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lbis Technelegy Corporation is the werld's leading provider of SIMOX-SQI (Separation-by-
IMplanaden-of-CXygen Siicon-On-lnsulater) wealers and implanzdon equipment for die
semicendueter (ndustry.

Silicen-en-lnsulater (SO) is & manviaenring technelogy witere an insulating layer is ereated n @
silicon wafier, iselading dhe top layer of slicen whers dhe aetve transisters will be manufactured
from the rest of the bulk silicen waler. The buried insulating, or exide, layer acts as & barrier dhat
recuees clectriel leakage from dhe wransisters, resultng in semiconducter devieas that are laster
and mere power affidient. These benefiss make SO & valueble wehnelegy for ehipmakers pre-
duelng €' for high performance applications sueh a8 servers porzble and
compurers, wireless communication deviees, [ntagrated ECOMPONERTES auge-
clectronies.

Separaden-by-IMplanzden-e-OXygen (SIMOX) refers to & tachnique used by [bis for manulae-
wring SOI walers where an esygen implanter creates & very thin insuladng leyer within the waler
Just a thin layer of sliicon on the top of de waler %0 cempeting technologies
dhe SIMOX afffers high quality SOl wafters at ecempeddve iR quantides.
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highlights

Years Ended December 31

(In thousands, except for per share data) 1997 1998 1999 2000 2001
Statement of Operations Data:
Product sales $ 3,389 $ 3,149 $ 5282 $ 8173 {$ 5,39t
Contract and other revenue 2,831 1,087 1,257 533 518
Equipment revenue 454 11,230 10,064 5,769 1,525
Total Revenue 6,674 15,466 16,603 14,475 7,434

Net income (loss) $(3,937) $(1,166) $ 827 $(1,502) | $(9,595)
Net income (loss) per
common share $ (69 $ (17) $ A1 % (18 | $ (1.15)
As of December 3! (In chousa;wds) 1997 1998 1999 2000 200t
Balance Sheet Data:
Working capital $17,249 $16,831 $43309 $35285 | $110,232
Total assets 24918 24,307 53,728 56,299 54,920
Stockholders’ equity 20,757 20,609 48,381 49,519 40,360
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To Our Stockholders,

On one hand, fiscal year 200! was one of the toughest years ibis Technology has ever faced. On
the other hand, it was one of our most productive years, leaving us in a stronger position than
we've ever been in before.

FINANCIAL RESULTS

After record wafer sales in fiscal year 2000 and an expansion to increase our wafer manufacturing
capacity in early 2001, global economic conditions worsened rapidly, impacting the semiconductor
industry to cause its worst ever decline. Our financial results for fiscal 2001 reflect these challenging
economic and industry conditions. Total revenues were $7.4 million, compared to $14.5 million
for fiscal year 2000. The net loss for the fiscal year 2001 was $9.6 million, or $1.15 per share, com-
pared to a net loss of $1.5 million, or $0.18 per share for the prior year. VWafer sales decreased 34
percent from the prior year and there were no revenues from implanter sales in fiscal year 2001.
Much of the decline in wafer revenue was caused by a substantial decrease in demand from one of
our largest customers, a manufacturer of optical components.

TECHNOLOGY ADOPTION ACCELERATES
In spite of the semiconductor industry’s severe downturn, leading chipmakers continue to adopt
SOI technology, and we expect this trend to accelerate as semiconductor manufacturers follow
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Moore’s law toward ever smaller, faster, more power efficient microprocessors. The move to
smaller and smaller devices creates increasing challenges with regards to electrical leakage and
heat buildup. SOI responds by reducing electrical leakage and, therefore, eliminating excessive heat
buildup within the chip, enabling the industry to continue progressing along its technology
roadmap. These trends are significant indicators of optimism for future SOI industry growth.
Converting this optimism to realized goals requires a clear focus and steadfast dedication.

TWO PRIMARY BUSINESS SEGMENTS

Our business continues to have two major parts: producing SIMOX-SO! wafers, and producing
advanced oxygen ion implanters, which are the primary tools used to produce SIMOX-SOI wafers.
Although we believe that ibis will ultimately evolve to a business model primarily focused on
equipment sales, we recognize that in this early stage of SOI technology adoption, it is vital that
we fulfill the role of wafer supplier, enabling both chipmakers and wafer manufacturers to sample
and test SIMOX-SOI wafers. As the SIMOX-SOI technology becomes more widely adopted,
today's current suppliers of silicon wafers will likely become the primary manufacturers of SIMOX-
SOl wafers—and customers for our oxygen implanter systems. So we expect that our role will
ultimately transition from that of being primarily a materials supplier to that of being primarily an
equipment supplier.

INVESTING FOR FUTURE GROWTH

With confidence in the increasingly recognized value of SOI technology and a firm belief in the
unique benefits of SIMOX-SOI in particular, we focused our efforts during fiscal 2001 on two key
initiatives: pursuing gualification of the Advantox® MLD technology we licensed from IBM, and
completing the development of the new Ibis 2000, our next-generation oxygen implanter.

)

e
7

N




ADVANTOX MLD

Manufacturing SIMOX-SOI wafers is conceptually a relatively simple process involving two primary
process steps: oxygen implantation and high temperature annealing. This simplicity is one of the
greatest attributes of SIMOX-SOI as compared to other SOl manufacturing technologies. The
MLD process builds even further on this solid technology foundation. The key to the value of
the MLD process is that IBM applied its resources and dedication to refining the SIMOX process to
optimize the yield and performance of the wafers. Because IBM was able to apply its world-
renowned research and development expertise to the SIMOX-SOI process within the environment
of a real-world semiconductor fab, their engineers and scientists were able to develop a process, or
recipe, that is applicable across a wide range of applications by a variety of the world’s chipmakers.

During fiscal 2001 we achieved our goal of completing internal qualification of the MLD process.
This enabled us to begin shipping Advantox MLD wafers to chipmakers and wafer manufacturers
for their evaluation and qualification.

IBIS i2000™ OXYGEN IMPLANTER

Ibis Technology is the world leader in the design, development and manufacture of oxygen ion
implanters, with our Ibis 1000 implanter being the world’s leading producer of SIMOX-SOI wafers.
But recognizing that the needs of the semiconductor industry are constantly evolving, we committed
ourselves to the development of a totally new, next-generation oxygen implanter that would bring
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new levels of flexibility and productivity to the SIMOX-SOI manufacturing process. We suc-

ceeded. This versatile, new system, called the 2000 implanter, is a true bridge tool, capable of

processing both 200- and 300-millimeter wafers, and its throughput is more than double that of its

predecessor, the Ibis 1000. The i2000 implanter takes less cleanroom space than the Ibis 1000, and
, is easier to install, operate and maintain.

Thanks to a superb design team comprised of over twenty of the world’s top implanter system
engineers, the i2000 implanter is a very high quality tool that will be the benchmark for oxygen
implanters for years to come.

LOOKING AHEAD
Although the economic environment remains a concern, there are several bright spots that appear
encouraging:

> The market for SIMOX-50! wafers appears to be growing at an accelerating rate;

> Our wafer product family, which now includes the production-proven Advantox MLD
wafers, is well positioned for use in virtually any SOI application; and

> Our 2000 oxygen implanter, which is already producing high quality, 300-millimeter
SIMOX-SOI wafers for our customers, is destined to be an industry leader.

These are strengths we carry forward into fiscal year 2002. With the ongoing dedication of our
incredibly talented staff, and the continued support of our valued investors, we look forward to an
exciting and rewarding new year.

MARTIN ). REID
President and Chief Executive Officer
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WAFERS THAT WORK

Semiconductor chips are the fundamental building blocks of the computing and communications
technologies that fuel the Information Age in which we live. And at the foundation of virtually
every semiconductor chip is a silicon wafer. Pure silicon wafers—each a slice of a single crystal
grown from a silicon seed—have long been adequate for the job, but as today’s chipmakers
strive for smaller and faster devices made with new and different materials on larger and larger
wafers, the job of the silicon substrate is changing. Many new chip designs require wafers to do
more. They have to provide a very thin top layer of pure silicon in which to fabricate ever-tinier
transistors, and they have to insulate the transistors from the bulk silicon that lies below.

Silicon-on-Insulator (SOI) wafers meet these requirements.

THIN S IN

The first SO! wafers, made over 30 years ago, had relatively thick layers. As recently as a few
years ago, the top silicon layer was in the range of 2000 Angstroms thick, while the insulating
layer was about 4000 Angstroms. But today’s chipmakers are asking for thinner and thinner
layers. In response, lbis introduced a line of Ultra-thin SIMOX-SOI wafers called Advantox
MLD-UT. These Ultra-thin wafers have top silicon layers as thin as 500 Angstroms and insulating
layers as thin as 1000 Angstroms. And |bis engineers have demonstrated wafers with a top silicon

layer as thin as 100 Angstroms.

The best part is that the move to thinner layers is good for Ibis. That's because, with the SIMOX
manufacturing process, thinner layers are easier and quicker to manufacture. And that means

improved throughput and lower costs. The market is evolving in the direction of our strength.

MLD IS PRODUCTION PROVEN

Based on extensive research and development work done by |BM in a real-world, advanced
semiconductor fab environment, the SIMOX-SOI manufacturing process has been refined and
optimized for maximum performance and yield. The result is the Advantox MLD wafer. With the
pedigree of IBM development behind it, the Advantox MLD technology is being qualified by sev-

eral of Ibis’ customers and is being sampled and evaluated by many the world’s leading chipmakers.

Evolution of Wafers
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implanters evolve
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PRODUCTION READY

The new Ibis i2000 oxygen ion implanter has been designed from the ground up to be a power-
ful production tool. The design of the {2000 implanter incorporates all of the strengths of the
Ibis 1000, takes advantage of new technology unavailable when the Ibis 1000 was built, and
builds upon the experience we've gained in low dose SIMOX processing. In addition, it incorpo-

rates some new, powerful features. The 2000 implanter:
> Can process both 200- and 300-millimeter wafers;
> More than doubles the productivity of the Ibis 1000;
> Requires less cleanroom space than the Ibis 1000; and

> Is easier to build, ship, install, operate, automate and maintain.

Over 20 Ibis engineers, each experienced in a particular phase of ion implantation equipment tech-
nology, have worked together as an integrated team to design the 2000 implanter. The design

project began over |8 months ago, and virtually every milestone was reached on schedule.

