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Our scientists and informatics software and service
solutions help customers solve their data overload
and complexity challenges.

InforMax eftectiveness

of our customers’ research, reducing
investment required for
he drug discovery process.

Working together, we can help bring new drugs to

market... faster.
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sticated technology and scientific expertlse‘

compress the discovery, development and




ANDREW P. WHITELEY

To OUR SHAREHOLDERS

The year 2001 will be remembered as a time
when dramatic events and changes unfolded
that began to shape a new future for the
world. For InforiMax, 2001 will be remem-
bered as an important and constructive tran-
sitional year that fueled the development of
new excitement and momentum within the
company. During 2001, we introduced several
new products and upgrades, strengthened
our R&D process and reinvigorated the
inforMax organization with a new spirit and
customer focus. We moved aggressively to
ensure that we have a strong foundation on
which to build the next generation of innova-
tive life science informatics software and
services solutions and that we have the
management experience and talent in place
to lead our growth as the preeminent public
company in the informatics market.

At InforMax, we are dedicated to ensuring
that our informatic products and services
increase our customers’ effectiveness and
reduce the time and investment it takes to
identify and validate biological targets and
discover treatments for disease. Life science
informatics applies the power and dramatic
advances that have taken place in life and
in mathematical and computer sciences to
manage, analyze and interpret enormous
amounts of genomic, proteomic and other
biomolecular data. As pioneers and leaders
in the field, we are providing a key enabling
technology for the drug discovery process.
We are committed to ensuring that we con-
tinue to drive innovation and groewth in our
market, provide excellent service to our cus-
tomers and remain the leader in cur industry.

OuRr CutTING-EDGE EFFORTS Because we are
scientisis serving a scientific community,
we understand how to ensure that our prod-
ucts meet customer needs and market
demands. Our trademark High-Throughput
Research (HTR) approach serves to combine
computer-based strategies with public and
proprietary databases to support and
enhance research. Since introducing our
Vector NTI Suite of software applications
for desktop computers in 1993, our cus-
tomer base has grown to over 31,000 indi-
vidual scientists worldwide. These scientists
work in over 1,900 organizations, including
over 800 biotechnology, pharmaceutical
and agricultural biotechnology companies,
and over 1,100 academic and government
research institutions. inforfiiax products are
used by 23 of the top 25 pharmaceutical
companies. Qur products and services gan-
erated $25.3 million in revenues in 2001,

a 47% increase over revenues in 2000.

Our customer testimonials speak loudly
about InforiMax’s dedicaticn to cur producis
and industry. We were extremely pleased tc
significantly expand our relationship with
numerous long-term InforMax customers in
the past year. In addition, during 20C1 we
developed many new and exciting custemer
relationships with some of the leading phar-
maceutical, biotech and academic research
organizations in the world.

During 2001, we released Vector NTI Suite
7.0, our industry-leading, seventh generaticn
desktop scftware application. This compre-
hensive, integrated analysis and visualiza-
ticn software toolset consists of muliiple
modules that provide scientists working with
genomic and proteomic data the benefits of
an open architecture, research logic systems,
Internet connectivity, transparent data
searching and collaborative data exchanges.
Market response to this product has been
excellent, and record software license sales
of Vector NTl in the fourth quarter of 2001
are evidence of our product quality and
superior sales capabilities.

We accomplished many important initiatives
throughout the year that will assist inforMax
as it moves aggressively into its future. We
successfully strengthenad and accelerated
our product development process. We also
shortened product release cycles. As a result,
an eighth generation Vector NT! product is
scheduled for release in the second half cf
2002 that will include new functionality for
sequence analysis and microariay expres-
sion analysis. Vector NTi Suite 8.0 will aise
incorporate over 100 feature enhancements
in response to requests from scientists anc
researchers. Cur dedication to proactively
identifying and addressing customer priorities




distinguishes Inforiviax from its competitors
and showcases our leading-edge expertise.

in addition, simitar advances were made

in the development of GenoMax, our large-
scale, enterprise-wide, data mining and
analysis solution that enables research
organizations to manage and analyze large
amounts of genomic and proteomic data
from disparate resources. On the heels of
the successful release of GenoMax 3.2 last
October, where we received very positive
customer feedback, we introduced GenoMax
3.3in February 2002. This latest version has
further exciting advances in the ftexibility,
functionality and usability of the product.

FINANCIAL PERFORMANCE Our financial
performance in 2001 reflects a stronger
organization that is focused on attaining
profitability and sustainable growth.

Our actions to aggressively control costs,
upgrade key management, build a customer-
focused professional service capability
and further enhance our scientific and
R&D talent are significant steps that will
serve to solidify the InforMax business
model. These steps were also taken to
ensure that we streamline and increase
the impact of our business processes in
order to respond quickly and decisively to
attractive market opportunities. Additionally,
we focused on reducing our cost structure
with an eye toward accelerating the com-
pany’s path to profitability. We experienced
sales and productivity gains in 2001 despite
a weak averall economic climate, and we
anticipate that the demand for products
and services that accelerate and enhance
scientific research capabilities will continue
in the future.

The year 2001 marked the anniversary of
Inforfiax’s first full year as a public com-
pany. Our growth and maturity as an organi-
zation is reflected in our quality staff. We
consistently attract and retain some of the
most talented scientists, software engi-
neers, sales and support professionals in
our industry. The InforMax team has a deep
scientific focus and insight, world-class soft-
ware development and commercialization
capabilities and a talented and tenacious
sales force. Collectively, we are working for
our shareholders by ensuring that our prod-
ucts and services remain unmatched in the
marketplace and are recognized as a key
enabling technology for the drug discovery
process for years to come.

BuILDING OUR FUTUREI am excited to be
moving from my role on the company’s Board
of Directors and taking on the new responsi-
bilities of Chairman, Chief Executive Officer
and President for InforMax. In my view, our
future holds significant potential for increas-
ing market penetration and expanding serv-
ices. Large market opportunities are being
created from the application of genomic, pro-
teomic and other biomolecular data. In the
wake of the Human Genome Project and
other significant gene seguencing initiatives,
informatic software and service solutions are
playing an increasingly important role in
enabling efficiency and productivity gains for
researchers. InforMax is uniquely positioned
to expand its installed customer base and
capitalize on these emerging markets, and |
am confident that we have the opportunity
and ability to significantly increase the com-
pany’s value.

We have many assets that will serve us well
as we strive for our new future. We have
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outstanding strategic alliance and collabo-
ration partners as manifested, for example,
by the exciting scientific collaboration that
we recently reached with Tissuelnformatics.
These types of relationships help to expand
the functionality of our products and serv-
ices and improve our distribution and global
reach. Additionally, we have a strong cash
position at $60 million (as of December 31,
2001), and most importantly, we have a
talented base of dedicated employees that
will provide us with the staying power, clout
and flexibility to execute our strategy and
continue to outpace the competition.

Our mission is to build the information tech-
nology infrastructure that will form the foun-
dation of the drug discovery value chain in
the 21st century by enabling faster times to
market and faster time to cures. By delivering
state-of-the-art technology, world-class scien-
tific expertise and industry best practices that
deploy High Throughput Research, | believe
that Inforfiax will maintain its position as a
global leader in providing informatics soft-
ware and services solutions. We have the
energy, passion and expertise. We are not
waiting for the future to arrive. We are work-
ing aggressively each and every day to define
a better tomorrow for the scientific commu-

nity that we serve and for our shareholders.

P POT0

ANDREW P. WHITELEY
CHAIRMAN, CHIEF EXECUTIVE OFFICER AND PRESIDENT
AeriL 1, 2002




We are more than a product company or a services company.

v Dartners in
discovery research

“In the post-genome erz, simplistic software solutions dedicated
only to gene construction are no longer adequate for handiing
large sequence files. We need more advanced solutions,
because dynamic handiing and tracking of complex sequence
annotation at the database level is key. InforMax provides the
best platform available for this purpese and has allowed us to
bring mainframe-generated, megabase-scale data to 2 form
that’s readily usable by our bench scientists.”

VINCENT LING, PH.D.
Principal Scientist, Wyeth Research/Genetics Institute
Cambridge, Massachusetts
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to create life science solutions for powerful data analysis.

“Biomedical research today is focused on the analyses of biologi-
cal systems—genome, proteome, transcriptome—resulting in
vast amounts of data for scientists to analyze, mine and store.
The need for integrated software to meld data resources and
to provide state-of-the-art multiple analysis capabilities using
scientist-friendly interfaces has never been more critical as
researchers strive to determine the function and structure of
complex molecules and elucidate the biomolecular mechanisms
of disease and life, InforMax is meeting that need.”

DaviD FENSTERMACHER, PH.D.

Director of Scientific Computing, Center for Biolnformatics
University of North Carolina, Chapel Hill
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We worlk with our customers to ensure that

our products and services will help fuel

“High-Throughput Research and extensive use of
advanced bioinformatics tools will accelerate our
understanding of the human genome ancd help move
the successes of the genomic revolution into the
clinic faster. InforMax is meking this possibie with
enterprise software like GenoMax.”

