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OVERVIEW

Qur mission is to lead in defining the architectures, intellectual property and semiconductor technology
necessary to build robust and secure digita! content delivery systems. Consumers will only be able to
receive and enjoy premium digital entertainment content when CE, PC and storage devices are fully
architected for content compatibility and interoperability. Silicon image has worked to create world-
wide technology standards and establish itself as the recagnized 'gold standard” IC imptementation for
the DVI, HDM! and SATA interfaces. ’

It is rare for a company driving emerging technologies to find itself in a position to benefit from industry,
government and end-users working in concert to achieve the same goal — gaining access to high-
quality digital content. The convergence of these three forces, combined with Silicon Image’s proven
technology leadership and innovation, creates an excellent platform for growth and profitability.
We will continue to evolve our technology and products to support the broad availability ang afford-
ability of secure digital content delivery systems,

As an example of this evolution, our PanellLink Cinema Partners (PLC) initiative, driven by our newly
created and wholly owned subsidiary Panellink Cinema, LLC, is well on its way to establishing a
standard for device and content compatibility. In its initial phase, the PLC program will provide a means
for digital consumer device manufacturers to ensure that their products with HDMI-HDCP function
properly and are interoperable with PLC-compliant devices from other manufacturers. The program
also provides for consumer-oriented product logos to readily identify devices that are capable of
receiving and playing a wide range of premium digital content. As the program advances, we expect
that it will capitalize on the industry transition to HDMI for the rendering interface and SATA for the
storage interface, ultimately providing a means to securely distribute, store and render premium digital

content.




Sificon Image is focused on delivering high-bandwidth digital solutions for the mass markets — including
consumer electronics, personal computing and storage. Consumers continue to demand rich digital

content that is always available on any device. Meeting both the consumers’ requirements for quality as

well as the Hollywood studios’ requirements for security, Silicon Image continues to pioneer technology

standards that meet these demands through efficient delivery systems.

Leveraging our technology portfolio, strategic partnerships and unique licensing strategy,
Silicon Image is positioned as an industry innovator and standards leader in today’s digital

technology revolution.
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Silicon Image is well positioned to capitalize on these favorable trends, and we
believe that such trends will resuft in growth on the top line as well as the
bottom line.

Our 2003 revenues grew 27%, accelerating at the end of the year In the
fourth quarter, we reported record revenues of $30.3 million or a 25%
sequential increase over third quarter revenues. We entered 2004 with a
strong backiog and many design wins that position us well for strong growth.

Improving profitability is a fundamental objective for 2004. As our top line
grows, we have demonstrated an ability to leverage a significant portion of the
top-line growth to an improvement on the bottom line. In fact, 29.9% in 2002
and 38.0% in 2003 of the incremental revenue growth fell to the pro-forma
pre-tax profit line. O a GAAP basis, the numbers were 122% for 2002 and
124% for 2003** We believe this leverage concept will continue during 2004
and will result in improvements to our overall pro-forma profitability, and bring
us closer to achieving our long-term goal of 20% pro-forma pre-tax profit.

SUMMARY

In 2003, we took grezt strides towards meeting our longerterm objectives,
We have taken a decidedly longer-term approach to building the company,
our products and our strategic partnerships. Building standards as wel as
a compelling vision for content delivery are paramount to our long-term
success. Our product development and licensing approaches are designed to
establish Silicon Image’s |C implementations as the "“gold standard” within their
respective marketplaces. We also understand we must build upon those
implementations, adding new innovations and designs to move Silicon Image
forward to meet our growth and profitability goals.

Our continued innovation, market leadership and dedication have brought
us to an exciting point. Looking forward, we will continue to drive towards
greater customer focus, strategic alignment and operational excellence,
while pursuing our goal to be the undisputed leader in secure digital content
delivery systems.

| am grateful to our employees, who worked tirelessly throughout 2003 to
position Silicon Image for growth and profitability. | also want to thank our
customers for giving us the opportunity to be a valued supplier:

Finally, | want to thank you, our sharehelders, for having continued to believe
in us during a challenging year and for supporting us as we navigate the path
to excellence.

David Lee
Chairman and Chief Executive Officer

This presentation of pro-forma financial information, excludes amortization and impairment of goodwill and
intangible assets, stock compensation and warrant expense, in-process research and development expense, patent
defense costs, restructuring costs, acquisition integration costs, and net gain on escrow settlement. Because of these
exclusions, our presentation is not in accordance with Generally Accepted Accounting Principles ("GAAP”). For a
reconciliation of GAAP and pro-ferma financial information, please see our press releases dated 2/17/04, 1115103
and /24102, reporting 2003, 2002 and 2001 financial resuits, under Press Room at wwwisiliconimage.com.

