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2002 was an important year for RadiSys. Our team did an exceptional job diversifying our revenue base,
winning new business and driving our financial model to break-even. This was accomplished while making
significant investments in research and development and introducing compelling new products for our 
customers. Our investments in new products enabled the Company to achieve 46 new design wins. These
design wins are with large customers in a diverse set of end markets. I believe this strong customer position
will be the foundation for our long-term success. We also strengthened our balance sheet by generating
$18 million of operating cash flow and exiting the year with $119 million in cash and investments. I believe
our accomplishments, coupled with our deep customer relationships and increased market diversification,
position us well as a leading embedded solutions provider in our industry.

Customer focused

We have an impressive list of customers in each of our addressable markets. Our strategy is to continue to
foster deep relationships with the leaders in each of our end markets by serving them across a broad line
of applications. Today, our embedded systems go into a number of market-leading products, including
medical systems, test and measurement equipment, transaction terminal equipment, wireless infrastructure
equipment, IP-enabled PBXs, blade based servers and unified messaging systems. Our customers value us
because of our leadership in new technologies and solutions, product quality and ability to execute. I believe
our "virtual division" partnership model provides customers meaningful time-to-market, competitiveness and
cost advantages. In this model, we provide architectural design, product development, life-cycle supply and
finished product order fulfillment. For example, we continue to expand our hardware and software 
products to help our customers advance their market advantage by designing state of the art video routers,
high-density compute systems, monitoring devices and 4D ultrasound equipment.

We complement our engineering capability with strong marketing and product planning with a focus on
anticipating customer needs and new market opportunities. I believe our increased investment in
marketing will position us to channel our talents and IP resources along the most commercially viable
paths. Our increased investment in distribution and sales will provide leverage in growing our business
around full system solutions. 

Significant investment in research and development

We are focused on developing and providing leading technologies and solutions for our customers. In
2002, we spent over $30 million in research and development, which we believe will enable us to leverage
embedded technologies across all of our markets using common architectures. We added to our core 
"perfect-fit" business by announcing a number of exciting new standard products. We announced the
industry’s first family of Pentium based Processor PMCs based on the RadiSys 82600 chipset. In addition,
we extended the family of Endura compute platforms that target commercial and enterprise applications
and provide excellent performance and value to our customers. We are also a leader in new Network
Processor hardware and software solutions. Our Network Processor solutions address a number of new

T o  o u r  s h a r e h o l d e r s

R A D I S Y S  2 0 0 2  A N N U A L  R E P O R T

Consolidated Statement of Operations Data                         2002     2001 2000 1999 1998

Revenues                                            $200,139 $227,752 $340,676   $251,090 $186,548

Gross profit                                      $ 59,272 $ 35,172 $116,897 $ 92,297 $ 62,684

(Loss) income from operations                  $ (7,676) $(60,332) $ 34,005 $ 16,604 $ 8,569

Net (loss) income        $ (3,305) $(34,486) $ 32,646 $ 18,997 $ 7,818

Net (loss) income per share (diluted)* $ (0.19) $ (2.00) $ 1.80 $ 1.11 $ 0.48

Weighted average shares outstanding (diluted)*  17,495 17,249 18,161 17,110 16,129

Consolidated Balance Sheet Data           2002      2001           2000 1999 1998

Working capital                                          $132,474 $141,940 $205,357 $ 68,863 $ 83,083

Total assets                                            $274,086 $305,201 $334,003 $187,563 $131,727

Long term obligations, excluding current portion $ 83,954 $104,180 $ 97,191 $ — $ 88

Total shareholders’ equity                          $152,801 $150,711 $179,331 $134,255 $106,827

F i n a n c i a l  O v e r v i e w

Years Ended December 31,

Note: The selected financial data as of and for the year ended December 31,
1998 has been restated to reflect the merger with Texas Micro, which was
accounted for as a pooling of interests.

* Reflects the three-for-two stock split on November 29, 1999. 

(In thousands, except per share data)
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applications including VPN’s, firewalls, line-speed packet processing and wireless infrastructure. In addition,
our research and development efforts do not end with product announcements but extend through 
product integration and services.