RICHARD [DEM SOMIARL, PH.D.
Chief Operating and Scientific Officer
Windber Research Institute, Windber, Pennsylvania
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Executive Officers
Andrew 2. Whiteley ‘
Chairmen, Chief Executive Officer ‘ [

and President ;

john M. Green
Chief Operating Officer

and Chief Financial Officer ? j
Stephen E. Lincoln \ \/ /

Executive Vice President, \ : :

Product Development ;

and Chief Scientific Officer | |
Board of Directors /
Andrew P. Whiteley <
Chairman, Chief Executive Officer f

and President ' \

Harry D’Andrea }

Chief Financial Officer ‘ 1

Advanced Switching Systems, Inc. ’ \ %
{

Wei-Wu He, Ph.D. \/ 1
General Partner x |

Emerging Technology Partners, L.L.C. :
Hooks Johnston . \

General Partner
Broadreach Partners, L.L.C.

B R

We are InforMax... our executive officers,
board of directors and employees.¢
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Selected Consolidated Financial Data

Year Ended December 31,

(in thousands except per share data) 1997 1998 1999 2000 2001
Consolidated Statement of Operations Data:
Revenues:
Schtware license and cusiomer suppori® $1,335 $2,732 $ 7,277 $ 13,9C7 $ 21,425
Prcfessional services 867 1,394 2,737 3,240 3,759
Total revenues 2,202 4,126 10,014 17,147 25,284
Cest of revenues:
Scftware license and customer support 38 190 405 897 1,827
Professionat services™ 716 1,081 1,612 1,737 1,872
Total cost of revenues 754 1,271 2,017 2,434 3,699
Cross profit 1,448 2,855 7,997 14,753 21,485
Orerating excenses:
Seiing, general and administrative? 1,075 2,476 7,000 58,754 29,024
Research and development® 365 1,162 2,597 5,31% 2,622
Stcck-pased compensation 211 i8 138 L,574 1,079
Depreciztion and amoitization 18 94 273 940 2,375
Executive management changes — - — — 2,415
Tetal cperating expenses 1,669 3,75C 10,008 25,582 £4,515
toss from operations (221) (895) (z,011) 2%,878) (23,030
Of"”er Enc me ( XDENnse):
avestiment earnings - - 656 1,478 3,866
interest and other expense (31) 63) (06) 323 {160)
Totai oiher income (expense) (31) 3) 3Bo 1,551 2,906
_0ss beforz income taxes (252) (958) (2,047%) (:2,725) (28,12¢4)
income tax benef't (expense) 118 391 726 3% (1,360)
Net icss $ (138) $ (567) $(1.313) $.0,674) $(21,424)
3eneficial cenversion - - 8) (2,282) —
Increase to carrying value of redeemable
convertitie preferred stock - - (148) 387) -
Ne:loss appiicatle to common shares $ (134) $ (567) $ (1,491) $(21,043) $(21,424)
3asic enc dicted net less per common share $ (0.04) $ (0.16) $ (0.38) $ {2.25) $ {0.93)

(1) Cosi of revenues—professional services includes stock-based compensation of $105, $—, $—, $5 and $1 for the years ended December 31, 1997, 1998, 1999, 2600 and 2001,

(2) Seiling, general and administrative expense excludes stock-based compensation of $76, $—, $111, $1,432 and $1,079 for the years ended December 31, 1997, 1998, 1999,
2000 and 2001.

(3) Research and development expense excludes stock-based compensation of $134, $18, $27, $141 and $8 for the years ended December 31, 1997, 1998, 1999, 2000, and 2001.
(4) Includes related party revenue of $—,$— and $500 for 1999, 2000 and 2001, respectively.

Yeai tnded December 31,

(in thousands) 1997 1998 1999 2800 2001
Consolidated Balance Sheet Data:

Cash and cash eguivalenis $ 382 $ 296 $ 1,399 $ 82,656 % 61,348
Weorking capite! (Ceficii) 371 (419) 1,040 85,503 23,130
Tctel assets 1,112 2,883 7,265 i10¢,250 84,478
Borrowings and capitat iease obiigations, less current porticn 55 182 715 702 405
Tota. dabilities 974 3,288 4,887 9,282 22,833
Receemable convertible preferred stock — - 4,095 - -
Commen stock and additional paid-in capita 550 588 975 105,935 107,231
Steckholders’ equity (deficit) 139 (405) (1,727) 94,569 72,445

See our consolidated financial statements and notes included elsewhere in this report for a description of the computation of the net loss per share and ife numoer of shares used
in the per share calculations in statement of operations data above.
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Note 1 to the consclidated financial statements). Critical accounting
policies are defined as those that are reflective of significant
judgments and uncertainties and may result in materially different
rasuits under different assumgptions and conditions. We believe
that of our significant accounting policies (see Note 1 te the
consclidated financial statements), ihe fellowing may involve

a nigher degree of judgment and complexity.

Revenue Recognition and Accounts Receivable

We recegnize scfiware license revenues based on the provision

of Statement of Position No. 97-02, Sofiware Revenue Recogniticn,
as amended and interpreted. Software segment sales consist of sofi-
were license fees and maintenance fees. Software segment sales
have historically been made under both perpetual and term license
agreements. Under perpetual arrangements, the customer assumes
cwnershin of the software license, and upgrades and enhancements
are avziiabie provided that the customer’s maintenance agreement is
current. It has been custemary to inclucde the maintenance renewal
rate in our perpetual arrangements. Uncer thesa circumstances, the
revenue reiated te the sofiware element under a perpetual arrange-
ment is recognized at the time of delivery of the sofitware, using the
residual metned, orevided there are ne other elements bundled with
the arrangement. We also generate software segment sales under
one-to-three year term arrangements. Under a term arrangement,
the custemer does not assume cwnership of the scftware license at
delivery. instead, customers use the software over the term pericd
and are reguired to return it upon the non-renewal of the term
arrangement. Term arrangements can include a specified renewal
rate 7T maintenance or the maintenance may be bundled in the ini-
tial seftware license fee. Under a bundled arrangement, no separaie
renewal rzte for meaintenance is staied. Instead, there is a bundied
renewal rate for both the sofiware and maintenance. In these agree-
ments, the revenue related to the sofiware element, as wall as any
sundled maintenance, is recognized evenly cver the term period.
Under the specified renewal rate arrangement, the revenue is recog-
nized at the time of the delivery of the software using the residual
methed. The nature of cur scitware license arrangements will there-
fore affect our recognition of software license ravenues in & given
fiscal quarter. We expect that it our custemers commit to more term
arrangements, with oundled maintenance renewal ciements, than
nercetual license arrangements or term licenses with maintenance
renewal rates, wnich have separate maintenance renewal elements,
we may encounter a reductien in near-term revenue. Bundled term
arrangements, however, will engble us to cbiain the benefit from a
consistent siream of recuiving revenue througnout trie term of the
ticense and in many cases will serve {o generate more longar-term
accnomic value for our company.

Our Vecter N7 Suite, and Vecicr Enterprise software products are

censiderad off-the-shelf products that require only routine installa-
tion to be fully functional by the end user. Qur enterprise solution,
Genolizx is also considered an off the shelf procuct. Genoifiax can

Inforiiax, inc. Annual Report 2001

be customized to meet customer specific needs and may require &
more invoived implementation process.

included in our software segment sales are revenues from channel-
ing and distribution alliances witn data content providers and
providers of specialized iife science infermatic tocols that complement
our proprietary software offering. We market ouy Protein-Protein
Interaction module that integrates AxCeii Bioscience’s preprietary
protein databases with our GenoMax enterprise piaiform. We reseli
subscriptions for AxCell’s databasas aleng with sur sefiware and
receive a portion of subscription revenues, and in seme cases, we
are eligible to receive milestone payments and royaities associated
with discoveries based on data delivered via our content platform.
While we have not yet generated revenue frem sales of AxCell’'s
database, such sales would be recognized es net software revenue.
Distribution alliances include agreements with providers of spacial-
ized life science informatic products te integrate and reseil their
haraware and software with our proprietary sofiware products.
Revenue generated from our sales of BioMax’s BigRS integration and
retrieval system and Media Cybernetics software ara 2!sc recognized
as gross software revenusz, To date none of the channeling and distri-
buticn alliances above have generated material revenues.

Often times our software ficenses are incluced in bundied element
arrangements of sofitware license, suppert maintenance, and pro-
fessicnal services. The various elements have tc e separated for
revenue recognition. In order to separate the elements, we have
established vendor-specific objective evidence (VSCE) for cur sup-
port maintenance and professional services. We nave estabiished
VSGE for our suppert maintenance by having censistent renawal
rates. The VSOE for our professionai services has been established
by charging standard billing rates.

Delivery of our software is estanlished when we ship cur licenses
FOB shipping point.

Currently we do not have any non-monetary revenue excianges.

Some of our software license arrangements have payment terms
that exiend past iwelve monins; therefore & portion of the revenue
is deferred cue to not being able to determine if the fees are fixed
and determinable. Although we have a successful collection nis-
tory on these long-ierm arrangements, we do nct nave sufficient
history to overcome the nresumption that the fees are fixed and
determinable. Of our deferred revenue balance at Secember 31,
2001, $2.2 million has been deferred on this basis.

