audit, our company once
again had achieved the International Organization
for Standards’ much-coveted ISO:9001:2000 quality-
management certification.

Nine lives and “five-nines”: Indestructibility is one
of our aspirations, 100 percent availability is another.
Today, we’re as close as most any system gets, with all
SANnet II products operating at carrier-class “five-
nines” uptime, or 99.9998 percent availability. That’s 
storage you can count on.

Open-minded about open systems: Because they’re
based on open standards, all SANnet II systems are
compatible with open systems platforms such as
Windows, Linux, Solaris, HP-UX and AIX. Plug and
play operability remains a priority for Dot Hill.

High-capacity storage, compact casing: You proba-
bly won’t need extra storage space to accommodate
SANnet II hardware. At just 1.75 inches high, the slim
size of our rack-mountable SANnet II Blade system
contradicts its half-terabyte capacity, and all other
products in the SANnet II line were also designed 
to keep a low, low profile. 

Software that serves: This past year, Dot Hill
released upgraded versions of its SANpath® and
SANscape® software offerings, each containing  
new features and functionality over previous ver-
sions. SANscape, our comprehensive storage-man-
agement program, addresses enterprise-wide 
management of storage assets, including real-time
performance monitoring, while SANpath effectively
ensures constant data availability and superior 
storage access performance by creating parallel 
active storage paths. 

Support that saves: All Dot Hill customers benefit
from an international network of engineers and 
technicians who provide continuous technical 
support from strategically located global call 
centers. 

An ambitious plan of attach
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$$ mi l l ions in  new contracts
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Big wins
Never underestimate the value of having a reputation that precedes you. Dot Hill has become synonymous in
technology circles with storage that delivers to our channel partners, and that high regard is opening doors for
us with other leading value-added resellers, systems integrators and OEM customers. Among the most notable
new partnerships notched in 2003:

As part of our focus on indirect sales channels, we have outsourced substantially all of our manufacturing
operations. The agreement with our contract manufacturer allows us to reduce sales cycle times and 
manufacturing infrastructure, enhance working capital and improve margins by taking advantage of the 
contract manufacturer’s procurement and manufacturing economies of scale.

• NEC Corporation, through its wholly owned NEC
Tohoku, Ltd. Subsidiary, is integrating Dot Hill’s
SANnet II products into an advanced new telecom
platform for mobile operators. 

• General Dynamics C4 Systems announced that it
will tap Dot Hill to supply storage hardware to U.S.
Department of Defense customers worldwide in the
course of fulfilling a 10-year, U.S. Army Common
Hardware/Software III (CHS-3) contract. 

• NTT Data Systems, a subsidiary of the NTT
Group, is marketing SANnet II storage to its var-
ied customer base, including telecommunications
providers, enterprises, universities and govern-
ment agencies.

• Panasonic Solution Technologies Co., Ltd, a
leading systems integrator in Japan, will distribute
SANnet II storage systems to its customers using 
a variety of applications, including groupware,
workflow automation, databases and document
management. Similar arrangements were struck
with Bangkok-based ASL Automated Ltd, and
with Japan’s NS Solutions Corporation.

• European technology distributor ComputerLinks
AG, is marketing SANnet II storage to resellers.
Meanwhile, Simply Networking Solutions, a
U.K.-based VAR, will resell SANnet II products in
Novell-based environments.

• Stateside, GovConnection has assisted the U.S.
Department of State with an extensive installation
of SANnet products designed to make it simpler
for employees to share databases across multiple
platforms. Elsewhere, Dallas-based Intervoice,
which boasts the world’s largest installed base of
interactive voice-response systems, announced that it
would be integrating SANnet II storage into its lead-
ing Omvia™ product suite for network operators. 

• Wisconsin’s Wausau Financial Systems is integrat-
ing SANnet II solutions into its Optima 3® payment-
processing solutions for the purpose of storing vast
volumes of archived check and remittance images.