Semiconductor manufacturers, worldwide, have been closely monitoring the development of the
i2000 because of its ability to process 300-millimeter wafers. Even though they were convinced
that SIMOX-SOI would deliver significant benefits to their products, they needed to see that the
technology would scale to 300-millimeter wafers without difficulty. Being able to demonstrate the
quality and productivity of processing 300-millimeter SIMOX-SOI wafers on the i2000 implanter
is helping to pave the way for accelerated adoption of SIMOX-SOI technology by the world’s

leading chipmakers.
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The two primary steps involved in producing SIMOX-SOI wafegsiare ion implantation and high-temperature anneal-

ing. During the implantation process the wafer is bombarded with oxygen ions, embedding the required quantity of
oxygen ions at just the right depth below the surface. Then the annealing process induces a chemical reaction
between the oxygen and silicon to form the thin layer of silicon dioxide that acts as an insulator, while rearranging

the silicon atoms in the top layer to the perfect matrix needed for semiconductor processing.
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Complete Production Line
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BALANCE OF PROCESS

As the world’s leading provider of SIMOX-SOI wafers and oxygen ion implanters, Ibis knows
what it takes to excel. We know that although the performance of the implanter is key to the
process, it’s not all that matters. Our challenge is to go beyond being the best at oxygen ion
implantation and be the best at SIMOX-SOI process development and the best at delivering
quality SIMOX-SOI wafers. That's why we’ve invested so much time, money and expertise in
developing a complete production capability, enabling us to perform all of the ancillary steps
necessary to get from starting silicon wafers to finished SIMOX-SOI wafers, ready for the pro-
duction semiconductor fab. In addition to our expertise in ion implantation, we have developed
a highly sophisticated capability for high temperature annealing. And we have invested in the
best metrology and cleaning equipment available. After all, the ultimate challenge is to produce

the world’s best SIMOX-SOI wafers, not just do the world’s best implanting.

Thoughtful research, careful analysis, and rigorous comparisons go into evaluating each piece of
the process. From sophisticated tools such as an advanced 300-millimeter thin film measurement
system used for product characterization to the first ultra-high temperature, high-purity annealing
furnace capable of operating at temperatures well over 1300 degrees Celsius, we have the neces-
sary equipment and expertise to support the qualification and refinement of the i2000 implanter

and to produce 300-millimeter wafers in production quantities.

COMPETITIVE ADVANTAGE

Having a complete SIMOX-SOI production line—the implanter and the additional equipment
needed for cleaning, annealing and characterizing the wafers—gives Ibis a tremendous competi-
tive advantage. By being able to process wafers from beginning to end, in house, we get rapid and
accurate feedback regarding wafer quality that allows us to quickly optimize the quality of the
wafers we're producing and the performance characteristics of the implanters we design and sell.

That's why our multimillion-dollar investment in this equipment is so important.

complete production line
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ACCELERATING TECHNOLOGY ADOPTION

There is a powerful engine driving the semiconductor industry’s adoption of SOI technology. The
seemingly perpetual quest of the world’s chipmakers to build smaller, faster and cheaper
microchips, drives the nearly constant stream of technology transitions in the industry, which in
turn drives capital spending. Because SOI technology is so directly linked to improving a chip’s
speed and energy efficiency, the adoption of SOl is on the critical path to the future as described

by the semiconductor industry’s technology roadmap.

OUR STRATEGIC ROADMAP

The industry’s move to adopt SOl is likely to result initially in a growing demand for SIMOX-SOI
wafers, followed by increasing demand for SIMOX-SOI implanters. Our strategy is to work
directly with the chipmakers in a push for customer qualification of our new Advantox MLD
wafers. At the same time, we are working with the leading wafer manufacturers to develop strate-
gic alliances where we will work together to build the volume of SIMOX-SOI wafers being sold,
then, in some cases, sell implanters to the wafer manufacturers so they can begin manufacturing

their own SIMOX-SOI wafer products.

This strategy is at work now as we deliver MLD wafers to all of our key customers. And we have
developed a strong alliance with MEMC Electronic Materials and Sumitomo Mitsubishi Silicon.
Our partnership with MEMC has broadened our reach to customers in Europe, Japan, the Asia
Pacific region and throughout North America, while Sumitomo Mitsubishi Silicon has already pur-
chased an Ibis 1000 implanter for use in its Noda wafer manufacturing facility in Chiba, Japan. At
this point, three of the world's top four wafer suppliers are allied in one way or another with
SIMOX-SOL.

DEFINING THE FUTURE OF SO!

Market forces working in our favor, newer and better wafer products, a new world-class oxygen
ion implanter, solid strategic partnerships with both chipmakers and wafer manufactures, plus a
deep commitment to customer service and support are all working together to help us define
the future of SOLI.




”@@?m;mﬁ@f
' U@s@ﬁ@m@@ﬂ




=2
=

D
()

D
[CY]

SELECTED FINANCIAL DATA

MANAGENENTS DISCUSSION AND ANALYSIS OF FINANCIAL CeRDITION
ARD RESULTS OF OPERATIONS

INDEPENDENT AUDITORS® REPORY
BALANCE SHEETS

STATEHENTS GF OPERAVIONS
STATEMENTS @F STOCIHIOLDERS EQUITY
STATERERTS OF CASH FLOWS

NOTES 70 FINANCIAL STATEMENTS
FARKET (NFORMATION OF COMKON

MANAGENENT AND CORPORATE INFORMATION




&E{LEC‘U‘ED FINANCIAL DATA Ibis Technology Corporation

The selected financial data presented below under the captions “Statement of Operations Data” and “Balance
Sheet Data” for, and as of the end of each of the years in the five-year period ended December 31, 2001, are derived
from the financial statements of lbis, which financial statements have been audited by KPMG LLP, independent certified
public accountants. The audited balance sheets at December 31, 2001 and 2000 and the related statements of opera-
tions, stockholders’ equity and cash flows for each of the years in the three-year period ended December 31, 200} and
the report thereon, are included elsewhere in this Annual Report. The data set forth below should be read in conjunc-
tion with Ibis’ financial statements, the related notes thereto and "“Management’s Discussion and Analysis of Financial
Condition and Results of Operations” included elsewhere in this Annual Report.

(In thousands, except for per share data)

Years Ended December 31, 1997 1998 1999 2000 20010
Scatement of Operations Data:
Product sales : $ 3,389 $ 3,149 $ 5,282 $ 8,173 $ 5,391
Contract and other revenue 2,831 1,087 1,257 533 5i8
Equipment revenue 454 11,230 10,064 5,769 1,525 g
Total revenue 6,674 15,466 16,603 14,475 7,434 E
Cost of product sales 4,827 4,581 4,644 5.824 8,210 g E
Cost of contract and other revenue 2,143 976 443 388 376 o 2
Cost of equipment revenue 311 7,347 7,242 3,482 1,502 g l;t-l
Total cost of revenue 7,281 12,904 12,329 9,694 10,088 : &;
Gross profit (loss) (607) 2,562 4,274 4,781 (2,654) g -
. o=
Operating expenses: o=
General and administrative 1,724 1,823 1,787 1,998 2,273 =<
Marketing and selling 466 470 1,016 1,640 1,803 LI, é
Research and development 1,435 1,972 1,774 4,587 5,119 & o~
Total operating expenses 3,625 4,265 4,577 8,225 9,205 w
o0
Loss from operations (4,232) (1,703) (303) (3,444) (11,859) —_
Total other income 296 538 [,140 1,943 2,265
Income (loss) before income taxes v (3,936) (1,165) 837 (1.501) (9,594)
Income tax expense H (n (10) (H (0
Net income (loss) $(3,937) $(1,166) $ 827 $(1,502) | $ (9,595)
Net income {loss) per common share (1) $ (69 $ (17 $ i $ (18) | $ (1.15)
Weighted average common shares outstanding 5710 6,760 7,404 8,286 8,378

(In thousands)

As of December 31, 1997 1998 1999 2000 2001
Balance Sheet Data: '

Working capital $17,249 $16,831 $43,309 $32,585 $ 010,232
Total assets 24918 24,307 53,728 56,299 54,920
Long-term debt, less current portion 499 40 30 8 2,708
Total liabilities 4,161 3,698 5,347 6,780 14,560
Stockholders’ equity 20,757 20,609 48,381 49,519 40,360

(1) Computed on the basis described for net earnings (loss) per common share in Note 2(g) of Notes to Financial Statements.




MANAGEMENT’S DISCUSSION anp anaLysis of
RESULTS OF GPERATIONS

FINANCIAL CONDITEON AND

The following discussion should be read in conjunction with the
Financial Statements of Ibis (including Notes thereto) and
Selected Financial Data included elsewhere in this Annual Report.

QVERVIEW

Ibis Technology Corporation (“lbis”) was formed in
October 1987 and commenced operations in january 1988.
Ibis’ initial activities consisted of producing and selling SIMOX-
SOI wafers and conducting research and development activi-
ties. This research led to the development of a proprietary
second-generation implanter, the |bis 1000, which we began
selling in 1996, and to other proprietary process technology.

Initially, much of our revenue was derived from research
and development contracts and sales of wafers for military
applications. Over the years, there was a shift in revenue to
sales of SIMOX-SOI wafers for commercial applications and the
nature of our business has evolved through stages where
sometimes our revenues primarily resulted from selling wafers
for evaluation purposes, and sometimes our revenue was gen-
erated primarily from equipment sales. This is a normal path to
follow while developing and promoting a fundamental new
technology, especially when it relates to the semiconductor
industry embracing any change that affects fabrication opera-
tions. This trend is expected to continue in the near-term as
our customers continue to sample SOl and the early adopters
work to achieve stable production processes and enter pilot
production. We believe that we are in the technology rollout
stage of our corporate life cycle. Our fundamental SIMOX-SOI
technology has been developed, refined, and proven over the
last dozen years. Ibis is at a point of introducing the next
generation of production-worthy SIMOX-SOI, which includes
both the recently licensed modified low dose (“MLD”) wafer
process and the i2000, our next generation oxygen implanter,
which is capable of producing eight- and twelve-inch (or 200-
and 300-mm) SIMOX-SO! wafers. In 1999, we commenced a
program to design and develop the i2000 and in january 2002,
we successfully performed the first implants using the i2000.
The final steps in the development of the 12000 are expected
to be completed during the first haif of 2002.

Commercial shipments of our wafers have been used
principally for evaluation purposes or pilot production in prod-
ucts, including microprocessors, gate arrays, ASICs (application
specific integrated circuits), memories (DRAMs, SRAMs, etc.),
and cellular and mobile radio components. From our cus-
tomers’ perspective, the pathway to SOl adoption is
complex and time consuming. Typically, a customer will go
through three major stages:

Ibis Technology Corporation

o Sampling, where preliminary performance characteristics
are explored and verified;

> R&D, where specific customer specifications are tested
and developed; and

* Production, where yield and cost benefits are optimized.