Our professional services segment has historicaily consisted primar-
ily of software development services provided under subcontracts
to the National Center for Biotechnology informaticn (NCB!) at the
National institutes of Health. NCBI contracts for crofessicnel services

1,
|

through intermediaries for whom we serve gs a suzconiracter. These
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Options and Amortization of Stock-Based Compensation
Buring 2001, we granted 1,720,155 qualified cntions to employees
anc¢ 300,000 non-cuaiified epiicns to non-empioyee acviscis.
We alse granted 30,000 nonguaiified options to non-employee
directors and 6,000 non-qualified cptions to nen-empioyee
aavisors. There is no deferred comzensation related to the
guaiified and non-qualified options granted ic the employee
The non-empleyee direcior opiiens vest monthly over 2 one-

year serict anc there is nc geferred compensaiion related
tc these cptions.

™),
¥

The non-employee acvisor eptions vesied immediately and had
zpproximately $10,000 in deferred compensaticn refated tc the
granis. Tnis expense was recognized at the time cf the grants.

Acditicnally, during 2001, we issued a warrant exercisable for

25,00C shares of commeon stock. This warrant was issued for ser-
es rendered anc was immediataly vesied. This wairant issuance

nad related expensea of approximately $35,000, which was recog-

nized immeciately.

Results of Operations

he clowing tebie summarizes our conselidated resulis of operaticns
e years Mced embier 31, 1999, 2000 and 2001, as 2 pei-
ceniage of cur tofai revenue for the respective pericds.

-,
he

£
(£

far th
e

Year Ended December 31,

1999 2000 2001
Revenues
Scftware license and
custemer susport 73% 81% 85%
Professional services 27 19 i5
Tetal revenues 150 100 160
Cest of revenues:
Software license and
customer support 4 4 7
Professicnai services 16 i0 7
Tota! cost of revenues 20 14 14
Gross prefit 80 86 86
Operating expenses
Selling, generai end administrative 70 109 115
Research and development 26 31 38
Stocl-based compensation 1 9 4
Derpreciation and amortization 3 5 9
zxecutive management changes - - 10
Total operating expenses 1060 154 177
Loss from operaiicns (P4)] (68) (01)
Cther income (expense)
‘nvestment earnings i 9 12
nterest and other expense 1) @) —
Tota! other income (expense) - 7 i2
'gss before income taxes (20) (61) (80)
income tax (penefit) expense ¥4} - 5
Netioss (13)% (61)% (85)%

‘nforihax, inc. Annual Resort 2001

Year Ended December 31, 2001 Compared tc 2000
Revenues. For (he year ended Decemier 37, 2007, ravenues ‘ncreasad
47% e $25.2 mi;lzon from $17.1 mildon in the forrcsnondéng period
of 2800.

Software segment saias revenue increased 54% to $21.4 mitiion
for the year ended Jecemper 31, 2001 ’7 m$l3. 9 midienin
ceiresnending nerioc of 20CC. Vecior NT. Suite
increased 28% o $12.1 miilien for the year ended Decamiaer 31,
2001 from $9.5 million in the corresponding per uod 0‘2030.

Geneiiax sales ravenue increased 109% 12 $9.3 m £
year ended Decamﬂr 31, 2001 from $4.4 milion in 1!’:3
sponcmg period of 2800, Vecior NT: Suite cco'< f‘g

$12.2 millicn for the year ended Decemser 37 7001 u"rom

310.1 millicn in the corresponcing peried of “CCC. Geno)\f.ax 5ocK-
ings increased 32% to $9.6 miliien for ¢
2001 frem $7.3 millien for the cerresponcing pe:‘iea of
Bockings represent coniracied sales of scf

12 year end

twa
Professicnal services segiment revenue increased 16% to $3.8
lion for the year anded Dacember 337, 2601 from $3.2 milion in
the corresponding pericd of 2000, increzsed srofessio

ravenue at year-end resuited primarily from ingcy
services related to our scfiware producis. in 2
vided ic the NCB! under two separate subcenirac
76% cf professicnal services revenue and 21% of con
revenues. In 2000, services provided fo the NCB! under suibcontracis
accounied for 88% of professicnal services revenue and 17% of
censolicated revenues.

n

Cost of Revenues. For the year ended Jecemoer 31, 208
revenues increased 52% to $3.7 miltien from $2
cerresponding pericd of 2000,

u.'_, cost of
the

Lonivien i

Costs of sofiware license and customer suznort revenue increased
163% to $1.8 millicn for the year ended Decembar 32, 2001 from
$0.7 millicn in the corresponding pericd ¢f 2 “nigincrease

resulied frem our Dayments of fees o Biomax
distribution of the BioRS integration and ”e::ceva". oo !
these costs of scfiware licanse znd u,smr“" SUDZCTE revanue

incrementially increasec in 2007, reflecting s:;°;.¢~/ Z'.fgl*.er many

N

facturing costs, cost of product resaie, cost of shivoing products

and the cost of previding training and custemer services in supnert
of cur increased scfiware sales.
Cosis of professiona. sevvices revenues increzsed 8% to

lien for the year ended Dacember 31, 2007 frem § 3
cerressonding peried of 20C0. The increase at year-enc resulted
primarity from increased personnel providing andiilzry implementa-
tion and suprort services for our scfware precucis. Cosis of nro-
fassional services revenues consist primarily ¢f se.zries, seneflls,

and related expenses of our professicna. services sersennel
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consisi primarily of manufacturing costs incurred on an as needed
basis, cost of shipping preducts and the cost of providing training
anc customer support.

Cosis of professional services revenueas increased 8.0% to $1.7 mil-
tion for the year ended December 31, 2000 from $1.5 million

in the correspending period of 1999. The increase at year-end
resuited primarily from increased persennrel sarvicing our sofiware
products. Costs of professicnal servicas revenues consist primarily
of sataries, benefits and related expensas of our professional
services perscnnel.

Margin on our software license and customer support and profes-
sioral services ravenues improved for the yvear ended Decamber 31,
20CC compared to the pricr year primarily as a result of economies
of scale related o the increasing size of cur customer base.

Selling, General and Administrative Exgenses. For the year ended
Deacember 31, 200C, seiling, general and adminisirative expenses
increased 168% to $18.8 millicn from $7.0 million in the corre-
spending period of 1999. This increase primarily reflects salary and
benefits expenses for additional persennel, and related expenses
including increased rant and travel costs to suppert our business
ang revenue growtn, aiong with costs assccizted with a significantly
increased marketing effort. Of this increase, headcount and resources
devoted to sales and marketing experienced a disproporticnately
larger increase. Cverall headcount for the year ended December 31,
2000 was 236 compared to 117 at December 31, 1999.

Research and Development Expenses. For the year ended Dacember 31,
2000, research and develepment expenses increased 104% to
$5.3 miltion from $2.6 millicn in the correspending peried of 1999.
The increase refiects expense associated with an increase in the
nezccount of our research and procuct development team to
suppert our expanded cur preduct cevelopment efferis. Overatl
research and development headcount for the year ended December 31,
2000 was 95 compared io 61 at December 31, 1999.

Stock-Based Compensation. For ihe year ended December 31, 2000,
stocik-based compensaticn expenses increased 1039% to $1.6 mil-
licn from $0.14 miliion in the corresponding period of 1999. The
increase refiects compensation related to discounted stock option
granis and restricted stock awards.

Depreciation and Amortization. For the year ended Dacember 31,
2000 cepreciation and amortizaticn expenses increased 246% to
$0.9 miiiion from $0.3 miilion in the corresponding period of 1999.
The increase refiacis the depreciation related to expansion of our
network infrastructure and the furnishing of our office space.

Other Income (Expense). For the year ended December 31, 2080,
other income (axpense) increased 3,813% to $1.2 miilion from
($0.03) milticn in the corresponding period of 1999. The increase

InforMax, inc. Annual Report 2001

is a result of our investmant of initial pu’iic offering proceeds
received in Cctober 2000.

Income Taxes. We incurred net losses for the years enced December 31,
2000 anc 1999. At present, we have an accumulaied net cperating
loss cairy forward of $28.0 mitlion of which $21.¢ million is a
result of the exercise of non-gualified siock options. The tax benefit
recognized for the years ended December 31, 2000 and 1999 was
$0.05 millien and $0.7 millicn, respaciively, reflecting an effective
tax benefit rate of .50% and a tax rate of 35.6%, respectively. The
provisions reflect a valuation allewance recorded against the
incr2ase in net operating losses and the change in book basis ver-
sus tax basis of ceferred revenue and stock-based compensation.

Net Loss. We incurred a net loss of $10.7 million fer the year ended
December 31, 2000, compared with a net ioss of $2.0 million for
the year ended Decemper 31, 1999.

Markets

Geographically, North America, Zurope an¢ Asia represent our
largest markets, accounting for 72%, 18% and 8%, respectively,
of sales in 2001, and 76%, 18% and 2%, respectively, of sales in
2600. Al sales to foreign-based customers are inveiced and paid
in U.S. Dellars. Cur customer base is comprised of ccmpanies in
pharmaceutical, biotechnology and agriculturai-life science sectors,
as well as academic and government research: institutes.