• Motorola, Inc., a global leader in wireless, 
automotive and broadband communications 
utilizes Dot Hill’s storage solutions for its mobile
switching center for mobile wireless networks.
The DC-powered systems are used for collection
and storage of billing and accounting data.
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In its study titled, “How Much Information 2003?”
the School of Information Management and Systems
at the University of California at Berkeley provides
some clues as to the sources of current demand for
information-storage technology. 

The study finds that print, film, magnetic, and optical
storage media produced about five exabytes of new
information in 2002, with 92 percent of that informa-
tion stored on magnetic media — mostly hard disks.
Five exabytes, the study’s authors note, is roughly
equivalent in size to the information contained in 
a half-million new libraries the size of the Library 
of Congress’s print collections. 

The study goes on to estimate that the amount of 
new information stored on paper, film, magnetic, 
and optical media has roughly doubled in the 
past three years, and that new stored information

grew about 30 percent per year between 1999 
and 2002. 

Information that flows through electronic channels,
meanwhile, such as television and radio broadcasts,
telephone calls, e-mails, Web pages, peer-to-peer file
exchanges, instant messages and the like — amounted to
a staggering 18 exabytes in 2002, according to the study.

To some people, such figures might seem overwhelming.
But those people probably aren’t in the information-
storage business. For Dot Hill, they spell opportunity,
pure and simple. 

As the need for efficient, reliable information storage
and retrieval grows in data-rich environments world-
wide, our value to customers — and our shareholders
— also grows. And that means we’re poised to capitalize
on whatever’s in store in the months and years ahead.

Mind-boggling possibilities

Redrawing the intellectual property lines.
By acquiring Longmont, Colorado-based Chaparral Network Storage, Inc., a developer of specialized storage
appliances, and high-performance, mid-range RAID controllers and data routers, Dot Hill gained dominion
over significant parts of the proprietary intellectual property contained in its hardware and software.

Long-term implications include the ability to more fully control future product engineering, which in turn
holds the potential to improve gross margins, increase Dot Hill’s overall market share and render the company
more competitive in the midrange storage marketplace. 

Dot Hill expects to retain all engineering personnel and certain facility support positions at the Longmont
location, which will operate as Dot Hill's Controller Technology Center and regional office. The company 
will also continue to invest in technology at both the Carlsbad and Longmont facilities. 

…and just ahead on the horizon:

By posting improved gross margins in 2003, Dot Hill was able to expedite a series of bold new-product 
introductions for 2004, including the planned release of our SANnet II Ultra320 SCSI and Ultra320 
SCSI Blade systems and our first products designed for the Serial ATA interface. We fully expect these 
developments to increase demand for an already successful product line.
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Dear Shareholders:

“2003 … is the year in which we expect to firmly 
position ourselves among the storage industry’s
top Channel and OEM suppliers. With the right
management team, the right products, the right
partners and the right people, we’re more confi-
dent than ever that we’re on the right track.”

So concluded last year’s letter to shareholders, in
which I laid out our vision for the new Dot Hill at a
time when our prospects were being greeted with
more than a few question marks in some quarters.

Some of the uncertainty was understandable. 
After all, our 2002 decision to conduct most of our
sales through indirect channels while outsourcing 
manufacturing operations and focusing a greater
share of our resources and energy on what we do 
best — namely, engineering and product develop-
ment — represented a fairly abrupt about-face, 
one that fundamentally altered the course of 
our business.

But events of the past 12 months have turned 
lingering doubts into supportive shouts. 

This year, skeptics are tougher to come by. Along
with the host of major new customer wins detailed
earlier in this report, a two-year extension of our 
relationship with our leading OEM customer and 
the marketplace’s warm embrace of our SANnet II
product line, whose sales raced past the 20,000-unit
mark roughly a year after the line’s introduction, 
our 2003 financials testified to the soundness of
where we’re going, and how we’re getting there.

For the full year, net revenue grew nearly 300 percent,
from $46.9 million in 2002 to $187.4 million. By the
fourth quarter of the year, revenues attributable to
sources other than our principal OEM customer

were up 28.2 percent quarter-over-quarter, a telling
indication of our efforts to diversify and ability to
forge strong partnerships worldwide.