Each of these stages has many steps, and customers must
evaluate each new wafer technology that essentially lays a new
foundation for substantially all other processes they have spent
billions of dollars and decades of time developing. Accordingly,
it takes anywhere from 12 to 36 months for a customer to
proceed from initial sampling through R&D to initial produc-
tion, which is not unlike the standard process for qualifying any
new wafer material. These steps apply each time there is a
change in the customer’s fabrication process, such as a feature-
size change or new material. To date, most of our customers
have purchased wafers for the purpose of characterizing and
evaluating the wafers, developing prototype products or for
pilot production, consequently, historical sales are not neces-
sarily an indication of future operations. As a result, inventory
valuation is a critical accounting policy for Ibis. Our policy is to
value our wafers at market when costs exceed market and to
reserve for a possible over supply of wafers utilizing inventory
aging records and for obsolescence when engineering changes
or other technological advances indicate that obsolescence
has occurred.

Ibis has experienced quarterly and annual fluctuations in
revenue and results of operations due to the timing of receipt
of equipment orders and dependence on a limited number of
customers. YWe may continue to experience fluctuations in
revenue due to equipment sales and shifts in customer
demands during various stages of the SIMOX-SOI sales cycle.
We recognize implanter revenue in accordance with SAB 101,
which includes among other criteria, the shipment and factory
installation of the implanter at the customer’s location. As a
result, deferral of revenue may extend longer due to meeting
this criteria.

At December 31, 2001, Ibis had nine Ibis 1000 implanters
available to produce up to 200-mm SIMOX wafers, two of
which are owned by a customer. Relative to products pro-
duced, the utilization rate for those nine implanters during the
fourth quarter of 2001 was approximately 40%. One more Ibis
1000 implanter will become available to produce wafers in the
first quarter of 2002 and an additional one is dedicated as a
research and development tool. Ibis anticipates that one i2000
implanter will be available to produce 300-mm SIMOX wafers




in the second half of 2002 and we plan to build at least
one more 2000 in 2002. Although, the implanters are cur-
rently underutilized, management has performed an analysis of
impairment which would indicate that there is not an impair-
ment issue with our implanters. The factors we considered are
as follows:

» Management of Ibis currently believes that our anticipated
scale of operations assumes a modest increase in wafer
sales in the first half over the run rate in the fourth quar-
ter of 2001 and indications suggest that our Advantox
MLD wafers will be qualified at one of our largest cus-
tomers, which we believe could lead to increased wafer
sales in the second half of 2002;

o

SOl is a new technology which is just starting to be
adopted by major semiconductor players;

°

Ibis is at a point of introducing the next generation of
production-worthy SIMOX-SOI, which includes both the
recently licensed modified low dose (“MLD") wafer
process and the i2000, our next generation oxygen
implanter, which is capable of producing eight- and twelve-
inch (or 200- and 300-mm) SIMOX-SOI wafers; and

°

We recently sold an Ibis 1000 implanter to a customer in
China and have potential for additional sales of used Ibis
1000 implanters to this customer and others in the future.

We will continue to review our assumptions about our
long-lived assets on a periodic basis for potential impairment in
future quarters. We cannot be sure that our implanters or
other long-lived assets will not become impaired in the future.
In addition, the impairment factors evaluated by management
may change in subsequent periods, given the current trends of
the business environment.

Results of Operations
Fiscal Year Ended December 31, 200! Compared to Fiscal Year
Ended December 31, 2000

Product Sales. Wafer product sales decreased to
$5,390,860 for the fiscal year ended December 31, 2001, a
decrease of $2,782,235 or 34% from $8,173,095 for the fiscal
year ended December 31, 2000. The decrease in product sales
is attributable to decreased wafer sales by Ibis in Europe, as the
impact of the order cutback announced in mid-April 2001 from
one of our largest wafer customers that is in the optical com-
ponents arena, was realized. In the Pacific Rim, wafer sales
increased overall during this twelve-month period. Sales by Ibis
in the United States also increased overall during this twelve-
month period, even though our largest domestic customer
delayed further SIMOX-SOI wafer purchases during their quali-
fication of our Advantox MLD process. In December 2000,

Ibis Technology Coarporation

Ibis entered into a royalty-bearing license agreement with this
customer which gives Ibis the right to manufacture and sell
SIMOX-SOI wafers using the licensed process. Ibis began ship-
ping sample quantities of this material in May 2001.

Contract and Other Revenue. Contract and other rev-
enue decreased for the fiscal year ended December 31, 2001
to $518,379 from $532,395 for the fiscal year ended December
31, 2000, a decrease of $14,016 or 3%. This decrease is due to
decreased government contract work.

Equipment Revenue. Equipment revenue decreased to
$1,525,317 for the fiscal year ended December 31, 200! from
$5,769,393 for the fiscal year ended December 31, 2000, a
decrease of $4,244,076 or 74%. Equipment revenue in 2000
included an implanter sale, whereas equipment revenue for
2001 consisted solely of parts and service revenue. Field service
revenue accounted for $914,188 or 60% of equipment revenue
for the fiscal year ended December 31, 2001 as compared to
$474,670 or B% of equipment revenue for the fiscal year ended
December 3!, 2000. Sales of spare parts accounted for
$611,129 or 40% of equipment revenue for the fiscal year
ended December 31,200} as compared to $572,723 or 10% of
equipment revenue for the fiscal year ended December 31,
2000. In December 2001, Ibis shipped an Ibis 1000 oxygen
implanter to a customer in China and expects to recognize
revenue from this sale sometime during fiscal year 2002,
depending on when the new facility being built to house and
support this implanter is completed and the system is installed
and accepted.

Total Sales and Revenue. Total sales and revenue for the
fiscal year ended December 31, 200! was $7,434,556, a
decrease of $7,040,327 or 49% from $14,474,883 for the fiscal
year ended December 31, 2000. Approximately $4 million of
this decrease is due to the lack of an implanter sale in 200} and
the remainder is due primarily to a decrease in wafer sales to
two customers.

Total Cost of Sales and Revenue. Cost of wafer prod-
uct sales for the fiscal year ended December 31, 2001 was
$8,209,540, as compared to $5,824,160 for the fiscal year
ended December 31, 2000, an increase of $2,385,380 or 41%.
This increase is primarily attributable to the increase in fixed
costs associated with production, which include depreciation
and amortization, utilities, occupancy expenses, and repair and
maintenance and increased wafer reserves. Cost of contract
and other revenue for the fiscal year ended December 31, 2001
was $376,371, as compared to $388,320 for the fiscal year
ended December 31, 2000, a decrease of $11,949 or 3%. Cost
of equipment revenue for the fiscal year ended December 31,
2001 was $1,502,356, as compared to $3,481,516 for the
fiscal year ended December 31, 2000, a decrease of $1,.979,160
or 57%. This decrease is due to lack of implanter sales and
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increased equipment reserves in 2001 compared to the prior
year which included the cost of an implanter. As a result of the
foregoing, the total cost of sales and revenue for the fiscal year
ended December 31, 2001 was $10,088,267 as compared to
$9.693,996 for the fiscal year ended December 31, 2000, an
increase of $394,271 or 4%. The gross margin for all sales was
a negative 36% for the fiscal year ended December 31, 2001 as
compared to a positive 33% for the fiscal year ended
December 31, 2000. This decrease in gross margin for all sales
is attributable to decreased wafer sales, the lack of implanter
sales, increased fixed wafer costs and an increase in reserve for
excess or obsolete parts.

Gencral and Administrative Expenses. General and
administrative expenses for the fiscal year ended December
31, 2001 were $2,273,077 (31% of total revenue), as com-
pared to $1,998,302 (14% of total revenue), for the fiscal year
ended December 31, 2000, an increase of 274,775 or [4%.
This is primarily a result of an increase in legal fees of approx-
imately $234,000.

Marketing and Selling Expenses. Marketing and selling
expenses for the fiscal year ended December 31, 2001 were
$1,812,891 (24% of total revenue) as compared to $1,639,845
(1 1% of total revenue) for the fiscal year ended December 31,
2000, an increase of $173,046 or [1%. The increase in market-
ing and szles expenses is primarily a result of an increase in
customer support expenses.

Research and Development Expenses. Internally
funded research and development expenses increased by
$532,640 or 12% to $5,119,015 (69% of total revenue) for the
fiscal year ended December 31, 2001 from $4,586,375 (32% of
total revenue) for the fiscal year ended December 31, 2000.
This increase is primarily due to increased material expenses
on lbis’ SIMOX-SOI wafer development programs, which were
partially offset by a decrease in consulting services used for the
design and development effort on our next generation oxygen
implanter, the i2000.

Orther Income. Total other income for the fiscal year
ended December 31, 2001 was $2,265,031, as compared to
$1,943,024 for the fiscal year ended December 31, 2000, an
increase of $322,007 or 17%. The increase in total other
income is attributable to non-recurring income amounting to
approximately $1.4 million which is the result of an expired
wafer production capacity option. This was offset by decreased
interest income earned as a result of lower average cash bal-
ances and a reduction in interest rates.

As of December 31, 2001, the Company had federal net
operating loss and general business credit carryforwards of
approximately $38,065,000 and $808,000, respectively, for tax
purposes expiring through 2021. As a result of the public stock
offering that closed in April 1996 of 1,600,000 shares at $7.25
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per share, a change of ownership within the meaning of Sec.
382(g) of the Internal Revenue Code occurred. As a result of
this ownership change, the net operating loss carryforward uti-
lization is limited to approximately $1,500,000 per year, which
limitation, if not utilized, can be carried forward to future years.

Fiscal Year Ended December 31, 2000 Compared to Fiscal Year
Ended December 31, 1999

Product Sales. Wafer product sales increased to
$8,173,095 for the fiscal year ended December 31, 2000, an
increase of $2,890,930 or 55% from $5,282,165 for the fiscal
year ended December 31, 1999. The increase in product sales
is attributable to increased wafer sales by Ibis in Europe, prima-
rily from one customer who used Ibis’ SIMOX-SO! wafers in
its optical components products. Sales by lbis in the United
States and the Pacific Rim decreased in 2000 compared to 1999.

Contract ond Other Revenue. Contract and other rev-
enue decreased for the fiscal year ended December 31, 2000
to $532,395 from $1,257,235 for the fiscal year ended
December 31, 1999, a decrease of $724,840 or 58%. This
decrease is primarily due to the fact that in 1999, |bis recog-
nized license revenue in the form of a one time initial royalty
fee in connection with an agreement to license its standard and
Advantox SIMOX-SOI wafer fabrication process.