Liquidity and Capital Resources

From our commencement of commercial operetions in 2993 until
June 1999, we funded cur growth primarily with internally gener-
ated cash flow. On June 22, 1999, we entered intc a purchase
agresment with F3R Technology Venture Partners, LP for the sale of
2,161,265 shares of our Series A redeemable converiisle preferred
stock, $0.01 par vatue. The shares were sold for an aggregaie price
of approximately $4.0 million, or $1.85 per share. in june 2000,
we issued, in the aggregate, 557,191 shares of cur common stock
in private sale transactions with four accredited investors and
received cash compensation totaling agproximately $3.6 miliion.
On August 18, 2000, we sold 950,747 shares of sur Series B
redeemable convertible preferred stock to Amersham Bicsciences
Corp. for aggregate proceeds of approximately $10.0 million in
cash. At the time of issuance, the deamed fair market vaiue of the
underlying commen stoeck was $15.00 per share. Therefore, the net
proceeds of $9.9 million were ailocated to additional paid-in capita:
as a beneficial conversion feature and such entire amount was
immediately accreted to the Series B redeemable convertible
preferred stock on August 16, 2000. On October 6, 26006, we
completed our initial public offering of common siock, selling
5,750,000 shares of cammon stock at $16.0C cer share, for net
proceeds to us, after ceducting estimated exsensss and under-
writing discounts and commissions, of approximately $84.C miilicn.
All of our then cutstanding shares cf preferred stock were converied
into commen stock upnon the closing of cur initiat pubiic offering.

(23]
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The following are our contractual obligations associated with lease commitments and debt cbligations:

(amounts in thousands) 2002 2003 2004 2005 2006 Thereafier
Contractual Obligations:

Capital lease obligations® $ 227 $ 216 $ 126 $ - $ - $ -
Operating ieases® 4,028 4,092 3,576 2,568 2,121 10,257
Equipment line of credit 625 63 — - - -
Total contractual obligations $4,880 $4,371 $3,702 $2,568 $2,121 $10,257

(1) Capital lease obligations relate primarily to office furniture leased in conjunction with our headquarters office space in Bethesda, Maryland.

(2) Operating leases include our headquarters office space in Bethesda, Maryland and sales offices located in San Francisco, Denver, Boston and Oxford, England. Total rental
expense under all office leases for fiscal year 2001 was approximately $3.8 million, including rental expense related to our San Diego sales office, which was closed in

September 2001.

Related Party Transactions

in 2001, we racognized approximately $500,C00 in revenue under
a nerpelual software license agreement under which we granted a
nenexcwusive, nentransferable license for our GenoMax enterprise
product end certzin medules thereof to Pluvita Corporation. Pluvita
Cerperation pays tae license fees in montaly instaliments over a
cne-year {erm. As of December 31, 2001, there was $2€0,000
cuisiancing in accounts receivable related to this transaction.
3r. Alexander Titemirov, our fermer Chief Executive Officer and
Chairman, was the Chairman and z significant stockholder of
Pluvita Corporation at the time of the transaction. Ms. Hooks
johnston, one of cur direcicrs, was a manraging director of FBR
Technclogy Venture Partners, a venture capital investment firm, at
the time of this transaction. Dr. Wei-Wu He, one of our directors,
serves as a general partner of Emerging Technology Pariners, LLC.
An affiliate of FBR Technelogy Venture Partners and Emerging
Technclogy Partners was a significant stockhelder of Pluvita, and
anotrer managing director of FBR Technelogy Venture Partners
was a director of Pluvita, at the time of this transaction.

Quantitative and Qualitative Disclosures of Market Risk

Our exposure te market risk for changes in interest rates relates
primarily to the increase or decrease in the amount of interest
income we can earn on our initial public offering proceeds and any
investment portfolic. Our expestre to changes in interast rates
also relates to the increase or decrease in the amount of interest
expense we must pay with respect to our varicus ocutstanding deit
instruments. Our risk associated with fluctuating interest expense
is limited, however, to credit facilities that are ciosely tied to market
rates. Under our current policies, we do not use interest rate deriva-
tive instruments to manage exposure {o interest rate changes. We
ensure the safety and preservation of our invested principal funds
by limiting default risks, market risk and reinvestment risk. We
reduce default risk by investing in investment grade securities. A
hypeothetical 100 basis point drop in interest rates along the entire
interest rate yield curve would not significantly affect the fair vatue
of our interest sensitive financial instruments at December 31, 2000
and 2001. Declines in intarest rates over time will, however, reduce
our interest income and expense wnile increases in interest rates
over time will increase our interest income and expense. All sales
to foreign-based customers are invoiced and paid in U.S. Dollars.
We do not believe that we are exposed te any material foreign cur-
rency exchange rate risk.

[25]
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Consolidated Statements of Operations

Years Ended December 31,

(in thousands, except per share data) 2001 2000 1999
Revenues:
Software license and customer support® $ 21,425 $ 13,207 $ 7,277
Professional services 3,759 3,240 2,737
Total revenues 25,184 17,147 10,014
Cost of Revenues:
Software license and customer support 1,827 697 405
Professional services® 1,872 1,737 1,612
Total cost of revenues 3,699 2,434 2,017
Gross Profit 21,485 14,713 7,997
Cperating Expenses:
Selling, general and administrative® 29,024 18,764 7.000
Research and development® 9,622 5,311 2,597
Steck-sased cempensation 1,079 1,574 i38
Depreciatien and amortization 2,375 9492 273
Executive management changes 2,415 - -
Total operating expenses 44,515 26,589 10,008
Loss from operations (23,030) (11,876) (2,011}
Other Income (Expense):
Investment earnings 3,066 1,476 66
Interest and other expense (160) (325) (96)
Total other income (expense) 2,906 1,151 (39)
i ass before income taxes (20,124) (10,725) (2,041)
Income tax benefit (expense) (1,300) 51 726
Net Loss (21,424) (10,674) (1,315)
Beneficial conversion - (9,982) -
Increase in carrying value of redeemable convertible preferred stock - (387) (17¢)
Net loss applicable to common shares $(21,424) $(21,043) $ (3,4971)
Basic and diluted net loss per common share $ (0.93) $ (2.25) $ (0.38)
Weighted averzge common shares cutstanding—basic and diiuted 22,947 9,337 3,874

(1) Cost of revenues—professional services includes stock-based compensation of $1, $5, and $— for 2001, 2000, and 1999, respectively.

(2) Selling, general and administrative expenses include related party legal expenses of $644, $397, and $21, and excludes stock-based compensation of $1,070, $1,433, and
$110 for 2001, 2000, and 1999, respectively.

(3) Research and development expenses excludes stock-based compensation of $8, $142, and $227, for 2001, 2000, and 1999, respectively.
(4) Includes related party revenue of $500, $—, and $— for 2001, 2000, and 1999, respectively.
See notes to consolidated financial statements.




. . R . o~ o~ . PR
AN I W O | [SEEI B B o~ (NEE) ] [ N[ N Oy 000 | 0 1wy
N 84 N B O N co o i ~ [5s) o O ey 00 M (N
R R 0 N RO S
H i i~ H (339 O\ H i 1
s R T , ol N
N )
pAx
P
[ I 1% I [ | | oy pr b | [
i ]
o
‘o~
| N T I S | (I T [ - N | [
e ,_.5\
E D) I Fa) N
T T I 1 O T O A B Lo T (S T R T O B3 G
@i ALY o
w5 o) led Fl<i
BN E RBARS w/. (33}
i e A ivi¢
s~ P . s = P .
N N QY ($) () ) [ 0 00 ey
A N A O R I A IRTANC - S B
NS & >~ <, n g @ N
S (9]
N
A
| ooy oo W | N N R N w o ) i N | IN e o0 | <7 s
O N m I~ ~ Y ON L ovE o0 oW o 60 ! w10y i m ©
] i s [N N v 5% 15 o o0 0 o [ 1) ~ 7;
R =5 On Oy s [EATIEN] i~
€0 Vi N [ [ &Y
A NN
h2
o N
| N I by 9 [ l [ l | | I T O R B i Lt
oy
b
|
> = ,~ N
) [N 5 \) NN
& R N A N A I N N A U R e e
2 W Qe o iy}
] ~ 0
-
(5]
L
@ [ (AN B I (I | [ 1oy | |
g
©
L2
~ N
= (%) T8 \0 [S 3N ~ () ion
o] b2 N A B S T - N B o | [ O B NHAR [
.w iy 1y o [ < o8 ON
n o ) [ e o < .
[T LA n
o S
[4] M £
,.m w/_ ¢ O m
b3 ! wn O in 8 5
= ﬁ.; R o QW "o S
Y w; W @ : oo o 2
Q SN e L w1 £ .0 (LA 5
4 2TON PRSI ) H iy 0 ©
(3] “ O (5, [t H NN @ o ez,
8 : g 6w [ @i ‘oW )
" gl K o woR g &
. £ I ©
-5 £30 Yo ] - Yool g o
[T s 0 € 1 = O =
[{F] v px e y . I oo [+
« o o 4 g TR §
¢ 02 €i) i
9 g oo oo ¥ AN %
o g o W g N o9 i Ol w0 k¢ s
[13) u_: S, O .:“ £ C‘ < _C i 43. o] Y
& 8.4 A By o MG Ry “lhi e
5] < ;ﬁ ] | I
o e [ad I [
I3
I