Market diversification

Our revenues were well diversified in 2002 across three distinct markets. Commercial Systems represented
our largest segment with 37% of total revenue and is comprised of medical systems, transaction 
terminals, test and measurement and capital equipment. Service Provider Systems, at 36% of revenue, 
is made up of carrier infrastructure, including wireless infrastructure, enhanced services and next 
generation networks. Enterprise Systems, at 27% of revenue, includes datacom, IT infrastructure, 
storage, enterprise networking and communications. We will expand into additional markets where we
can leverage our technologies and expertise to provide our customers technology, cost and 
time-to-market advantages.

In addition to increasing our end market segment diversification, we have strong geographic diversification
with 59% of revenues from North America, 38% of revenue from Europe, and 3% of revenues from
Asia. Late in the year we put resources into China and entered into an agreement with Dragon, a leading
distributor in China, to enable us to increase our presence in this growing market. We will continue 
to increase our business in each of the growing regions around the world.

Market growth drivers

We believe there are a number of fundamental growth drivers in the embedded systems market. First,
customers will continue to require ever increasing levels of processing capability to deliver sophisticated
system monitoring and control, real-time information processing and high-bandwidth network 
connectivity. Second, we believe the trend toward partnering with companies like RadiSys to architect,
design, develop, produce and supply new systems will continue to grow. Going forward, system makers
will focus even more on their specific areas of domain expertise and use partners like RadiSys to develop
and supply building blocks of functionality that they can use in their full systems. Finally, more building
block functions should follow the embedded systems model. Macro functions such as high-speed switch
fabrics, real-time packet processing and network security will follow a best-in-class third party 
development and supply model. We are continuing to move toward a model where we provide our 
customers a complete system solution with their application software on board and to deliver a complete
product directly to our customers’ customers.

Strong financial foundation

We had significant financial accomplishments in 2002. During the year, we brought our business back to
break-even. In addition, early in 2003 we took actions to achieve profitability at current revenue levels,
including outsourcing more manufacturing volume and refining our portfolio of investments.
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These actions will enhance our profitability by $1.5 million to $2 million per quarter once fully implemented
at the end of the first quarter. We also exited 2002 with a strong balance sheet with $119 million in cash
and investments. During the year we generated cash from operations totaling $18 million for the year. Days
sales outstanding decreased during the year from 68 days to 52 days and inventory turns increased from
4.9 to 5.3. We repurchased $21 million of our convertible notes at a discount and bought back $1 million
worth of stock. All of these accomplishments give us a strong financial foundation moving forward.

Poised for success

While we all hope that 2003 will bring a more robust economy and more aggressive capital equipment
spending, we have good reason to be optimistic about our ability to build our business and be profitable
in today’s challenging business climate. We have the foundation of many successful and loyal customers.
We have broadened into a number of markets such as enterprise networks, IT infrastructure, medical 
systems, transaction terminals, industrial automation and test and measurement. We are developing a mix
of market-driven standard and customized "perfect fit" products for our customers. And, we are engaged
in activities to further grow our business around the globe.

RadiSys is positioned to respond to our customers’ growing need for more integrated and complete solutions.
These solutions capitalize on our wide-ranging expertise in hardware and software design, delivery and
life-cycle management. This enables us to deliver higher levels of value to our markets. By continuing our
strong investments in sales, marketing and R&D we will be even closer to our customers to better under-
stand their needs and provide the highest value solutions.

We have a long and successful record that is built on excellent customer relationships, excellent people and
excellent products and solutions. We continually strive to provide the highest value solutions to our 
customers in a diverse set of end markets and are being rewarded with an increasing rate of adoption in
our "virtual division" partnership model. I believe the Company is well positioned and well equipped to
deliver a profitable year and we are highly focused on expanding our business as we move forward.  
I thank you all for your continued support.

Scott Grout
President and CEO



RadiSys is a leading global provider of

embedded solutions to the Commercial 

Systems, Enterprise Systems, and Service

Provider Systems markets. Using its 

extensive expertise in a wide variety of

technologies, RadiSys focuses on industry-

leading architecture while working in a

close "virtual division" relationship with its

customers -- significantly improving their

time-to-market advantage and reducing

cost.The broad range of RadiSys product

offerings include board-level embedded

computers; blade servers; motherboards;

network interfaces and packet processing

engines; communications middleware and

software such as SS7/IP internetworking

and protocol stacks; platforms based on

PCI, CompactPCI, CompactPCI 2.16 and

ATCA; turnkey gateway systems and 

professional services.
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