Equipment Revenue. Equipment revenue decreased to
$5,769,393 for the fiscal year ended December 31, 2000 from
$10,063,622 for the fiscal year ended December 31, 1999, a
decrease of $4,294,229 or 43%. This decrease is attributable to
decreases in implanter and spare parts sales which were par-
tially offset by an increase in field service revenue. Field service
revenue accounted for $474,670 or 8% of equipment revenue
for the fiscal year ended December 31, 2000 as compared to
2% of equipment revenue for the fiscal year ended December 31,
1999. Sales of spare parts accounted for $572,723 or 10% of
equipment revenue for the fiscal year ended December 31,
2000 as compared to $1,057,514 or | 1% of equipment revenue
for the fiscal year ended December 31, 1999.

Total Sales and Revenue. Total sales and revenue for
the fiscal year ended December 31, 2000 was $14,474,883, a
decrease of $2,128,139 or 13% from $16,603,022 for the fiscal
year ended December 31, 1999. The decrease is due to
decreases in equipment revenue and contract and other rev-
enue, which were partially offset by an increase in product sales.

Total Cost of Sales and Revenue. Cost of wafer prod-
uct sales for the fiscal year ended December 31, 2000 was
$5,824,160, as compared to $4,643,421 for the fiscal year
ended December 31, 1999, an increase of $1,180,739 or 25%.
This increase is primarily attributable to the increase in fixed
costs associated with production, which include depreciation
and amortization, utilities, and repair and maintenance. Cost
of contract and other revenue for the fiscal year ended



December 31, 2000 was $388,320, as compared to $443,078
for the fiscal year ended December 31, 1999, a decrease of
$54,758 or 12%. The decrease is a result of lower costs associ-
ated with contract and other revenue. Cost of equipment rev-
enue for the fiscal year ended December 3, 2000 was
$3,481,516, as compared to $7,242,126 for the fiscal year
ended December 31, 1999, a decrease of $3,760,610 or 52%.
The lower cost of equipment revenue is a result of decreased
equipment revenue. As a result of the foregoing, the total cost
of sales and revenue for the fiscal year ended December 31,
2000 was $9,693,996, as compared to $12,328,625 for the fiscal
year ended December 31, 1999, a decrease of $2,634,629 or
21%. The gross margin for all sales was a positive 33% for the
fiscal year ended December 31, 2000, as compared to a positive
26% for the fiscal year ended December 31, 1999. This increase
in gross margin for all sales is attributable to increased wafer
sales which were partially offset by decreased equipment rev-
enue and the fact that in 1999, Ibis recognized license revenue
in the form of a one time initial royalty fee in connection with
an agreement to license its standard and Advantox SIMOX-SOI
wafer fabrication process.

General and Administrative Expenses. General and
administrative expenses for the fiscal year ended December
31(, 2000 were $1,998,302 (14% of total revenue), as compared
to $1,787,821 (11% of total revenue) for the fiscal year ended
December 31, 1999, an increase of $210,481 or 12%. This is
primarily a result of an increase in personnel and professional
service fees.

Marketing and Selling Expenses. Marketing and selling
expenses for the fiscal year ended December 31, 2000 were
$1,639,845 (1 1% of total revenue), as compared to $1,015,843
(6% of total revenue) for the fiscal year ended December 31,
1999, an increase of $624,002 or 61%. The increase in market-
ing and sales expenses is primarily a result of an increase in the
number of customer support personnel, public relations and
product sample expenses.

Research and Development Expenses. Internally
funded research and development expenses increased by
$2,812,364 or 159% to $4,586,375 (32% of total revenue) for
the fiscal year ended December 31, 2000 from $1,774,011
(11% of total revenue) for the fiscal year ended December 31,
1999. This increase is primarily due to an increase in personnel
and consultants hired for the design and development effort
on our next generation oxygen implanter, the 2000, and
increased material expenses on |bis’ SIMOX-SOI wafer devel-
opment program.

Other Income. Total other income for the fiscal year
ending December 31, 2000 was $1,943,024, as compared to
$1,140,663 for the fiscal year ending December 31, 1999. The
increase in total other income of $802,361 or 70% is attributa-
ble to increased interest income earned on the cash balance
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and reduced interest expense on capitalized leases.

As of December 31, 2000, the Company had federal net
operating loss and general business credit carryforwards of
approximately $27,235,000 and $598,000, respectively, for tax
purposes expiring through 2020. As a result of the public
stock offering that closed in April 1996 of 1,600,000 shares at
$7.25 per share, a change of ownership within the meaning of
Sec. 382(g) of the Internal Revenue Code occurred. As a
result of this ownership change, the net operating loss carry-
forward utilization is limited to approximately $1,500,000 per
year, which limitation, if not utilized, can be carried forward to
future years.

Liquidity and Capital Resources

As of December 3+, 2001, Ibis had cash and cash equiva-
lents of $13,087,799, reflecting in large part our receipt of approx-
imately $25 million in net proceeds from the August 1999 public
sale of 1,000,000 shares of Common Stock. During the fiscal
year ended December 31, 2001, Ibis used $11,505,240 in cash
from operating activities as compared to cash generated by
operations in the amount of $884,186 in 2000. Depreciation
and amortization expense for the fiscal years ended December 31,
2001 and 2000 was $3,632,664 and $1,662,538, respectively.
This accounted for 49% and | |% of total revenue, respectively.
Due to the capital intensive nature of Ibis’ business and the
recent expansion of our facilities and production capacity, man-
agement expects that depreciation and amortization will con-
tinue to be a significant portion of its expenses. To date, Ibis’
working capital requirements have been funded primarily
through debt and equity financings. The principal uses of cash
during the fiscal year ended December 31, 2001 were to fund
operations and additions to property and equipment which
totaled $6,373,781. At December 31, 2001, Ibis had commit-
ments to purchase approximately $1,019,289 in material to be
used for wafer manufacturing, spare parts on the ibis 1000
implanters and for manufacturing an additional 2000 implanter,
and approximately $576,318 in capital equipment purchases.

On August 6, 1999, Ibis completed the public offering of
1,000,000 shares of common stock in an offering underwritten
by SoundView Teci'mology Group. The shares were included in
a shelf registration statement filed with the Securities and
Exchange Commission on July 8, 1999 and declared effective
on July 26, 1999. Net proceeds from the offering were approx-
imately $25 million and have been used and will continue to be
used to fund research and development, capital expenditures,
working capital and for other general corporate purposes.

In September 2001, Ibis entered into a $4.5 million equip-
ment lease line with Heller Financial’s Commercial Equipment
Finance Group. The lease line was used to finance the purchase
of process equipment for wafer production, primarily 300-mm
wafers. This line was fully drawn down in two sale-leaseback
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transactions, bearing interest at approximately 8% with a term
of three years, and a monthly net payment of approximately
$125,000. ibis has a fair market value purchase option at the
end of the lease term. The lease-line is secured by the under-
lying assets and all other property and equipment of Ibis.

Our existing cash resources are believed to be sufficient
to support |bis’ operations on our anticipated scale for at least
the next twelve months. Our anticipated scale of operations
assumes a2 modest increase in wafer sales in the first half over
the run rate in the fourth quarter of 2001, and indications sug-
gest that our Advantox MLD wafers will be qualified at one of
our largest customers, which we believe could lead to
increased wafer sales in the second half of 2002. Our plans also
include the purchase of production support equipment and
facility improvements, and the build of at least one more 2000
oxygen implanter. We continue to explore equity offerings and
other forms of financing and anticipate that we may be
required to raise additional capital in the future in order to

finance the expansion of our manufacturing capacity and our-

research and development programs. Should dispositive results
occur in the qualification of our MLD wafers or our new i2000
implanter, we will be required to curtail capital outlays and other
discretionary spending and possibly accelerate longer term
investments in [bis.

Effects of Inflation
Ibis believes that over the past three years inflation has not
had a significant impact on our sales or operating results.

New Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board
issued SFAS 133, “Accounting for Derivative Instruments and
Hedging Activities,” ("SFAS 133”) that establishes accounting
and reporting requirements for derivative instruments and for
hedging activities. SFAS 133 requires companies to recognize
all derivatives as either assets or liabilities in the statement of
financial position at fair value. In June 1999, the FASB decided
that the effective date for adopting the requirements of SFAS
133 should be delayed to fiscal years beginning after June 15,
2000. This delay, published as SFAS 137, applies to quarterly and
annual financial statements. In June 2000, the FASB issued SFAS
138, which addresses a limited number of issues causing imple-
mentation difficulties for numerous entities using SFAS 133. The
Company adopted the provisions of SFAS 133 as amended, on
January |, 2001. The adoption of these provisions had no impact
on the Company’s financial condition or results of operations.

In December 1999, the Securities and Exchange
Commission issued Staff Accounting Bulletin No. 101 (“SAB
No. 10}7”), “Revenue Recognition in Financial Statements.”
This bulletin, as amended, established guidelines for revenue
recognition and was originally effective for periods beginning
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after March 15, 2000. In June 2000, the SEC announced that
the effective date of SAB 101 was being delayed until no later
than the quarter ending December 31, 2000. Ibis adopted SAB
101 for its fiscal year ending December 31, 2000, and it did
not have a material impact on its financial condition or results
of operations. '

Statement of Financial Accounting Standards No. 141,
“Business Combinations,” (“SFAS [417), issued in June 200I,
addresses financial accounting and reporting for business com-
binations that were initiated after June 30, 2001. This
Statement also applies to all business combinations accounted
for using the purchase method for which the date of acquisi-
tion is July |, 2001, or later. The Company does not expect the
implementation of SFAS 14| to have a material impact on its
financial condition or results of operations.

Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets,” (“SFAS 142"), issued
in June 2001, addresses financial accounting and reporting for
acquired goodwill and intangible assets. The provisions of SFAS
142 are required to be applied starting with fiscal years begin-
ning after December 15, 2001. Early application is permitted
for entities with fiscal years beginning after March 15, 2001,
provided that the first interim financial statements have not
previously been issued. Impairment losses for goodwill and
indefinite-lived intangible assets that arise due to the initial
application of SFAS 142 (resulting from a transitional impair-
ment test) are to be reported as resulting from a change in
accounting principle. The Company does not expect the imple-
mentation of SFAS 142 to have a material impact on its finan-
cial condition or results of operations.