Consolidated Statements of Cash Flows

Years Enced December 37,
(in thousands, except per share data) 2001 2CC2 19‘;:9__
Cash Flows from Operating Activities:
Ne:loss $(21,424) ${10,673) $(3,315)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciztion expense 2,375 9L 273
Loss cn sele of property and eguipment 150 & 2
Stock-based compensation 923 1,602 z38
Deferrec income taxes 1,300 z2) (623}
Provision for bad dest 537 5 —
Chenges in assets and liabilities:
Accounis receivabte (3,146} (6.478) {2,090
Precaid expenses anc other current assets )] 87¢; 348
Denosits arnd other assets (759) (3¢3) (37}
Actounts payable (700} &8s i
Accrued tiasilities 3,167 337 36C
Seferred revanue 661 3,455 72
Cash flows from cperating activities (14,925) (11,67C; Z,599;
Cash Flow from Investing Activities:
Purchese of Jroperty and equipment (6,476) {¢,054) (2,343}
2roceeds from sale of nroperty and eguipment 23 < e
Decrease (increzse) in toan ic shareholder - &9 P
Cash flows from investing activities (6,453) (3,57S; {2,398
Cash Flow from Financing Activities:
Repayments on canital ease obligations (260) (214 {(1C8)
Procesds from borrowings - 2,835 1,677
Repayments on sorrowings (854 (2,503} (423)
Proceeds frem stock issuance 31 97,162 3,834
Restricted cash ©3} (1,574 -
Procesds from share options exercised 1,246 1,207 7
Casn flews from Snzncing activities 7C 96,7C7 5,091
Net increase (Cacrease) in cash and cash eguivalenis (21,308) 82,258 4,103
Cash ana cash eguivalents, beginning of year 82,656 2,398 295
Cash and cash equivalents, end of year $ 61,348 $ 82,655 $ 1,398
Sunziemental information on Nencash Investing and Financing Transactiorns:
Acguisition cf equipment through capital leases $ 738 $ - $
Supriemental Cash Flow Information: T
Cash »aid for income taxes $ — 3 — $ 131
Cash peid for interast $ 100 $ 289 $ 84

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Organization and Significant Acccunting Policies

Nolure of the Business. [nforiflax, "c.,( (nTorliax” o7 the “Company”)

is 2 gloza: provicer of iife science informetic seftware solutions for
gencmic and ziemoiecular research. Jrforv.ax was incorporated in
Delaware i May 2990C and its sussidiary, ‘nferModus SAR_y ¥as
organized uncer the tax lews of France in -/97. e Com; aﬂy is
hezdguzriered in Bethesda, Maryiand, and has sales ¢f f.\.\. in
Bethesds, Maryiand; San francisco, Calfornia; Denver, c.orac’c;
usails; end Cidord, Eagland.
2003, the Comzany comzieted its inital lic offering
cceeds of epproximately $84 million, netof

s 2nd commissions anc relaled expenses,
aves of its commen stock.

gied financia! statements

include the accounts of Inforiiay, inc., and s wholly owned sub-

sidizry. All significant intercompany accounts and transacticns
have zeen elminated.

Principies ¢f Consglidaticn. The consslid

(4

Revenue Recognition. The Company cerive
from four scurces: sofware | L-e“isn.te,...:n atenance
and consuld r:g services primarily uncder governmen’ contracis.,
Softwere licersing, malntenance fees, end raining are presen":ed
zs scftware cense anc cu "c*"* supzort on the Consslica

ng services are presented s oro-
ec Statements of Overations.

fessionai services on the Cw‘soﬁdat
The Companry rece :
catemnent of %SL.Wn SO’) :‘ 97-2, Scftware ?everub Recognition
{zs amerded and interpreted). Sofwere (cense fees are recognizes
2s revenue Laon the customer’s execution of 2 noncancelasie icense
agreement and delivery of the software, provided that the fee fs fixed
zn¢ determinable, collectinilityis c.,aw@, and no cusiomizztion of
¢ne seftwere is required. CLs‘c*M" sunoort and meintenance T:VEPJ°
sucn as telephene s;‘.ﬂwr’ and oo duci‘ c—:hancements, isu
the sofiware fcense based ugon vendor speci‘y ¢ ob?
dence of falr vaiue (VSQOE) and is rec T
nance peried. VSOE for meintenance conflracis is
st zrice estakiished by ma“a@ewe‘m with the rel
oy the renewai rate specified by the contract,

5

unbundied

w o
M
P=3
W
=

) .—3.

T

T
(&)
.
~
o
I

IS o I
W.Juh e element determinzble, revenue
;

C UG O
CO"FU‘ ct is deferred unt! fo; irvalue is determinebie ¢r when
&l elements are @e&ivereu, ;:n!ess the onty undelivered

] ] elemertis
maintenance, in which case the et arrengement of fee is recog-
nizec retebly over the remaining meintenence period. Amounts

in edvarce of the delive "y of sreducis or ;:erfcrma:ce

classified as deferred revenues in th

w

received
of services are
ca.ance sheegt,

Trzining is provided on a dally fee basis with revenue recognized 2s
S

Cost of Revenue. Tre zrimary cemzonericf &
cf reve"‘*'e for softyware Lfcer:sfr.g are paczging 2nd Cistrizitien
costs. The zrimary compenent of the Company’s cost el revenue "or
customer susport and pretessio :

related expenses.

Cash and Cash Equivalents, Cash and cash
cash, money marke: -bco.mis, **d ‘w-xy i

-

- Bt podn S - -l
herestricted cash consisis of de e

ne Company has unbiiag recefvables c
1y<339"1um g $1.6 milion ofwinich $2

« bLH H - s -, * : - 3
ag SS.;.G mid ».‘...MCE" naccounts receivaiie :.”‘d $
s

owed io [r' or \f‘“
yyiich

Property and g
cost, less accy
iscomauted ¢
usefu lves:

imuigted C@;TGC!EL’EOT‘,

Computer eguinment 3 yezrs
Furnhiure, fixtures, and ctner eguivment te 28 years
Leaseiels improverents cesser of iease term

Softwere 3years

nes ?Jeen esteblisned, ""ﬁe Company cen-
asizility (o e estakishel
ne "ﬁs’;’:g has zeen ¢
a7 the techncicgical fe
est*bﬂﬁs‘.e , 20y a:d.‘coma £0SIS Wouil Te canital
with S*:a.cru.uw FnEn wau\cccw‘( ng Sianca” is \c. 88, Accouniing
Otheriise




been sudsiantially completed concurrently with the establishmeni
of technoicgical feasibility, and accordingly, no costs have been
capitaiized to date.

Income Taxes. The income tax provision ircludes income taxes
currently caya’zie plus the net change during the year in deferred
tax assets or liabilities. Deferred tax assels and tiabilities reflect
the differances between the carrying value in cenformity with
accounting princicles generally accepted in the United States

of America and tax values of assets and lianilities using enacied
tax rates for the pericd in which the differences are expected

tc reverse, Veluation allowances are provided when the
expectet reaiization of tax assets does not meet a more likely

than not ¢riterion.

Concentration of Credit Risk. Financial instruments that potentially
susject tne Company to a concentration of cradit risks consist prin-
civaily of cash, cash equivalents, and accounts receivable. The
Cemzany generally dees not require collateral on accounts receiv-
able, as the majority of its custemers are well-established compa-
nies, coileges, universities, ana government entities.

Stock-Based Compensation. The Company accounts for siock-based
compensation to empicyees in accorcance with AP3 Opinion No. 25,
and accordingly, recognizes compensation exnense for fixed stock
opticn grants when the exercise price is less than the fair value of
the shares on the date of the grant. Pro forma information is pre-
vided for employee sicck option grants, as if the fair value based
method defined in SFAS Ne. 123 hac teen applied.

Evaluation of Long-Lived Assets. The Company evaluates the poten-
fial impairment of long-livec assets basad upen projections of
undisceunted cash flows whenever events or changes in circum-
stances indicate that the carrying amount of an assat may not be
fully recoverable. Management believes no impairment of these
assets exists at December 31, 2C01 and 200C.

Fair Yalue of Financial Instruments. The following disclosures of
esiimaied fair value were determined by management using avail-
abie marxet information and appropriate vaiuvation meinodologies.
The fair vaiues of the Company’s financial instruments, including
cash eguivalents, accounts receivable, accounis payable, accruec
expenses, and corrcwings approximate their carrying values.
Disclosure about fair vaiues of financial instruments is based on
pertinent informatien available tc management as of December 31,
2001 znd 2000. Althcugn management is nct aware of any factors
that wouic significantly affect the reasonable fair vaiue amounts,
current estimates of fair value may differ significantly from the
amounts presentad herein.

Agveriising. The Company expenses all acvartising costs as incurred.
Tetal acdveriising expense was approximately $0.9 million, $0.8 mil-
den, and $0.6 mitlicn for the years ended December 31, 2001, 2000,
and 1999, resoectively.

inforMax, ‘nc. Annual Report 2001

Common Stock. 'n Fepruary 1999, the Bcars of Zirecters 2pproved
a 100:1 stock split of all of the shares ¢f ine commen siock cfthe

Company issued and outstanding. Further, the 3ce;
approved the exchange of 590,278 shares of nenveting commen
stock for 590,178 shares of voting commen siocik oy tne Cnlef
Executive Officer. In September 2008, the Bozrd cf Sireciers
approved a 1.67:1 stock split of ail of the snzres ¢f the common
stock of the Company issuec anc culsianding. n cennection with
this stcck spli’c the Roard chirec*‘ors aprroved the in

shares. Shares ussucd and cuxsicm.,n rave zeen edusied relio-
actively for ali pericds presented to reflect the steci saiits.,

Estimates and Assumptions. Tne pr
in conformity with acceounting princ
United States of America reguires mena
and assumptions. These estimates anc
reperted amounts of assats and liabiliti
gent assets and iianilities at the dete
well as the reported amounts of revenues an zen ;
year. Actual resulis could vary from tne estimetes D2t were used.

rm nt e
2 efconiin

disgiosyy

‘2l siatements, as

Reclassifications. Certain reciassifications have peen mace
to the prior-year financial statements to conform {o the current-
year presentation.

of comprenansive income other than net loss.

