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D U R A B L E

Some companies refer to it as “bending over backwards.”

Others prefer “jumping through hoops,” “pulling out all the

stops,” or “going the extra mile.” 

But we at Dot Hill have a phrase of 

our own to describe our extraordinary

emphasis on customer satisfaction. We

call it “business as usual.”

We earned our respected name by 

building rugged, reliable, high-perform-

ance storage hardware and software.

But superior gear only partly accounts

for Dot Hill’s success at cultivating 

profitable relationships with an ever-

growing network of OEM customers,

systems integrators and value-added resellers. 

The other factors can’t be captured on a spec sheet — qualities

such as dependability, flexibility and a willingness to work collab-

oratively with customers to devise the ideal storage systems for

their end users. Indeed, being responsive and adaptable led our

primary OEM customer to extend their agreement with us less

than two years after our initial contract was inked. Today, our

products represent a substantial amount of their storage revenues.

But then, “adaptable” is in Dot Hill’s

DNA. Less than three years ago, faced

with the same nosedive in tech spending

that was dogging our entire industry, 

we embraced indirect channel sales 

and farmed out our manufacturing

operations. These moves allowed us to

immerse ourselves fully in engineering

and product development, which have

always been our forte.

Since the transformation, Dot Hill has

posted some of the highest quarterly and annual revenues in its

history while dramatically boosting earnings and gross margins.

And looking ahead, our continued focus on the fast-growing

entry-level and midrange storage segments, coupled with our

reputation for devising best-in-class products for our partners, is

opening more doors for us each and every day. 

Taking the Hill A storage leader charges harder 
to wow current customers, woo new ones





R E L I A B L E

Count on this: A world awash in data will continue to see its

storage needs soar. 

In a November 2004 report, research giant Gartner, Inc. predicted

that worldwide external RAID storage market revenue will increase

at a 7.5 percent compound annual growth rate — to $18.4 billion

— by 2008.

In a marketplace where organizations are committed to wringing

maximum value out of every IT dollar, this is good news indeed for

Dot Hill. From corporate headquarters to

telco central office environments, and

from university campuses to government

office complexes, there is an ongoing

push for open-standards-based network

storage that boasts carrier-class uptime

and military-grade construction.

Enter Dot Hill’s SANnet II product line,

bearing NEBS Level 3 and the MIL-

STD-810F (“Mil Spec”) certification,

which signify the components’ near-

faultless reliability and imperviousness

to physical extremes. In 2004, we 

augmented our Fibre Channel and SCSI offerings with our first

products designed with the cost-effective Serial ATA (SATA)

interface. SANnet® II SATA and the SANnet II SATA Special

Edition for Windows and Linux environments both provide

enormous storage capacity at prices that are well within reach

for most businesses.

Those who have followed Dot Hill for any length of time know that

we can be relied on to deliver innovative products. In addition to

the SATA offerings, we also launched our RIO Xtreme™ storage

solution, which is particularly well-suited to applications involving

data acquisition and rich-media streaming content. RIO Xtreme

was named Storage Hardware Product of the Year at the 2004

IDG Network Awards. 

Meanwhile, on the SCSI side, Dot Hill

unveiled its sleek, scalable SANnet II

Blade storage system, replete with 

hot-swappable components and light-

ning-quick access to critical business

information. 

Of course, as in years past, our proprietary

software — SANpath® for intelligent 

storage networking and SANscape®

for efficient storage management —

continues to provide Dot Hill with a 

key competitive advantage, as do our

network of Global Response Centers and 24/7 telephone tech 

support. It’s extras such as these that let both current and

prospective customers know that relying on Dot Hill storage is

always a safe bet.

This much is certain Market forces, global need validate 
Dot Hill’s niche, strategy, new products





S C A L A B L E

Offering products that grow with the end-user’s enterprise has

always been a key element of Dot Hill’s appeal. Scalability

helps ensure solid return-on-investment and lower lifetime 

total-cost-of-ownership, both of which are abiding concerns

for IT professionals and their

corporate bosses.

Dot Hill’s business model is

also designed to “scale up” as

demand dictates. Our agreement

with manufacturing giant

Solectron enables us to ramp

production in accordance with

customer needs while reducing

balance-sheet risk and fixed

costs. And that flexibility repre-

sents a significant advantage for

us following our acquisition of

Chaparral Network Storage, Inc.

in February 2004.

Chaparral’s superbly engineered

midrange RAID controllers give

Dot Hill the opportunity to have

complete control over the intel-

lectual property that we intend

to build into our storage, which

in turn can help speed new prod-

uct development and boost our

gross margins. The acquisition

resulted in the U.S. Patent and Trademark Office granting us 

several patent awards in 2004 and early 2005, including patents

for data mirroring and shared buses, autodetection/correction

of duplicate controller IDs, parity mirroring between controllers

and, most recently, storage architecture bus zoning. As one trade

publication noted: “These technologies should help Dot Hill get

into the running for deals it couldn’t bid on before.”

Chaparral’s integration into the Dot Hill fold has already helped

us bring to market some catego-

ry-defining new products, such

as the award-winning RIO Xtreme

Storage Solution. We’re confident

that the technological self-suffi-

ciency we’ve gained as a result

of the Chaparral acquisition

stands to enhance our ability to

compete in the midrange storage

market and place us front-and-

center with new OEM prospects.