Statement of Financial Accounting Standards No. 143,
“Accounting For Asset Retirement Obligations,” (*SFAS 143"),
issued in August 2001, addresses financial accounting and
reporting for obligations associated with the retirement of tan-
gible long-lived assets and for the associated retirement costs.
SFAS 143, which applies to all entities that have a legal obliga-
tion associated with the retirement of a tangible long-lived
asset, is effective for fiscal years beginning after June 15, 2001.
The Company does not expect the implementation of SFAS
143 to have a material impact on its financial condition or
results of operations.

Statement of Financial Accounting Standards No. 144,
“Accounting for the impairment or Disposal of Long-Lived
Assets,” (“SFAS 144"}, issued in October 2001, addresses
financial accounting and reporting for the impairment or dis-
posal of long-lived assets. SFAS [44, which applies to all enti-
ties, is effective for fiscal years beginning after December |5,
200!. The Company does not expect the implementation of
SFAS 144 to have a material impact on its financial condition or
results of operations.




Business Qutloolk

This Annual Report contains forward-looking statements
within the meaning of the “safe harbor™ provisions of the
Private Securities Litigation Reform Act of 1995 including
statements regarding Ibis” belief in the acceptance of |bis-pro-
duced SIMOX-SOI wafers for mainstream commercial applica-
tions, the eventual evolution from supplying mainly SIMOX-SOI
wafers to semiconductar fabs to supplying mainly implanters to
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and uncertainties which could cause actual results to differ mate-
rially from those described in the forward-looking statements.
Such factors and uncertainties include, but are not limited to
those set forth in “Business—Risk Factors” and elsewhere
throughout Ibis’ Form 10-K and this Annual Report. All infor-
mation set forth in this Annual Report is as of the date of this
Annual Report, and Ibis undertakes no duty to update this
information, unless required by faw.

wafer manufacturers who will supply SIMOX-SOI wafers to the

: i ) A Quantitative and Qualitative Disclosures About
fabs, our intent to pursue further strategic relationships, part-

Market Risk

nerships and alliances with third parties, our intention to add . ) N -
The exposure of market risk associated with risk-sensitive

products and advance our process technology including the
introduction of Advantox MLD wafers, the potential benefits
of the agreement with MEMC, the anticipated schedule for the
i2000, our plan to build at least one additional 2000 implanter
in 2002, the anticipated benefits of the 12000, and the suffi-
ciency of our capital resources. Such statements are based on

instruments is not material to |bis, as we do not transact our
sales denominated in other than United States dollars, invest
primarily in short-term commercial paper, hold our investments
until maturity and have not entered into hedging transactions.

our current expectations and are subject to a number of factors

INDEPENDENT aupiToRS” REPORT

The Board of Directors and Stockholders
Ibis Technology Corporation:

We have audited the accompanying balance sheets of Ibis Technology Corporation as of December 31, 2000 and 2001, and
the related statements of operations, stockholders’ equity and cash flows for each of the years in the three-year period ended
December 31, 200!. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Ibis
Technology Corporation at December 31, 2000 and 2001, and the results of its operations and its cash flows for each of the years
in the three-year period ended December 31, 2001, in conformity with accounting principles generally accepted in the United
States of America.

KPie LUP
KPMG LLP

Boston, Massachusetts
February 1, 2002




{ HI | E -
BALANCE sueers
December 31, 2000 and 200!

Ibis Technology Corporation

2000 2000
ASSETS
Current assets:
Cash and cash equivalents ) $ 26,366,299 | $ 13,087,799
Accounts receivable, trade, net (notes 3 and 14) 1,209,916 5,765,614
Unbilled revenue 510,500 -
Inventories (note 4) 10,932,859 1,535,502
Deferred costs (note 9) — 2,474,264
Prepaid expenses and other current assets 326,103 200,330
Total current assets 39,345,677 23,073,719
Property ana equipment (notes 5 and 7) 25,416,692 43,039,864
Less: Accumulated depreciation and amortization (10,875,048) | (13,297,308)
Net property and equipment 14,541,644 29,742,556
Patents and other assets, net (notes é and 7) 2,411,203 2,104,029
Total assets $ 56,298,524 | $ 54,920,304
LIABILITIES AND STOCKHOLDERS' EQUITY
Current [iabilities:
Capital lease obligation, current (note 7) $ 11,593 | $ 1,502,524
Accounts payable 1,046,960 1,124,080
Accrued liabilities (note 8) 2,718,240 2,429,956
Deferred revenue (note 9) 2,984,094 6,785,299
Total current liabilities 6,760,887 § 0,846,959
Capital lease obligation, noncurrent (note 7) 18,479 2,708,471
Total liabilities 6,779,366 14,560,430
Commitments and contingencies (notes 5, 7, 9 and 14)
Stockholders’ equity (notes [2 and 13):
Undesignated preferred stock, $.01 par value
Authorized 2,000,000 shares; none issued — -_
Common stock, $.008 par value
Authorized 50,000,000 shares; issued 8,342,709 shares and
8,412,138 in 2000 and 2001, respectively 66,742 67,297
Additional paid-in capital 66,183,143 66,618,223
Accumulated deficit (16,730,727) | (26,325,646)
Total stockholders’ equity 49,519,158 40,359,874
Total liabilities and stockholders’ equity $ 56,298,524 | $ 54,920,304

See accompanying notes to financial statements.




STATEMENTS or oPERATIONS

Years ended December 31, 1999, 2000 and 200!

Ibis Technology Corporation

1999 2000 2001
Product sales $ 5282165 $ 8173095 | $ 5,390,860
Contract and other revenue (note |0) 1,257,235 532,395 518,379
Equipment revenue 10,063,622 5,769,393 1,528,307
Total sales and revenue (note 14) 16,603,022 14,474,883 7,434,556
Cost of product sales 4,643,421 5,824,160 8,209,540
Cost of contract and other revenue 443,078 388,320 376,371
Cost of equipment revenue 7,242,126 3,481,516 1,502,356
Total cost of sales and revenue 12,328,625 9,693,996 10,088,267
Gross profit (loss) 4,274,397 4,780,887 {2,65%3,711)
Operating expenses:
General and administrative 1,787,821 1,998,302 2,273,077
Marketing and selling 1,015,843 1,639,845 1,802,891
Research and development 1,774,010 | 4,586,375 5,0019,01%
Total operating expenses 4,577,675 8,224,522 9,204,983
Loss from operations (303,278) (3,443,635) (11,858,694)
Other income (expense):
Interest income 1,154,598 1,956,664 824,302
Interest expense (43,280) (10,031) (4,997)
Other (note |5) 29,345 (3,609) 1,443,726
Total other income 1,140,663 1,943,024 2,265,031
Income (loss) before income taxes 837,385 (1,500,611) (9,593,663)
Income tax expense (note | 1) 10,256 1,256 1,256
Net income (loss) $ 827,129 $(1,501,867) | $ (9,594,909)
Net income (loss) per common share: '
Basic $ o1l % 018 1 % (1.15)
Diluted $ ol % 0.18) | $ (1.18)
Weighted average number of common shares outstanding:
Basic 7,403,803 8,285,893 8,378,262
Diluted 7,818,151 8,285,893 8,378,262

See accompanying notes to financial statements.
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STATEMENTS oF STOCKHOLDERS® EQUITY
Years ended December 31, 1999, 2000 and 2001

Additional Total

Common Paid-in Accumulated  Stockholders’

Stock Capital Deficit Equity

Balances at December 30, 1998 $ 54,868 $36,610,064 $ (16,055989) $ 20,608,943
Exercise of stock options 2,386 1,401,877 —_ 1,404,263
Exercise of warrants 128 1,837 — 1,965
Common stock issued, net of issuance costs 8,000 25,529,999 — 25,537,99°
Net income — — 827,129 827,129
Balances at December 30, 1999 65,382 63,543,777 (15,228,860) 48,380,299
Exercise of stock options 960 670,865 — 671,825
Employee Stock Purchase Plan I3 165,393 — 165,506
Exercise of warrants 287 23,108 — 23,395
Issuance of warrants — 1,780,000 — 1,780,000
Net loss — — (1,501,867) (1,501,867)
Balances at Decamber 30, 2000 $66742 $ 66,183,143  $ (16,730,727) $ 49,519,158
Exercise of stock options 250 73,259 — 73,509
Employee Stock Purchase Plan 305 361,821 — 362,126
Net loss — — (9,.594,219) (9,594.919)
Balances at Deceamber 31, 2001 $67,297 $66,618,223  $(26,325,646) $40,359,874

See accompanying notes to financial statements.




STATEMENTS or casu rLows

Years ended December 31, 1999, 2000 and 200/

Ibis Technology Corporation

1999 2000 200!
Cash flows from operating activities:
Net income (loss) $ B27,129  $ (1,501,867) | $ (9,594,219)
Adjustments to reconcile net income (loss) to net cash
provided by (used in) operating activities:
Depreciation and amortization 1,310,896 1,662,538 3,632,664
Gain (loss) on sale of equipment 2,550 (3.609) 26,274
Changes in operating assets and liabilities:
Accounts receivable, trade (3.182,013) 2,375,908 (4,555,698)
Unbilled revenue 979,112 958715 500,500
Inventories (3,754,918) (4.056,857) (2,755,5010)
Deferred costs — — (2,474,264)
Prepaid expenses and other current assets (39,512) 7,639 115,573
Accounts payable 1,213,386 (577,491) 77,220
Accrued liabilities and deferred revenue 942,702 2,019,210 3,512,921
Net cash provided by (used in) operating activities (1,700,668) 884,186 (01,505,240)
Cash flows from investing activities:
Additions to property and equipment, net (1,171,192) (11,211,689) (6,373,7810)
Other assets (22,854) (518,987) (26,037)
Net cash used in investing activities (1,194,046) (11,730,676) (6,399,818)
Cash flows from financing activities:
Payments of capital lease obligations (507,258) (9,558) (340,1710)
Proceeds from sale-leaseback transaction — _ 4,532,094
Proceeds from sales of common stock, net of issuance costs 25,537,999 — —
Exercise of stock options, warrants and Employee Stock Purchase Plan 1,406,228 860,726 435,635
Net cash provided by financing activities. 26,436,969 851,168 4,626,558
Net increase (decrease) in cash and cash equivalents 23,542,255 (9.995,322) (03,278,500)
Cash and cash equivalents, beginning of year 12,819,366 36,361,621 26,366,299
Cash and cash equivalents, end of year $36,361,621 $ 26,366,299 $ 13,087,799
Supplemental disclosures of cash flow information:
Cash paid during the year for interest $ 43280 % 10,031 $ 4,997
Supplemental disclosures of non-cash investing and financing activities:
Capital lease obligations incurred $ — % — | $ 973,184
Issuance of warrants for license $ — % 1,780,000 | $ _
Transfer of internally constructed equipment from
inventory to property and equipment $ — $ 6,59398] $ 12,152,858

See accompanying notes to financial statements.
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- NOTES 10 SINANCIAL STATEMENTS

December 31, 2000 and 2001

(1) Nature of Business znd Organization

Ibis Technology Corporation (the “Company"”) was incor-
porated in October 1987 for the purpose of supplying silicon-
on-insulator {SOI) wafers formed by SIMOX (Separation by
Implantation of Oxygen) technology. SIMOX-SO! wafers are
manufactured by the Company using a specialized oxygen ion
implanter, which was developed and manufactured by the
Company and is integrated with other specialized processes
and characterization equipment. The Company is the leading
manufacturer of high current oxygen implanters and began sell-
ing these oxygen implanters in 1996.