Net income for the year, meanwhile, vaulted back
into the black as we posted $12.1 million, or $0.31 per
diluted share in profits, compared with a loss of $34.3
million, or $1.39 per diluted share, in 2002. 

At the same time, headcount reduction and other
savings resulting from the streamlining of our opera-
tions enabled us to realize a 15 percent reduction in
operating expenses, from $39.3 million to $33.5 mil-
lion. And a sequential gross-margin increase of 580
basis points from the third to the fourth quarters 
of 2003 reflected overall strong gross- and operating-
margin improvements. 

Also in 2003, Dot Hill added $179.5 million of cash,
cash equivalents and short-term investments to 
our balance sheet, a position we quickly parlayed
into a significant long-term competitive advantage 
by acquiring Chaparral Network Storage, Inc. of
Longmont, Colorado, a developer of specialized 
storage appliances and high-performance, mid-
range RAID controllers and data routers. For Dot
Hill, this move is expected to enable us to control 
a greater percentage of the intellectual property 
that resides in our products, which, in turn, will be
key to our future success in the midrange storage
marketplace.

These various validations of our direction are naturally
satisfying, but Dot Hill isn’t easing back and savoring
the moment. Rather, we’re thoroughly immersed in
the business of building our business by wowing our
existing customers, sourcing new ones and taking care
to stay at the vanguard of new data-storage technology. 
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Our 2003 performance has enabled us to more
readily fund a pipeline of promising, innovative
new products that address a growing marketplace
for rugged, compact, well-priced, highly scalable
and available storage that can be seamlessly inte-
grated into most any operating system environ-
ment. In 2004, we plan to launch our first prod-
ucts for the Serial ATA interface, as well as several
offerings that represent the next generation of
our SAN and DAS product lines. 

Our understanding of the storage marketplace’s
needs, coupled with a newly lean, highly efficient
operating model and the prospect of expanded
relationships with both new and existing cus-
tomers, have given us the confidence to project
an outstanding 2004, one in which we anticipate
significant full-year revenue increases over this
year’s already outstanding totals. 

In the end, we believe 2003 will be remembered
as a watershed for Dot Hill … but not a high-water
mark. As we work to increase our market share in
the low and midrange storage marketplace,
we’re optimistic that newer and bigger mile-
stones lie just a short distance down the road. 

Sincerely yours,

James Lambert
President and CEO 
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Corporate information

Board of Directors
Charles Christ, Chairman

Benjamin Brussell

Norman Farquhar

James Lambert
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W.R. Sauey

Executive Officers
James Lambert
President & Chief Executive Officer

Preston Romm
Chief Financial Officer & Secretary

Dana Kammersgard
Chief Technology Officer

Corporate Headquarters
6305 El Camino Real, Carlsbad, CA 92009

Stock Transfer and Registrar
American Stock Transfer & Trust Company
59 Maiden Lane
Plaza Level
New York, NY 10038

Independent Auditors
Deloitte & Touche LLP
701 B Street, Suite 1900
San Diego, CA 92101

Legal Counsel
Cooley Godward LLP
4401 Eastgate Mall
San Diego, CA 92121

Annual Meeting of Shareholders
May 3rd, 2004 at 8:30 a.m., Pacific Standard Time. 
A notice of the meeting, proxy and proxy statement
will be mailed on or about March 31st, 2003, at which
time proxies will be solicited by the Board of
Directors.

Investor Relations
(800) 872-2783 or (760) 931-5500
e-mail address: investors@dothill.com

This annual report contains statements about future events and results. Such statements are “forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act. Actual results and events may
differ from the forward-looking statements. To learn about some of the risks that contribute to the uncertain
nature of the forward-looking statements, please read the risk factors set forth in the forms 10K and 10Q
recently filed by Dot Hill. All forward-looking statements speak only as of the date on which they were made,
and Dot Hill is not obliged to update statements to reflect events that occur or circumstances that exist after
the date on which they were made. Product names and company names mentioned herein are trademarks and
or registered trademarks of their respective owners.
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