Net Loss Per Share. Basic earnings per share ’s comziied by civic-
ing net income available te commeon sharencicers
average numier of commen shares culsiand
Dituted earnings per share reflects the sotentia: m
occui if securities or other contracts f¢ issus Commern Shares were
exarcised or conveited inic commen sheres for 2l zericds pre-
sented. The weighied average number of comimen shares cuisiand-
ing and potential dilutive shares were 32,845,477 18,733,304, and
17,261,716 relating to sicck options and reCeemac.e converticie
preferred stock in 2001, 2C00, and 1993, respeciivewy. For the years
ended December 31, 2001, 2800, anc 1999, 'ti".e Cemteny incuired
a net loss; therefore, potential commen shares are neotincuded !
the calculation of the diiuted net loss per common sheare.

X ', -\
ywne ‘“JEyE el

G—
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~
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New Accounting Pronouncements. in June 1998, SFAS Xo. 133,

Accounting for Derivatives Instruments ard Hﬂa'ing ﬁq,wuas was

issued. SFAS Ne. 133 requires the recogni i

tives at fair value as either assets or L.aa ite

menis. The adontion ¢f SFAS No. 133 ¢on ,an:ary %, 2007, did neot
." : .

have ain impact cn the Cempany’s fi
of cperations.

in June 2001, the Financia: Accounting Stancarcs 3card lssued
Siatement of Financial Accounting Standards (SFAS) Ne. 143,
Accounting for Asset Retirement Obligations, wnich zcdresses
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ngs net comaleled

sune 13, 2802. o O'io.,c* 2C Ci
Aceounting for the Impairment of iong-_fvea K‘ss@ :
SFAS No. 121, Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assels i be Dﬂ'srﬂsea Of, end the acecy
and reperiing provisions of AP3 Neo. eporiing the Resulis of
Operaticns—Reporiing and Lffects of Disposa:/ of a Segment ofa
Businaess, end Extraordinary, Unusual am’ y’rfrequeﬂ thy chwr ng
Events and Transaciions for the dispo !
ress. This statement is effective for &
December 15, 20CL. SFAS No. il.«é. ;

SFAS Xe. 125, but addresses cert
associated with that Statement. Th
the process of evaluall
SFAS 143 and SFAS 244,
cose the ! 2z zdepiing ]

tion and resuis cfop era:,ms when t"".e stale-

Inlerest exIense WEs 23370
23d $43,000 fortheyears end

1929, resnectively.

2. Pronerty and Equipment
Property and eguinpment consist of the foliowing at Secember 32
{r thousandsh
2003 2000 cinzl Do

Cemzuter eguipment $ 6,018 $ 3,874 200z $825
Furniture, fxiyres, 2¢T €2

ard ofice equipment 4,116 1,285  Tpra $4882
_easergic imorovements %,875 £08
Purchased scitware 855 281

22,864 5,848

Less: Accumulated depreciation

and amortization (3,55%) (2,309
Property and ecuipment, net $ 9,205 $ 4,539

ses inciudad

The followingis a sx"ra'y of asseis under capitel lezse

in "3"0"":” amd equ Tnousand S\:

L\)

ny ef such Series A Shares ned the
ontion eteny iime, o convele s fhptice I

sercof .:.A/ DE and nonassesss

Series A Share was convertisl




Compazny, whether voluntary or inveluntary, or upon redemption,
the nolders of the Series A Shares would have be entitled first,
before any cistribution or payment was made cn the Common
Stock or eny other series of capital stock, io be paid cut of available
funds and assets an amount equal to the “Original issue Price” for
eacn Series A Share as adjusied for common stock @venis plus, in
the case of each share, an amount equal te all accrued dividends
unpaid thereen (wnether or not declared) and any other dividends
declared but unpaid therecn. The undeclared dividends were being
accreted to the redemption value. The 2000 and 1999, acciued divi-
dend of approximaiely $€.2 million and $C.2 million, respectively,
are presented on the Consolidated Statements of Operations as a
compenent of increase in carrying value of redeemable convertible
preferred stock as an additional charge io net loss applicabie to
commean sharenolders.

The difference between the carrying amounts of the Series A Shares
and the redamption amount, based upon the liguidetion amount,
represents the cost of issuance, which was accreied pro raia over
the pericd beginning on june 22, 1999, issuance date and ending
on the presciibed recemption date, June 22, 2004. The 2000 and
1999 accretion of approximately $12,000 and $8,000, respactively,
is presentec on the Consolidated Statements of Cperations as a
component of increase in carrying value of redeemable convertible
preferred stock as an additional charge to net less applicable to
common shareholders.

On August 16, 2000, the Company entered into a Series B
Redeezmable Convertible Preferred Stock Purchase Agreement
ith a purcnaser. The Company authorized, issued, and sold
950,747 shares of Series B redeemable Convertisle Preferred Stock
(Series 3 Shares), $.01 par value, for approximately $9.9 million,
net of expenses. The Series 3 Shares contzined similar rights and
privileges as ine Company’s Series A Shares and were convertibie
into 1,587,747 shares of common stock of the Company at any
time at a conversion price of $6.30. At the time ¢f issuance of the
Series B Shares, the deemed fair market value of the undeilying
common stock was $15.00 per share. Approximately $9,982 was
allocated to additional paid-in capital as a presumed beneficial
conversion feature. As the Series 8 Shares were convertible at

inforiiax, 'nc. Annuai Report 2001

any time, the entire beneficial conversion feature was immedi-
ately accreted to the Series B Shares on August 16, 2009. In con-
necticn with the issuance of the Series B Shzres, the Company
entered into joint development and marketing agreements. The
accreted costs of issuance and the accrued dividend for 20C0,

of approximately $3,000 and $0.1 mitlion, respeciively, are pre-
sented on the Consolidated Statements of Cperaticns as a com-
ponent of increase in carrying vaiue cf redeemanle convertible
preferred stock as an additional cnharge to net loss applicable

to common shareholders.

Immediately pricr to the closing of th2 iPO, all of the Company’s
outstanding shares of preferred stock were converied into shares
of the Company’s commen stock.

5. Stock-Based Compensation

Stock Options. On February 10, 1999, the Beard of Birectors insti-
tuted an Equity incentive Pian (the 1999 Plan), The 1999 Plan, as
amended, provides for up to 8,179,000 shares of common stock of
the Comnany for the granting of restricted stock and incentive stock
options to purchase commen stock. Tne exercise price per share for
an incentive stock option must be equal to or greater than the esti-
mated fair market value, as determined by the closing price on the
trade day praceding the date of grant.

On December 20, 2001, the Board of Directors instituied the 2001
Stock Option Plan (the 2001 Plan). The 2001 Pian provices for up
to 1,500,000 shares of commen stock of tne Cempany for the
granting of nonqualified stock options to purchase cemmon stock.
Tne exarcise price per snare is determined by the closing price an
the frade day preceding ine date of grant.

Unless otherwise apgproved by the Board of Directors, all steck
options and other stock equivalents issued o employees, directors
and consutiants shall be subject to vesting as foilows: (a) tweniy-
five percent (25%) of such stock shall ves: at the end of the first year
following the earlier of the date of issuance or such persen’s seivice
commencement date with the Company, and (b) seventy-five percant
(75%) of such stock shall vest ratably over the remaining three-year
period subsequent to the end of the first year described in ().

(33]
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The weighted average assumptions used for options granted during
fiscal years ended December 31, were as follows:

2001 2000 1999

Risk-frea interest rate £.6% 5.9% 5.2%
Expecied dividend yield 0.0% 0.0% 0.0%
Expected life 4 years 4 years 4 years
Volatility factor 54% 80% 71%

The pro forma effecis of applying SFAS Me. 123 for fiscal years ended
December 31, would be as follows (in thousands):

2001 2000 1999
216 forma net less $(26,298) $(12,590) $(2,266)
Pro forma net loss applicable
to common shares $(26,298) $(22,959) $(2,442)
Prc ferma net loss per common
share—bhasic and diluted $ (15 $ (2.46) $ (0.63)

The effects of applying SFAS No. 123 in the pre forma disciosures
are not indicative of future amounts, and additiona! awards in the
future years are anticipated.

The Company recorded compensation expense of approximatealy
$0.8 millicn, $2.6 miliion and $0.1 million related to issuance of
tne siock options, warrants, and resiricted stcck ciscussed below
for the years ended December 31, 20C1, 200C, and 1999, respec-
tively. Deferrad compensation of approximately $0.5 million and
$1.4 million, related to the issuance of thess options, warrants, and
restricted stock, is included in stockholders’ equity at December 31,
2001 and 29000, respeciively.

n 2C0% and 2009, the Company granted 6,000 ana 30,000,
respectively, fully vested, nonferfeitable, and fully exercisable
nenguaiified stock oniions to certain nonemployee advisors of
approximately $0.1 millicn in 2001 and 2000, respectively.