(2) Summary of Significant Accounting Policies

(a) Cash and Cash Equivalents

Cash equivalents represent highly liquid investments with
original maturities of three months or less.

(b) Inventories
Inventories are stated at the lower of cost or market. Cost
is determined using the first-in, first-out (FIFO) cost method.

(c) Property and Equipment and impairment of
Long-Lived Assets

Property and equipment is stated at cost. Depreciation is
provided using the straight-line method over the estimated
useful lives of the respective assets, ranging from three to eight
years. Amortization is provided using the straight-line method
over the life of the lease, ranging from three and one-half to
five years.

The Company reviews its long-lived assets for impairment
whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Recover-
ability of assets to be held and used is measured by a compari-
son of the carrying amount of an asset to future net cash
flows expected to be generated by the asset. If such assets are
considered to be impaired, the impairment to be recognized is
measured by the degree to which the carrying amount of the
assets exceeds the fair value of the assets.

(d) Patents and Other Assets

Other assets consist principally of deposits, prepaid royal-
ties and licenses. Patents and prepaid royalties are amortized
over five years using the straight-line method. Licenses are
amortized over seven years using the straight-line method.

(e) Revenue Recognition

The Company recognizes revenue from product sales,
equipment sales and the sales of spare parts when all of the fol-
lowing criteria have been met: (1) evidence exists that the cus-
tomer is bound to the transaction; (2) the product has been
delivered to the customer and, when applicable, the product
has been installed and accepted by the customer; (3) the sales
price to the customer has been fixed or is determinable; and
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(4) collectibility of the sale price is reasonably assured. Pro-
visions for estimated sales returns and allowances are made at
the time the products are sold. Revenue derived from services
is recognized upon performance.

Contract revenue is recognized on the percentage-of-
completion method. Provisions for anticipated losses are made
in the period in which such losses become determinable.
Unbilled revenue under customer contracts represents rev-
enue earned under the percentage-of-completion method but
not yet billable under the terms of the contract. These
amounts are billable based on the terms of the contract, which
can include shipment of the product, achievement of mile-
stones or completion of the contract.

Government contracts are performed under negotiated
overhead rates and are subject to audit and retroactive adjust-
ments of amounts paid to the Company.

(f) Research and Development

Research and development costs are charged to expense
as incurred. Research and development costs funded by con-
tracts are included as a component of contract revenue.

(g) Net Income (Loss) Per Common Share

Net income (loss) per share of common stock is com-
puted based upon the weighted average number of shares out-
standing during each period and including the dilutive effect, if
any, of stock options and warrants. SFAS 128 requires the
presentation of basic and diluted earnings (loss) per share for
all periods presented. As the Company was in a net loss posi-
tion for 2000 and 2001, common stock equivalents of 471,969
and 224,856 for the years ended December 31, 2000 and 2001,
respectively, were excluded from the diluted loss per share cal-
culation as they would be antidilutive. As a result, diluted loss
per share is the same as basic loss per share for 2000 and 2001.

The reconciliation of the denominators of the basic and
diluted net income (loss) per common share for the Company's
net income (loss) is as follows:

Years Ended December 31, 1999 2000 2001
$827,129  $(1.501,867) $(9,594,919)

Basic net income (loss)

Weighted average common

shares outstanding—basic 7,403,803 8,285,893 8,378,262
Net additional common
shares upon assumed
exercise of stock options
and warrants 414,348 — —_
Weighted average common
shares outstanding—diluted 7,818,151 8,285,893 8,378,262
Net income (loss) per
common share
Basic $ 01l $ (I8 § (1.15)
Diluted $ 011 3 0.18) % (1.15)




(h) Issuance Costs

Issuance costs of common stock are netted against addi-
tional paid-in capital.

(i) Use of Estimates

The preparation of financial statements in conformity
with accounting principles generally accepted in the United
States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and lia-
bilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual
results may differ from these estimates. Management exercises
judgment and relies on estimates in assessing long-lived asset
impairment and inventory obsolescence.

(j) Fair Value of Financial Instruments

Financial instruments of the Company consist of cash and
cash equivalents, accounts receivable, accounts payable,
accrued liabilities and capital lease obligations. The carrying
amount of these financial instruments approximates fair value.

(k) New Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board
issued SFAS 133, “Accounting for Derivative Instruments and
Hedging Activities,” (“SFAS 133"} that establishes accounting
and reporting requirements for derivative instruments and for
hedging activities. SFAS |33 requires companies to recognize
all derivatives as either assets or liabilities in the statement of
financial position at fair value. In June 1999, the FASB decided
that the effective date for adopting the requirements of SFAS
133 should be delayed to fiscal years beginning after June 15,
2000. This delay, published as SFAS 137, applies to quarterly
and annual financial statements. In June 2000, the FASB issued
SFAS 138, which addresses a limited number of issues causing
implementation difficulties for numerous entities that apply
SFAS [33. The Company adopted the provisions of SFAS 133
as amended on fanuary |, 2001. The adoption of these provi-
sions had no impact on the Company’s financial condition or
results of operations.

In December 1999, the Securities and Exchange Commiis-
sion issued Staff Accounting Bulletin No. 10I, “Revenue
Recognition in Financial Statements,” (“SAB No. 101"). This bul-
letin, as amended, established guidelines for revenue recognition
and was originally effective for periods beginning after March 15,
2000. In june 2000, the SEC announced that the effective date of
SAB 101 was being delayed until no later than the quarter end-
ing December 31, 2000. Ibis adopted SAB 10/ for its fiscal year
ending December 31, 2000 and it did not have a material impact
on its financial condition or results of operations.
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Statement of Financial Accounting Standards No. 141,
“Business Combinations,” (“SFAS [417), issued in June 2001,
addresses financial accounting and reporting for business com-
binations which were initiated after June 30, 2001. This
Statement also applies to all business combinations accounted
for using the purchase method for which the date of acquisi-
tion is July I, 2001, or later. The Company does not expect the
implementation of SFAS 14| to have a material impact on its
financial condition or results of operations.

Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets,” (*SFAS 142"), issued
in June 2001, addresses financial accounting and reporting for
acquired goodwill and intangible assets. The provisions of SFAS
142 are required to be applied starting with fiscal years begin-
ning after December 15, 2001. Early application is permitted
for entities with fiscal years beginning after March 15, 2001,
provided that the first interim financial statements have not
previously been issued. Impairment losses for goodwill and
indefinite-lived intangible assets that arise due to the initial
application of this Statement (resulting from a transitional
impairment test) are to be reported as resulting from a change
in accounting principle. The Company does not expect the
implementation of SFAS 142 to have a material impact on its
financial condition or results of operations.

Statement of Financial Accounting Standards No. 143,
“Accounting For Asset Retirement Obligations,” (“SFAS 143"},
issued in August 200/, addresses financial accounting and
reporting for obligations associated with the retirement of tan-
gible long-lived assets and for the associated retirement costs.
SFAS 143 which applies to all entities that have a legal obliga-
tion associated with the retirement of a tangible long-lived
asset is effective for fiscal years beginning after June |5, 2001.
The Company does not expect the implementation of SFAS
143 to have a material impact on its financial condition or
results of operations.

Statement of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets,” (“SFAS 144”), issued in October 2001, addresses
financial accounting and reporting for the impairment or dis-
posal of long-lived assets. SFAS 144, which applies to all enti-
ties, is effective for fiscal years beginning after December 15,
2001. The Company does not expect the implementation of
SFAS 144 to have a material impact on its financial condition or
results of operations.
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(3) Accounts Receivable
Accounts receivable consisted of the following at

December 3!:
2000 2001
Accounts receivable, trade $ 1,274,216 $ 5,830,614
Less: Allowance for doubtful accounts (65,000) (65,000)
$ 1,209916 $ 5,765,604

Accounts receivable at December 31, 2001 included the
shipment of an tbis 1000 oxygen implanter that was shipped to
the Shanghai Institute of Metallurgy, Chinese Academy of
Sciences against a letter of credit. The revenue from this ship-
ment will not be recognized until 2002 when the oxygen
implanter is installed and accepted by the customer.

(4) Inventories
Inventories consisted of the following at December 31:

2000 2001

Raw materials $ 392,708 $ 390,345
Work in process 332,844 262,449
Finished goods 218,210 882,718
Subtotal wafer inventory 943,762 1,535,502
Equipment inventory 9,989,097 —_
Total inventories $10,932,859 $ 01,535,512

Equipment inventory at December 31, 2000 included
Ibis 1000 implanters under construction for either resale or
the Company’s own use. In view of the continued downturn
in the semiconductor industry and the fact that an upturn
from the present economic and industry conditions and Ibis
1000 implanter sales are not visible, the Company intends to
use a majority of the implanters under construction in its
internal wafer production facility. Accordingly, the Company
transferred its equipment inventory to property and equip-
ment as of June 30, 2001.

(5) Property and Equipment
Property and equipment consisted of the following at
December 31:

2000 2001

Machinery and equipment $20,047,351 $30,642,443
Furniture and fixtures 395,017 395,007
Leasehold improvements 2,765,393 4,304,834
Construction in progress 2,208,931 7,697,570
$25,416,692  $43,039,864
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Fixed assets subject to capital leases at December 31,
2000 and 2001 were $66,447 and $4,564,835, respectively.
Accumulated depreciation for fixed assets subject to capital
leases was $21,436 and $362,609 in 2000 and 2001, respectively.

Construction in progress includes implanters under
construction that the Company intends to use in its wafer
production facility and other expansion projects.

At December 31, 2001, the Company had commitments
to purchase approximately $1,019,000 in material or sub-
assemblies to be used in normal operations and approximately
$576,000 in capital equipment purchase commitments.