** Portions of the GAAP improvement are attributable to changes in our stock compensation expense and infrequent
events like impairment charges for goodwill and intangibles and @ gain on escrow settlement.
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SELECTED PRO-FORMA FINANCIAL DATA

Pro-Forma* P&L
Revenue
Gross margin

% of revenue

Pro-forma operating expenses
Interest income and other, net

Pro-forma net income (loss)

GAAP net loss

Balance Sheet

Cash and short-term investments

A/R and inventories, net
Other assets
Total assets

Total debt
Other labilities
Stockholders' equity

Total liabilities and equity

2003

$ 103525
56916
55.0%

54924
291

$ 2,283

$ (12810)

$ 37254
23066
27422
87742

3 1,732
23647
62393
$ 87,742

$

2002

81,539 $
43,429
53.3%

50263
758

(6.076) $

(40,092) $

35883 $
18,890
22893
77616 $

3816 $
25630
48,170
77616 $

2001

51566
26903
51.8%

44,246
2422

(14921)

(76.108)

41,218
14011
34933
90,162

5509
17,329
67324
90,162

*This presentation of pro-forma financial information, excludes amortization and impairment of goodwill and intangible ossets, stock compensation and warrant expense,
in-process research and development expense, patent defense costs, restructuring costs, acquisition integration costs, and net gain on escrow settlement. Because of these
exclusions, our presentation is not in accordance with Generafly Accepted Accounting Principles (“GAAP"). For a reconcifiation of GAAP and pro-forma financial informa-
tion, please see our press refeases dated 2/17/04, 1115/03 and 1/24/02, reporting 2003, 2002 and 2001 financial results, under Press Room at wwwisiliconimage.com.
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A PLATFORM FOR SUCCESS

In 2001 and 2002, we focused on diversification and successfully
applied our high-speed technology to mass-market opportunities
beyond those in our traditional PC market. Exiting 2003, we have a
balanced portfolio of revenue with the PC business accounting for
329%, the storage business for 27% and the CE business for 25%. The
remaining 16% is comprised of our systems and licensing revenues.

In early 2003, we recognized the need to realign the company to
better address these marksts and to position us for future growth and
success. We aligned the company into three distinct lines of business
(LOB)—- Storage, Consumer Electronics and Personal Computing, that
are responsible not only for designing products, but also for develop-
ing key partnerships and strategic licensing opportunities for their
technology solutions. To support the LOBs, we established three
corporate-wide initiatives,

CUSTOMER FOCUS

Every organization within the company structures its goals and objec-
tives with the customer first and foremost in mind. Bringing design and
product teams within the LOBs has sharpened our focus on delivering
innovative solutions that meet our customer requirements. We believe
this will result in accelerating the delivery of customer solutions—
directly from our internal design activities or from our partners or
licensees. Customer focus goes beyond the delivery of products and
solutions— it encompasses every organization within Silicon Image,
whether Finance and Customer Service improving customer and
distributor visibility of order status, Operations improving product
quality, or Sales improving product communications to customers.

STRATEGIC ALIGNMENT

A key attribute that differentiates Silicon Image from others is our
unwillingness to optimize short-term performance at the expense of
achieving our longer-term vision. From the start, our strategic focus has
been the development and delivery of solutions aimed at providing
secure content delivery. Strategic alignment drives our innovative
licensing strategy and the ability to pioneer and create industry stan-
dards such as DVI and HDMI, as well as our 2001 efforts to diversify
into markets beyond personal computing,

OPERATIONAL EXCELLENCE

We must strive for cost efficiency at all levels of our business, and we
must evolve into a larger and better financially performing company.
This is not something that occurs overnight, but rather must be accom-
plished in increments. The key measure for operational excelience is
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financial performance. Whether using revenue, Generally Accepted
Accounting Principles (GAAP) profitability, or pro-forma* profitability,
we have made steady progress over the last couple of years.
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Quarterly Revenues

We grew revenues by 27% in 2003 and by 57% in 2002. Profitabifity
under GAAP as a percentage of revenue, has improved from -146.5%
in 2001, to -49.2% in 2002, and to -12.4% ir 2003. We have also
improved pro-forma profitability measures as a percentage of revenue,
from -28.7% in 2001, to -7.5% in 2002, followed by a profit of 2.2% in
2003, Our long-term goal remains to achieve 20% pro-forma pre-tax
profit,

Another key measure of operational excellence is strong asset man-
agement. Silicon Image continues to improve its asset management,
exiting 2003 with Days Sales Outstanding of 38 days and inventory
turns at a respectable 5.1. From a cash perspective, we saw our 2003
year-end cash, cash equivalents and short-term investment balance on
hand of $37.3 million increase by $1.5 million over the $35.8 million at
year-end 2002. In 2002, our cash declined by $5.4 millien from year-
end 2001,

A LOOK AHEAD TO 2004

Silicon Image has chosen its markets well. In total, our target markets
are forecast to grow faster than the overall semiconductor industry
over the next few years. Capitalizing on this growth opportunity
means using innovation to drive technology and preduct leadership.
Two other factors that we expect to favorably impact our growth will
be the mix of our revenues that come from licensing and royalties and
our move to higher average selling price products and higher margins,
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