In 20C1, the Company granted 30,000 nengualified stock options
to ncnemployes direciors. These grants vest over one year, which
coincides with the pericd of performance.

Suring 1999, the Company granted 175,35C nenqualified stock
onticns o one nonemployee director and two nonemeloyee advisors.
The nonemployee direcicr compensation expense was determinad
based upon the gifference between the exercise price and the esii-
mzied fair market value of the common stock at the date of grant.
The Company recognized compensation expense related (o the
nonemployee advisors nonquatified stock options cn a monthly
basis as the options are earned and vest, based upeon the fair
value of the cptions esarned, Deferred compensation expense is
adjustec moninly o reflect the amount of compensaticn expense
reccgnized and the change in the estimated fair value for the

inforiiax, Inc. Anrnial Report 2001
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unvested nenquaiified stock opticns. Changes in the fair value of
the unvested nonquelified stock options resuit in changes in fuiure
compensation charges. All of these opticns were granted for 2
ten-year period and vest over either three, four, o five years which
coincides witn the period of performance. During 2600, both of
the nonemployee acvisors terminaied tneir service agreements;
95,080 options were forfeited anc 55,220 cptlions ware exeicised.

Warrants. In 2000 in connection with the Bricge Loar, the Company
issued 15,030 fuily vesied warranis for right to ourchase 15,030 snares
of common stock at an exercise orice of $5.99 per share, until the
warrant’s expiration in 2007. The fair vaiue of the warrant was amei-
tized to addiiional paic-in capital over the peried of the bridge loan
with a correspending cnarge (o inierest excense. Alsc in 2000, the
Company issued for services fully vested warrant exercisable for
25,050 shares to a non-employee advissr for the rignt to purchase
25,050 shares of common stock 2t an exercise price of $6.37 per
share, until the warrant's exgiration in 2005. The fair value of the
warrant was charged to ad¢itional paic-in capital with a cerrespond-
ing cnarge to selling, general and administrative exsense.

'n 2001, the Company issued a fully vested warrant exercisable for
25,000 shares to a venture fund (one of the Company’s directors
serves as managing director) in exchange for strategic advisery
services provided for the right to purchase 23,09 shares of common
stock at an exercise price of $8.00 per share, uniii the warrant’s
expiration in 2006. The fair value of the warrant was cnarged o
additional paid-in capital with a corresnonding charge (o selling,
general and administrative expense.

At December 31, 2001, all of the 65,080 wairants were cutsianding.

Restricted Stock. in 1999, the Board of Directors granted
100,200 shares of resiricied stock to ceriain consudants cf tne
Company. The restricted stock vests over & four-yeer seriod

and is subject to service and performance requirements. At the
time of grant, the restricted stock and deferred comoensation
relating to the issuance of the resiricted stock was recordec
based on the estimated fair market velue cf the Company’s
commen stock,. The Company recognizes cemaensation expense
related to the restricted stock on a menthly bzasis as {ae stockis
earned and vests, based upon the difference between the price
paid at the ariginal date of issuance and the estimated fair mar-
ket value of the commen stock at the end of each subseguent
month. Deferred compensation expense is aciusted monthly to
reflect the amount of compensation expense recegnized and the
change in the estimated fair market value of the Cempany’s com-
mon stock witn respect to the unvested resiricted stock. in 2001,
in accerdance with certain terms of one of the restricted stock
agreemenis,vesting was accelerated and 59,1C0 shares were
issued without restriction.
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In 1999, the Company loaned the presicent of the Company
$65,000 which was due in full with all unpaid, accrued interest
by April 2004. The interest rate of this neie is prime plus 1% (9.5%
at December 31, 1999). Interest income earned during 2000 and
1999 was epproximately $4,000, rescectively. In 2000, the presi-
dent of the Company paid the interest and principal outstanding
under the loan in fuil.

in 20C1, the Companry eniered into a perpetual software license
agreement with a releted Company in which Inforifax’s former
Chief Executive Officer is also the Chairman and a significant
stockholcer of the related Company purchasing the software. in
connection with this agreement the Company nas recognized
approximately $0.5 millien in revenue. As of December 31, 2001,
there is approximately $0.2 million in accounts receivable related
to this transaction.

9. Commitments and Contingencies

Lease Commitment. The Company has noncancelable operating
leases orimarily for office faciiities. The Company leases seme of its
computer and office equipment under capital leases. The following
is a schedule of future minimum lease payments for capital and
operating leases as of Jecember 31, 2001 (in thousands):

Capital Operating
Year Ended December 31, Lease Leases
2002 $227 $ 4,028
2003 216 4,092
2004 126 3,576
2005 - 2,568
2006 - 2,121
Thereafter - 10,257
Tote!l future minimum lease payments 569 $26,642
Less: Current pertion 227
Cap'tal lease obligation—net of current portion  $342

Tetel rente! expense under all office leases for fiscal years 2001,
2000, and 1999, was approximately $3.8 miilion, $0.8 millien,
and $0.3 mitlion, respaciively.

The rental agreements require that the Company maintain certain
letters of credit totaling $1.7 million. The irrevecable standby letters
cof credit are secured by the Company’s restricted cash and expire
September 8, 2002.

Employment Agreements. Certain employees have employment
agreements that entitle them to two weeks of severance in case
cf termination. in addition, three senior executive officers and two
executive officers of the Company have employment agreements
that entitla these individuals to specified amounts of severance

if such individuals are terminated.
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Government Audits. Payments to the Company on subcontracts
with prime U.S. Government contracts are subject to acjustment
upon audit by various agencies of the U.S. Gevernment. No audits
of costs and the related paymentis have been performed by the
various agencies. At Becember 31, 2001, there were no fabilities
accrued retated te the billing in excess of cost. in the epinicn of
management, the final determinaticn of tnese cesis and related
payments will not have a material effect on the Company’s financial
positicn, results of eperaticns, or liguidity.

Litigaticn. In the erdinary course of conducting its susiness, the
Company becomes involved in litigeticn and zdwinistrative pro-
ceedings. it is the epinicn of the Company’s management that the
ouicome of ihese preceedings, individually, or in the aggregate,

_will not have a material adverse effect on the business or consoli-

dated financial position of the Company.

Cn November 28, 2001, the Company received notice that Barry S.
Kantrewitz initiated & securities class action lawsuit for and on
nehalf of himself and all others similariy situated in the United
Siates District Court, Southern District of New York against sight
underwriters and two executive officers, and the Company as a
nominal defendant. In the complaint, Barry S. antrowiiz stated
he purchased sharas of the Company issued in cennection, with
and traceable to, the offering and alieged the offering contained
material misrepresentaticns and omissions.

The Company believes that the claim is wholly without merit, that
meritorious defenses are available and has every intention to
vigorously coniest and defend against these claims. Further, the
Company intends tc assert all of its legal rignts in this matter,
including all counterclaims. However, due to the inherent uncer-
tainties of litigation, we cannat accurately predict the ultimate
cutcome of the litigaticn. Any unfavorable cutcome of this litigation
could have a negative impact on our Business, financial condition,
results of operzations of cash flews.

The Company and its former chairman are also party to lawsuits
and claims which allege a commissicn anc sther consideration
were payable for an introduction to a veniure cacital firm and that
we faited to nonor these agreements.

The Comnany believes that these claims are wiclly without merit,
that meritorious defenses are available and that there is every
intention to vigorously contest and defend against these claims.
Further, the Company intends to assert gk ¢f its lega. righis in this
matter, inctuding all counterclaims. However, due to the inherent
uncertainties of litigation, we cannot accurately sredict the ultimate
cuticome of the litigation. Any unfavorabie cuiceme of this litigaticn
couid have a negative impact on our susiness, financial conditicn,
results of operations cr cash flows.