(6) Other Assets

in December 2000, the Company entered into a royalty-
bearing license agreement which gives the Company the right
to manufacture SIMOX-SOI wafers using the licensed process.
Warrants were issued in connection with this agreement. The
cost of the license agreement, including cash paid and the fair
value of the warrants issued, is $2,280,000 and is included in
other assets at December 31, 2000 (see note |3 (c)).

(7) Lease Commitments

In January 1997, the Company entered into a non-
cancelable operating lease for its office and manufacturing facil-
ity expiring in 2003 with a five-year renewal option. In April
2000, the Company entered into a non-cancelable operating
lease for an additional manufacturing facility expiring in 2005
with a five-year renewal option. This lease was amended in
September 2001 by which Ibis secured an additional 20,000
square feet of adjacent space for future expansion. The
Company also leases certain equipment under non-cancelable
operating leases expiring through 2006, as well as equipment
used in operations under non-cancelable capital leases expiring
through 2004.

in September 2001, Ibis entered into a $4.5 million equip-
ment lease line with Heller Financial's Commercial Equipment
Finance Group. The lease line was used to finance the purchase
of process equipment for wafer production of primarily
300-mm wafers. This line is a sale-leaseback transaction bearing
interest at approximately 8% with a term of three years and a
monthly net payment of approximately $125,000. Ibis has a fair
market value purchase option at the end of the lease term. The
lease-line is secured by the underlying assets and all other
property and equipment of |bis. The gain of approximately
$36,000 under the sale and leaseback has been deferred and
will be amortized as a reduction of depreciation expense over
the life of the lease. The unamortized amount of this gain at
December 31, 2001 was $33,704.




Future minimum lease payments under non-cancelable
leases at December 31, 2001, are as follows:

Capital Operating
Leases Leases
Year ending:
2002 $ 1,512,852 § 782,700
2003 1,507,317 756,614
2004 1,185,746 396,514
2005 — 178,974
2006 — 16216
Total minimum lease payments $ 4,205,915 $2,131,018
Less amount representing interest (18,624}
Less current maturities (1,502,524)
Capital Jease obligations, less
current maturities $ 2,684,767

Interest was calculated using an imputed interest rate
of 14%.

Rent expense was approximately $332,000, $447,000 and
$623,000 for the years ended December 31, 1999, 2000
and 2001, respectively.

(8) Accrued Liabilities
Current accrued liabilities were as follows at December 31:

2000 2001

Billings in excess of costs on contracts $ 886,559 $ 189,096
Accrued vacation 283,664 378,051
Accrued warranty 398,580 898,232
Accrued payroll 404,552 398,579
Accrued expenses 744,885 565,898
Total $2,718,240  $2,429,9564

(9) Deferred Revenue

in April 2000, the Company received funding from a cus-
tomer for a capacity reservation. This capacity reservation will
aliow this customer to utilize a purchase credit toward an
additional implanter, wafers or spare parts.

In December 2001, the Company shipped an ibis 1000
oxygen implanter to the Shanghai Institute of Metallurgy,
Chinese Academy of Sciences against a letter of credit. The
revenue from this shipment will not be recognized until 2002
when the oxygen implanter is installed and accepted by the
customer. The costs associated with this shipment are included
in deferred costs and will also be recognized in 2002.

The funding amounts for which revenue has not been

earned are included in deferred revenue.
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(10) License Agreements

The Company obtained an exclusive sublicense in the
field of oxygen implantation to the proprietary beam scanning
system developed by a-consultant to the Company during the
development of the first Ibis 1000 implanter. The beam scan-
ning system sublicense agreement also grants the Company
certain rights to further sublicense the technology for certain
applications. The Company received $181,522, $141,044 and
$243,382 in 1999, 2000 and 2001, respectively, for non-
refundable option fees or royalty fees in accordance with non-
exclusive sublicense agreements.

During 1999, Ibis completed an agreement to license its
standard and Advantox SIMOX-SO! wafer fabrication process.
The agreement consists of an initial royalty fee and future roy-
alties based on a percentage of SIMOX-SOI wafer sales. In
2000 and 2001, the Company recognized no royalty fee
income from this agreement.

{(11) Income Taxes

Income tax expense consists of state income taxes for
each year. No federal tax benefit was recorded in 1999, 2000
and 2001 due to the existence of unused net operating loss
carryforwards. :

The tax effects of temporary differences that give rise to
significant portions of deferred tax assets and liabilities are
presented below at December 31:

2000 2001
Deferred tax assets:
Net operating loss carryforwards  $ 10,110,000 $ 14,591,000
Accruals not currently deductible
for tax purposes 152,000 187,000
General business tax credit
carryforwards 1,022,000 1,438,000
Other 374,000 605,000
Less: Valuation allowance (11,336,000) (05,503,000)
Net deferred tax assets 322,000 1,318,000
Deferred tax liabilities:
Property and equipment,
principally due to differences
in depreciation (322,000) (1,318,000)
$ — % -

As a result of the losses incurred to date by the Company,
a 100% valuation allowance has been applied against the
Company’s deferred tax assets. The amount recorded as net
deferred tax assets as of December 31, 2000 and 2001 repre-
sents the tax benefits of existing deductible temporary differ-
ences or carryforwards that are more likely than not to be
realized through the generation of sufficient future taxable
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income within the carryforward period. The net change in
the total valuation allowance was an increase of $2,896,000
and $4,167,000 for the years ended December 31, 2000 and
2001, respectively.

The Company had federal net operating loss and general
business credit carryovers of approximately $38,065,000 and
$808,000, respectively, at December 31, 2001, that may be
used to offset future taxable income, if any, through 202I.
Deferred tax assets and related valuation allowance of
$2,826,000 related to the net operating loss carryforward
results from the exercise of employee stock options, the tax
benefit of which, when recognized, will be accounted for as a
credit to additional paid-in capital rather than a reduction of
income tax expense. Net operating loss carryforwards and
other tax attributes may be limited in the event of certain
changes in ownership interests.

(12) Capitalization

The Company has 50,000,000 shares of common stock
and 2,000,000 shares of preferred stock (*Undesignated
Preferred Stock™) authorized. At December 31, 2001, 160,496,
1,218,125, and 200,000 common shares were reserved for
issuance upon exercise of options outstanding or available for
grant under the Company's 1993 Employee, Director and
Consultant Stock Option Plan, 1997 Employee, Director
and Consultant Stock Option Plan, and for exercises of war-
rants, respectively.

On August 6, 1999, the Company completed a public
offering of 1,000,000 shares of common stock in an offering
underwritten by SoundView Technology Group. The shares
were included in a shelf registration statement filed with the
Securities and Exchange Commission on july 8, 1999 and
declared effective on July 26, 1999. Net proceeds from the
offering were approximately $25,538,000 after deducting
approximately $1,462,000 for underwriting discounts, commis-
sions and other associated expenses.

(013) Stock Plans and Warrants

{a) Stock Option Plans

In December 1993, the Board of Directors and stockhold-
ers approved the adoption of the Company’s 1993 Employee,
Director and Consultant Stock Option Plan which provided for
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the issuance of options to purchase up to 250,000 shares of
common stock of the Company to employees, consultants and
non-employee directors. In May 1996, the stockholders
increased to 750,000 shares the aggregate number of shares
that may be granted under this plan.

In October 1997, the Board of Directors approved the
adoption of the Company's 1997 Employee, Director and
Consultant Stock Option Plan (the “1997 Plan™) which provides
for the issuance of options to purchase up to 750,000 shares of
common stock of the Company to employees, consultants and
non-employee directors. The stockholders approved the Plan at
the May 1998 Annual Stockholders Meeting. In February 2001,
the Board of Directors approved an amendment to the 1997
Plan to increase the aggregate number of shares reserved for
issuance to 1,350,000, The stockholders approved this amend-
ment at the May 2001 Annual Stockholders Meeting.

A summary of stock option activity under the plans is
as follows:

Weighted average

Number exercise price
of shares of shares
Options outstanding at
December 31, 1998 784,123 $773
Granted 225,750 17.50
Exercised (323.602) 6.71
Cancelled (33,437) 7.13
Options outstanding at
December 31, 1999 652,834 11.64
Granted 264,000 4i.21
Exercised (127,668) 8.39
Cancelled (11,894) 20.43
Options outstanding at
December 31, 2000 777,272 22.08
Granted 273,272 10.24
Exercised (40,330) 8.51
Cancelled (37,048) 28.58
Options outstanding at
December 31, 2001 973,166 $19.08
Options exercisable at
December 31, 200! 423,997 $15.98
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The following table summarizes information concerning outstanding and exercisable options as of December 31, 2001:

Options Qutstanding

Options Exercisable

Weighted
average Weighted Weighted
remaining average average
Range of Number contractual outstanding Number exercise
exercise prices outstanding life (years) option price exercisable price
$ .08- 6.00 7,584 6.5 $ 574 5,584 $ 6.00
$ 6.01- 5.00 291,648 83 $ 792 92,798 $7.79
$9.01-13.50 324,472 6.8 $10.58 227,700 $10.25
$13.51-20.25 . 86,862 8.9 $17.97 12,890 $17.08
$20.26-30.37 12,250 8.0 $24.07 7,250 $23.74
$30.38-45.55 81,750 83 $36.06 34,625 $36.15
$45.56-68.32 164,600 8.0 $46.49 42,150 $46.47
$68.33-98.71 4,000 8.2 $80.55 1,000 $80.55

973,166 423,997

The Company accounts for its stock option plans in accor-
dance with APB 25 and related interpretations. Had compensa-
tion costs for the stock option plans been determined based on
the fair value at the grant dates for awards in 1999, 2000

and 200! consistent with the provisions of SFAS 123, the
Company's net income (loss) and net income (loss) per com-
mon share would have been increased or decreased to the
following pro forma amounts at December 31:

1999 2000 20010

Net income (loss) As reported
Pro forma

Net income (loss) per share As reported
Pro forma

The per share weighted average fair value of each option
granted during 1999, 2000 and 200!, was $9.91, $25.85, and
$7.13, respectively, on the date of grant using the Black-
Scholes option-pricing model with the following weighted
average assumptions: 1999—expected volatility of 79.47%,
risk-free interest rate of 5.50%, and an expected life of 3
years; 2000—expected volatility of 96.96%, risk-free interest
rate of 5.06%, and an expected life of 3 years; 200 |—expected
volatility of 108.17%, risk-free interest rate of 3.62%, and an
expected life of 3 years. The expected dividend yield rate for
1999, 2000 and 2001 is zero.