Another matter of scale that

impresses OEM customers:

Unlike many competitors, 

Dot Hill is willing to establish

relationships of a size and scope

that meet companies’ unique

requirements. Our largest 

OEM customer has outsourced

most of its entry-level storage 

products to us, but not all cus-

tomers seek a partnership this

all-encompassing. Dot Hill 

is one of very few players in 

the market with the expertise 

to furnish anything from individual components to complete 

customized storage solutions. We believe that our openness 

to accommodating a broad range of specialized needs will 

ultimately place us among the most sought-after partners in

our industry.

Grand ambition Flexible business model, recent acquisition,
new patents pave way for growth
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Dear Shareholders:

The Dot Hill you’re reading about today is, by nearly every measure,

a far stronger company than the one you read about last year at

this time.

The year 2004 had its share of ups and downs,

but any year in which a company posts record

net revenues, strengthens and expands its

relationships with key customers, and completes

strategically sound transactions needed to attract

others must be viewed in a positive light. 

Dot Hill began 2004 as a company that depended

on outside vendors to supply us with the compo-

nents necessary to meet our channel partners’

storage needs. But we closed out the year owning

the intellectual property and the expertise needed

to truly take charge of our own destiny. Our suc-

cessful acquisition of Chaparral Network Storage,

Inc., will allow us to compete more effectively in

the midrange storage marketplace and make the

most of our existing strengths in the entry-level

segment. The worldwide external RAID storage

market is projected to amount to an $18.4 billion

business opportunity by 2008 — according to

Gartner, Inc. That’s a big pie, and we’re now well-

positioned to carve ourselves a good-sized slice.

One of the factors that bodes well for 2005 is an anticipated

growth in gross profits associated with our SANnet II SATA product.

We expect that our efforts to lower production costs will help us

realize this improvement by the end of the second quarter of

2005. Incidentally, despite lower gross margins on the SATA prod-

uct, Dot Hill’s overall gross margins reached 25 percent in 2004,

compared with 24 percent in the prior year. And at year’s end, our

balance sheet was remarkably solid, with $126.2 million in cash,

cash equivalents and short-term investments, $246.6 million in

total assets, $123.4 million in working capital and stockholders’

equity of $196.8 million.

Ultimately, the success of Dot Hill’s indirect sales strategy, which

we initiated in 2003 and which has served us extremely well in

recent years, hinges on our ability to continue building on our rela-

tionship with our leading OEM customer and forging equally prof-

itable relationships with new customers. Here are just a few of the

reasons why we believe we’re poised to succeed on both fronts:

• We continue to do a terrific job at meeting the

needs of our largest customer. Having shipped

over 55,000 units since our agreement was

signed in May 2002, we’re optimistic that our

ongoing commitment to engineering excellence

and responsive service can ultimately win us an

even larger share of this custom business.

• Our product quality has never been better, and

as we prepare to martial our capabilities and

resources to enter the SAS and iSCSI markets,

we believe our reputation for quality and 

customer satisfaction will precede us.

• Our executive team includes some of our indus-

try’s most seasoned veterans, including Dana

Kammersgard, who became president of Dot

Hill in 2004 after an impressive tenure as our

chief technical officer and company co-founder.

We’ve been part of the storage sector’s evolu-

tion for over two decades, but we believe our

greatest accomplishments are still ahead of us.

Durable, reliable, adaptable: Many of the same

qualities that make for great network storage

also make for a great network storage partner.

Great companies are those nimble enough to respond to new 

market dynamics, smart enough to consistently find opportunity 

in emerging trends, and tough enough to weather periods of 

transition in order to emerge stronger than ever. These are the

ideals that guide us as we continue working to earn your confidence

in 2005.

Sincerely yours,

James Lambert
CEO and Vice Chairman, Board of Directors
Dot Hill Systems Corp. 

Built to last Dot Hill proves as tough and resilient
as its product line
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The following table provides a reconciliation of the differences between the pro forma financial measures presented below and the most directly 

comparable financial measures calculated and presented in accordance with GAAP.

TWELVE MONTHS ENDED

12/31/02  12/31/03  12/31/04

GAAP diluted EPS  $  (1.39) $  0.31 $  0.25

Adjustments:

Charge for in-process R & D — — 0.10

Amortization of intangible assets — — 0.05

Write-off of discontinued inventory — — 0.01

Charge for fair value of issued warrant 0.15 — —

Addition (Reversal) of restructuring accrual 0.06 — (0.01)

Diluted EPS, adjusted for the items above $  (1.18) $  0.31 $  0.40

2002

The pro forma measures provided above, for the year ending December 31, 2002 remove the impact of a charge equal to the fair value of a common

stock warrant issued to a customer to purchase our products in the future and the addition of restructuring reserves for vacant office space.

2004

The pro forma measures provided above, for the year ending December 31, 2004 which remove the charge for in-process research and development

incurred in connection with our acquisition of Chaparral, the related expense resulting from the amortization of intangible assets with finite lives

(acquired in connection with the acquisition Chaparral), the write-off of discontinued NAS inventory and the impact of reversing of a portion of our

restructuring accrual related to our former New York office from the most directly comparable GAAP measures, are included as an additional clarifying

item to aid readers of the financial statements in further understanding the Company’s quarterly and annual performance and the impact that certain

items and events had on the financial results. The pro forma financial measures provided above should not be considered as a substitute for, or superior

to, the measures of financial performance prepared in accordance with GAAP. 
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Stock Transfer and Registrar

American Stock Transfer & Trust Company

59 Maiden Lane

Plaza Level

New York, NY 10038
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Annual Meeting of Shareholders

April 25th, 2005 at 8:30 a.m., Pacific Standard Time. A notice of 

the meeting, proxy and proxy statement will be mailed on or about

March 28th, 2005, 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 10-K, 8-K and 10-Q 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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