_ u
=. =3 . o ol
N 0D I Bl Rt ) £, N
28 B8 @dhEs b oo &
. 9, O & Wogl @ 0 o X o w .,
kN (o ] . SN 2 !l (
”mu o i “ (V) m\ C. G {: . 7 kN c“ i :w
i ! ! IR LS i Wy -l | &
v PRI B a u wiofY @ <
w 3 ¢ ) Wi K J
0. [T O n . dlo ¢
0 00 O g, wof FHRY: b 4 B
n W= wWoo R vitgt )
@ . p.o Wy Wi L o Y e ‘g
s T vt " O :
n.m 8 u, Fm m:v - .L rA 10} FEER U \h_\. { cw
g ‘<J nu €) v o@ Wy 3. s
@ Q8 P R o *:
Y] O < 00 N, ) A ¢ [ ' =)
[ ' NN O [ + B 1 th o a o bo @ o
({8} o \O (N N P O . X g € > | o
" o R 9w o iy, HT = T [ D) o1 N
b o © _a/) S el 0 on 15 R B on o o .
8 o M I IR RN OO G W =0 o R
=1 [P e = HENIN -J
[ v =y N W, R J
i a @ oo ! 5o o 5 Py
b R E eq:, “« R [0 H @ an .
£ @ o g e & 9] oo .
5 Q et [J} 200 2 i 03 PrE )
V- T, IR S LR S . £ LR .
i B il A RO ] Z 0w 5
P . . . N . e N
2 o Uy > oL o e & ¢ 9
b WL 08 e . a9 ¥ e v PR ©
h WLy 20w ey SRR G u Y wo
O W< DN Wi Qa9 oy AR T i u 5
B oM " W Q ﬂ O08 &G o« O ' o a3
R ;oh. Vo £ i g AV <
o i 8 G i w & O L' B w N
© @ .0 o T U0 - O ool F1 = .5
= S e P 2. bR S o i@ LA [ IS R
Y O W 14 ) 2o o 9 &N B.o £ owow © 5 YL
= 7] U R DN -3 4 T e
“ au f8g B Genud SISO n i
@ T @ ® AR TRUANS « N 5 E g% ST A
O @, N0 @ e PRI S o SR ] W {: . N
[t Qi @ o5 -0 S0 P [N [ I R IR U] ] w @
@ K . ERT I %] A e W £ a gy W bh I i Y
byt A | a [T = 9 O oL, o [ ] Sy " * on (% $ LS )
(IS EE TS A RIS o ® s o SN (S AR A S ) ] Qg HES A t 3@
g Py oW Wb € oD W 258 Q o R mw Y M o o '& H (A
Ve ey 8 Q g 0on oL Doy b N ~ 2 O
@ w583 {: v = (V2 ISR B T .
BRI o < g O AN
[ A =2 A ' ™~ N 0 & ™
. Lo . AR 10O
o @ g i R R R
et oo s -1
w ~ n b W w . o N~ ot o~ o~
BIin O I~ Q) . n e * v ¥ >
@ 'S 34 TR W O 2 N w‘ W b 3 ~
O omn 2o ' [*8) ~ by il oW © ; @
I aeal e 9 4 ii ® 2] i
o o@ TN Ly [ Ut o o :
8 oA 3 H K oo o B :
a1 m i o L {p 0O = i . @
: = b ey - B P N
] ! P 5 bt ooy i) MS“ LW AN N
w 9 ! - Ry o ® & 28 AN ™~ ncq o~
Py ¢ <. : B e M o -
=0 sl o1 @ oy P o ge e e d
£ = I~ <) @G = £ RERIE ~
o @ S o ‘o s W 1 ‘gw. o
2NN} 34 ) o . il
M.“ £ :M.w &.ﬁk\v ma. W ) ..mn U.w i
Pw A P = T
O . S [ n [TIENE] ]
(S : 4] on §F n [ < . n -~
L ow W i Ey @ i Y ah O o~ O so
[N ' [ wo~ [SAPS a © Nﬁ € A 0O 5 O
5w o= te_ i o i Pt £ gl Gy O O DS
o [ SN ) 0 ¥V [ o 0 b .o [ 2w g & e < ot nMu
[ oy < ay [ AN Q¢ b W r:“ ) < o
b oo o & & 2 PSSR 2 Y v
L WS iea s €Y a1 i w o
L L5 8557 o G A4 Wi Q. w ;
i bp i v (9] e v e, ] © 2. €1 w
Mw s Y [ o g o EERR S A :
= Y oa o A & Tl S g :
o Y o~ R HoEhE dm e n g w
i = 3> © g o Gou ] t £ o !
© © O a et hin in o o g b A [ e
. 3 V9 CEGIG v N E 4 N oW o G o & @ -G i
o & n @ RS S G=dn 2oy o i Y
e [T W G o = G o wn v oo ! ]
‘i Y w8 Mme s o @ RIS T 1 H &
o e o i E w 0 o I P3¢ 5 o ] 4
23 o @ 1 M 3o o k3] ! Z
i o 9 SRR RO N %5 @ N ! o &
: = WO L > q@ ot £l L. O G ¢ 3 oes
<t m EAAL TIPS Qo oo [ ] e Mm i ,u 5
: w5oobe © 8 E o o 0o o0 i3 a2 t [T
o @ Sy gt bp 0. = PR LI [ 0 - o B
£ TS T [T w2 @
v o P @ frod ESERT o R o (%3 nro)
s w oA RAEY BT A @ 5 &
© Z g o N O et cw e @ .o i@ 1oy
= Ry o O o =y AR
v - [ N O " : " . :
3 K QRN A “
¥ L Rt
©0




12. Quarterly Infermation (Unaudited)

InferMax, inc. Annual Repert 2001

The feliowing are the unaudited quarterly resulis of operaticns for the fiscal years ended December 31:

Quarter Ended

{amounts in thousands, except per share data) March 31 june 30 September 30 December 31

2001
Revenues $ 6,590 $ 7,568 $ 4,680 $ 6,346
Gross prefit 5,603 6,620 3,843 5,419
Cperating expenses 10,895 11,333 9,827 12,460
Net ioss (4,173) (3,896) (5,397} {7,958)
Net loss applicable to common snares (4,173) (3,899) (5,327) (7,958)
Basic net loss per commen share (0.21) 0.17) .22 (0.33)
Diluted net loss ner common share (0.21) 0.17) 0.22) (0.33)

2000:
Revenues $ 3,208 $ 3,301 $ 4,873 $ 5,765
Gross profit 2,683 2,714 4,248 5,069
Operating expenses 5,089 6,254 6,398 8,838
Net ioss (2,450) (3,619) (2,220) (2,385)
Net loss applicable to common shares (2,534) (3,703) (12,338) (2,468)
Basic net loss cer cemmeon share (¢.61) (€.59) (2.55) {0.13)
Diluted net loss per common share (0.61) {8.59) (1.55) (0.13)

13. Subsequent Events

In ;anuary 2002, the Company made & $1.5 million invesiment in Tissue informatics, a company that develops automated digital
microscopy tissue imaging sysiems and analysis sofiwaie to generate novel tissue information.

[39]
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CORPORATE INFORMATION

Annual Meeting

The Annual Meeting of Shareholders will
be held on May 16, 2002, at 10:00 a.m., at:

InforMax, Inc.
Headquarters

7600 Wisconsin Avenue
10th Floor

Bethesda, MD 20814

Legal Counsel

Hogan & Hartson L.L.P.
Baltimore, MD and Washington, DC

Independent Accountants

Deloitte & Touche LLP
fAcLean, VA

SEC Form 10-K and Investor Relations

A copy of the company’s annual report to the
Securities and Exchange Commission on Form
10-K is available without charge upon written
request to:

Investor Relations
InforMax, Inc.

7600 Wisconsin Avenue
Suite 1100

Bethesda, MD 20814
Telephone: (240) 747-4014

You may also request a copy of our corporate
publications through our Web page:
www.informaxinc.com

Transfer Agent and Registrar

American Stock Transfer & Trust Company
59 Maiden Lane

Plaza Level

MNew York, NY 10038

Telephone: (718) 921-8200

Corporate Headquarters

Inforiiax, Inc.

7600 Wisconsin Avenue
Suite 1100

Bethesda, MD 20814
Telephone: (240) 747-4000

Stock Listing

The common stock for InfarMax, Inc. is listed on the
Nasdag Stock Market under the symbol “INMX.”

Forward-Looking Statements

Except for any historicat information, the matters we discuss in
this Annual Report contain forward-looking statements. Any state-
ments herein that are not statements of historical fact, are
intended to be, and are “forward-looking statements” under the
safe harbor provided by Section 27(a) of the Securities Act of
1933, as amended. Without limitation, the words “anticipates,”
“believes,” “estimates,” “expects,” “intends,” “plans” and simi-
lar expressions are intended to identify forward-looking state-
ments. The important factors we discuss in the Annual Report,

as well as other factors identified in our filings with the SEC and
those presented elsewhere by our management from time to
time, could cause actual results to differ materially from those
indicated by the forward-looking statements herein. Factors that
could cause or contribute to differences include, but are not lim-
ited to, risks associated with InforMax technologies and the need
to keep pace with rapid technological change, the Company’s
dependence on developing future revenues and its ability to
increase sales of its enterprise platform and successfully
establish the GenoMax brand, the Company’s dependence on
developing and maintaining strategic alliances, development and
availability of competitive products or technologies, the possibility
that the Company may not achieve or maintain profitability in the
future, the possibility that revenue growth may not keep pace with
expenses, the likelihood that the Company’s results may fluctuate
from quarter to quarter, dependence on patents and the ability to
defend the Company’s intellectual property rights. These risks and
uncertainties are more fully described in the Company’s Annual
Report on Form 10-K, as filed with the Securities and Exchange
Commission. The forward-looking statements contained herein
represent our outlook only as of the date of issuance and we
assume no obligation to update the forward-looking information
this document contains.

”» » i

Trademarks

InforMax, Inc., InforMax, the InforMax logo, and Vector NT) are
registered trademarks, and GenoMax, High-Throughput Research,
HTR and Researchlogic are trademarks of InforMax, Inc. Al other
products or company names are used for identification purposes
only, and may be the trademarks of their respective owners.

Common Stock Prices

The following table reflects the high and low sales prices reported
on the Nasdaq Stock Market for each quarter listed:

Fiscal Year 2000 High Low
4th quarter ended December 31* $31.75 $6.63
Fiscal Year 2001

1st quarter ended March 31 $14.69 $4.38
2nd quarter ended June 30 8.19 2.85
3rd quarter ended September 30 7.45 2.87
4th quarter ended December 31 3.68 2.26

The closing sale price for our common stock on March 1, 2002,
was $1.60 per share.

*Beginning October 3, 2000.




High Throughput Reseau’ch

InforiMax, Inc,

7600 Wisconsin Avenue
Suite 110C

Bethesda, MD 20814
www.informaxinc.com