Pro forma net loss reflects only options granted in 1995
through 2001. Therefore, the full impact of calculating compen-
sation costs for stock options under SFAS 123 is not reflected
because compensation costs for options granted prior to
January 1, 1995 are not considered.

(b) Employee Stock Purchase Plan

On February 24, 2000, the Board of Directors adopted
the Ibis Technology Corporation 2000 Employee Stock
Purchase Plan (the “Purchase Plan”) pursuant to which a total
of 300,000 shares of the Company’s Common Stock may be

$827,129  $(1501,867) $ (9,594,219)
$(614288)  $(5.293,160)  $(11,995,903)
$ oIl $ (I8 (1.15)
$ (008 $§ (064 $ (1.43)

sold to eligible employees of the Company at a 5% discount
from the market value of the shares. Under the terms of the
Purchase Plan, employees may elect to have up to 15% of their
base earnings withheld to purchase these shares during each
offering period, which is a six-month period. The purchase
price under the Purchase Plan is 85% of the lesser of the mar-
ket price on the beginning or the ending of the offering period.
Approximately 55% of eligible employees participated in the
Purchase Plan in the initial offering period and 65% in 2001.
During 2000 and 2001, the Company sold 14,16 and 38,176
shares, respectively, to employees under the Purchase Plan.
The stockholders approved the Purchase Plan at the May 2000
Annual Stockholders Meeting.

(c) Warrants

During 2000, 38,263 Warrants were exercised. Since
some of these Warrants were exercised on a cashless basis,
35,840 shares of Common Stock were issued. At December
31, 2000, there were additional warrants outstanding to pur-
chase 1,392 shares of common stock at $8.40 per share. These
remaining warrants expired in 2001.




In December 2000, the Company issued warrants to pur-
chase 200,000 shares of common stock at $22.30 per share in
connection with a license agreement. The value of the warrants
is included in other assets (see note 6) and was calculated using
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the Black-Scholes option-pricing model with the following
assumptions: expected volatility of 93.69%, risk-free interest
rate of 5.50%, and an expected life of 5 years. At December 31,
2001, there were 200,000 warrants outstanding.

(14) Significant Customers and Concentration of Business Risk
The Company sells its products to a limited number of semiconductor and optical components manufacturers primarily in the

United States, the Pacific Rim and the United Kingdom.

Government sales and other significant customers are shown in dollar amounts and as a percentage of total revenue as follows:

Government Other Total
Significant
Year Ended Amount % Customers Amount % Amount %
December 31, 1999 $ 608,000 4% 2 $13,438,000 81% $14,046,000 85%
December 31, 2000 $ 678,000 5% 2 $11,329,000 79% $12,007,000 84%
December 31, 2001 $ 621,000 8% 3 $ 4,191,000 56% $ 4,802,000 65%

Accounts receivable from government sales amounted to
approximately $45,000 and $280,000 at December 31, 2000
and 2001}, respectively. Accounts receivable from significant
customers amounted to $932,000 and $428,000 at December 31,
2000 and 2001, respectively.

Export sales to unaffiliated customers in 1999, 2000 and
200} were 17%, 47% and 52% of total revenues, respectively.

During 999, 2000 and 2001, the Company purchased sub-
stantially all of its conventional bulk silicon wafers and certain
raw materials, components and subassemblies for its implanters
from a limited group of suppliers. Disruption or termination of
certain of these sources could occur and such disruptions could
have a material adverse effect on the Company’s business and
results of operations.

(13) Other Income

In the third quarter of 2001, the Company recognized a
non-recurring gain in other income of approximately $1.4 mil-
lion, which is the result of an expired wafer production capac-
ity option that was entered into in September 1995. Under this
agreement, a customer advanced non-refundable cash to the
Company to ensure dedicated wafer production capacity over
a five-year period. As wafers were produced, amounts were
recognized in revenue over this five-year period, which ended
December 2000. Ibis completed its negotiations with this cus-
tomer and decided not to extend the agreement further.
Accordingly, the remaining amount deferred under this agree-
ment was recognized in income, as no further obligations exist.

(16) Industry Segments

The Company adopted SFAS {31, “Disclosures about
Segments of an Enterprise and Related Information,” during
1998. SFAS 13| established the standards for reporting infor-
mation about operating segments in annual financial statements
and requires selected information about operating segments in
interim financial reports issued to stockholders.

The Company’s reportable segments are SIMOX Wafer
Products, SIMOX Equipment and Other Products or Services.
For purposes of segment reporting, equipment spares and field
service revenue are combined and reported as SIMOX
Equipment. Government contracts, other services and license
revenue are combined and reported as Other Products or
Services. In previous financial statements, spares and field serv-
ice revenue were included in the Other Products or Services
segment. This reclassification was made in the third quarter of
1999 and all prior periods presented reflect this reclassification.

The accounting policies of the operating segments are
the same as those described in the summary of significant
accounting policies. The Company generally evaluates oper-
ating performance based on income or loss before interest
and taxes.
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The table below provides information for the years ended December 31, 1999, 2000 and 2001 pertaining to the Company’s three

industry segments.

SIMOX Wafer SIMOX Other Products

Products Equipment or Services Total
Net Revenues
Year Ended December 31, 1999 $ 5,282,165 $ 10,063,622 $1,257,235 $ 16,603,022
Year Ended December 31, 2000 8,173,095 5,769,393 532,395 14,474,883
Year Ended December 31, 2001 5,390,860 1,525,317 518,379 7,434,556
Operating Income (Loss)
Year Ended December 31, 1999 252,874 417,512 814,157 1,484,543
Year Ended December 31, 2000 774,010 (2,363,418) 144,076 (1,445,332)
Year Ended December 3{, 2001 (5,690,297) (4,037,328) 142,008 (9,585,617)
Assets
December 31, 1999 5,145,320 10,912,431 645,291 16,703,042
December 31, 2000 17,587,720 11,478,915 56,686 29,123,32]
December 31, 2001 32,179,004 8,797,202 99,405 41,075,601
Capital Expenditures
Year Ended December 31, 1999 834,385 38,375 — 872,760
Year Ended December 31, 2000 10,110,169 812,850 —_ 10,923,019
Year Ended December 31, 2001 5,800,261 335,949 — 6,137,210
Depreciation and Ameortization
of Property and Equipment
Year Ended December 31, 1999 1,104,052 62,145 5,503 1,171,700
Year Ended December 31, 2000 1,393,259 159,233 3,656 1,556,148
Year Ended December 31, 2001 $ 2,967,751 $ 536,670 $ — $ 3,504,421

The table below provides the reconciliation of reportable segment operating income (loss), assets, capital expenditures, and

depreciation and amortization to the Company’s totals.

Years Ended December 31,

Segment Reconciliation 1999 2000 2001
Income (loss) before income taxes:
Total operating income (foss) for reportable segments $ 1,484,543 $(1,445332) $(9,585,617)
Corporate general and administrative expenses (1,787.821) (1,998,303) (2,273,077)
Net other income 1,140,663 1,943,024 2,265,030
Income (loss) before income taxes 837,385 (1,500,611) (9,593,663)
Assets:
Total assets for reportable segments 16,703,042 29,123,321 41,075,601
Cash and cash equivalents not allocated to segments 36,361,621 26,366,299 13,087,799
Other unallocated assets 662,841 808,904 756,894
Total assets 53,727,504 56,298,524 54,920,304
Capital expenditures:
Total capital expenditures for reportable segments 872,760 10,923,019 6,037,210
Corporate capital expenditures 298,432 288,670 236,571
Total capital expenditures 1,171,192 11,211,689 6,373,781
Depreciation and amortization:
Total depreciation and amortization for reportable segments 1,171,700 1,556,148 3,504,421
Corporate depreciation and amortization 139,196 106,390 128,243
Total depreciation and amortization $ 1,310,896 $ 1,662,538 $ 3,632,664
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(07) Selected Quarterly Financial Data (Unaudited)
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The table below provides information for the years 2000 and 2001.

First Second Third Fourth
Quarter Quarter Quarter Quarter

2000
Total revenue $ 2,039,112 $ 5,920,230 $ 2,521,588 $ 3,993,953
Gross profit 921,594 1,852,266 690,358 1,316,669
Loss from operations (865,255) (513,472) (1,267,169) (797,739)
Net loss (371,299) (23,184) (798,042) (309,342)
Net loss per common share (0.05) (0.00) (0.10) (0.04)

2001
Total revenue $ 3,200,503 $ 1,256,418 $ 1,443,827 $ 1,533,806
Gross Profit (loss) 1,089,664 (957,856) (1,763,430) (1,022,089)
Loss from operations (1,026,293) (3,300,621) (3,972,858) (3,458,922)
Net loss (785,158) (3,048,554) (2,405,430) (3,385,727)
Net loss per common share (0.09) (0.36) (0.29) (0.40)

MARKET INFORMATION orF common sToCK

Ibis” Common Stock began trading on May 20, 1994 on the
Nasdaq SmallCap Market™ and on the Boston Stock Exchange.
Prior to May 20, 1994, there was no public market for the
Common Stock or any other securities of Ibis. On April 4,
1996, Ibis commenced trading on the Nasdaq National Market®

Commeon Stock

Our Common Stock is traded under the symbo! “IBIS.” The fol-
lowing tables set forth, for 2000 and 2001, the high and low sale
prices for the Common Stock as reported by the Nasdaq
National Market.

2000: High Low
First Quarter $135.00 $43.00
Second Quarter $ 20.50 $28.31
Third Quarter $ 63.00 $29.69
Fourth Quarter $ 42.63 $10.50

STOCKHOLDERS

As of March 9, 2002, there were approximately 124
stockholders of record of the outstanding shares of Common
Stock and approximately approximately 7,600 beneficial own-
ers of the Common Stock.

DIVIDENDS

Ibis has never declared or paid any dividends and does not
anticipate paying such dividends on its Common Stock in the
foreseeable future. Ibis currently intends to'retain any future
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2001: High Low
First Quarter $36.75 $16.50
Second Quarter $28.98 $ 9.50
Third Quarter $02.50 $ 3.0%
Fourth Quarter $15.59 $ 4.10

earnings for use in its business. The payment of any future div-
idends will be determined by the Board of Directors in light of
conditions then existing, including our financial condition and
requirements, future prospects, restrictions in financing agree-
ments, business conditions and other factors deemed relevant
by the Board of Directors.

RECENT SALES OF UNREGISTERED SECURITIES

During the fourth quarter of the fiscal year ended
December 31, 2001, there were no sales of securities that
were not registered under the Securities Act of 1933.
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