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PART |

ITEM 1. BUSINESS

Business Overview

Cimetrix is a software company that designs, develops, markets and supports factory automation solutions worldwide. The
Company offers software products and professional servicestailored to meet the needs of equipment suppliersin the areas of
advanced motion control, general purpose equipment connectivity, and specialized connectivity for 300mm semiconductor wafer
fabrication facilities. Revenues are derived from the sales of software and services. Software includes the initial sale of software
development kits, the ongoing runtime licenses that equipment suppliers purchase for each machine shipped with Cimetrix software
and annual contracts for software license updates and product support. Services include the sales of professional servicesthat provide
customers with software solutions typically incorporating Cimetrix software products. While Cimetrix products are installed in awide
range of industries, the Company has focused over the past several years on the global semiconductor and electronics industries.

Cimetrix has traditionally been focused on providing products, services and passionate support to the equipment supplier
community, which the Company refersto as original equipment manufacturers (OEMSs). Using the core skills of motion control,
connectivity and advanced software architectures, Cimetrix has earned the reputation as afirst class supplier of solutions to both small
and large equipment suppliers through its OEM Solution Center. As new feature requests, throughput, cost and time-to-market
pressures confront equipment suppliers, the opportunity to supply more content of the “tool control” software allows Cimetrix to
continue to grow the business available from these customers. During 2006, Cimetrix expanded its effortsinitiated in late 2005 to
leverage its reputation gained in the equipment supplier community to provide software products and professional servicestailored to
meet the needs of end users in the areas of equipment connectivity and data management. This expansion will take advantage of
several new standards and technologiesto position the Company to provide solutions on both sides of the network connecting
manufacturing eguipment with factory level software applications.

During 2006, Cimetrix concluded the beta program for its new CIMPortal ™ product family and rel eased a new, production
proven version. CIMPortal provides a comprehensive, fully compliant solution for the new Semiconductor Equipment and Materials
International (SEMI) standard named Interface A. SEMI, an industry group that includes most major semiconductor manufacturers,
developed the Interface A standard to facilitate the acquisition and improve the quality of data from equipment on the factory floor.
Cimetrix management believed that Interface A would eventually be adopted as an industry standard, and consequently the Company
made a strategic decision to pursue becoming the industry leader in providing software products and professional services to support
this emerging new standard. While Cimetrix recognizesthat it cannot control how fast the market adopts this new standard, the
Company invested heavily in its CIMPortal product line to ensure that it would be at the forefront of the adoption curve, such that
when leading equipment suppliers around the world were ready to evaluate Interface A products, Cimetrix would also be ready with a
technically superior product.

Also during 2006, Cimetrix continued the expansion of its professional services organization to both offer its equipment
supplier customers a single-source solution provider capable of being their worldwide “ outsource partner” for factory automation
connectivity, and to provide data management solutions to integrated device maker (IDM) end user customers. Traditionally,
Cimetrix’s professional services have been primarily associated with equipment supplier customers through its OEM Solutions Center
division under its Global Services group, and thiswill remain a key market for the Company. However, with the acquisition of EFS
Solutions in late 2005 and the formation of the Company’s new Data Management Solution Center, Cimetrix is now well positioned to
pursue opportunities at different value levels in the semiconductor and




electronics vertical markets.

The business relationships that Cimetrix establishes with its customers go beyond sales of its products. The Company
partners with its customers to provide them with solutions that include software tools, consulting, services, and support. Company
engineers are comprised of industry leading expertsin motion control, communications, connectivity, factory automation, yield
management, data management and associated technologies and implementation processes. This experience and technical knowledge
provides a unique and valuable benefit to our customers and is a core part of our strategy to build long-term relationships with global
customers.

Key Markets

The Company has been focused for the past several years on the global semiconductor and electronics industries. Both the
semiconductor and electronics industries are a natural fit for the Company’ s solutions because of the demand for high-speed, motion
intensive applications with pinpoint accuracy that can communicate with host computers throughout the process. In addition, these are
very competitive industries that have a critical need for data to improve their productivity and manufacturing effectiveness. These two
industries are discussed in more detail below.

In general, the semiconductor and el ectronics industries are growing, fiercely competitive and dynamic industries. Rapid
technology changes within these industries require machines that are flexible and can adapt quickly to new requirements. The
Company is uniquely positioned to meet these challenges with advanced motion control and connectivity software that is based on
open standards and uses the latest in object-oriented design to provide its customers with the necessary flexibility and customization
required to meet industry demands.

By focusing efforts on these two industries, the Company’s goal isto obtain aleadership position for its productsin these
segments. Thiswould provide the momentum and cash flow to penetrate other industries. The Company will continue to serve
customers in these industries while also exploring opportunities for growth. For financial reporting, the Company considers the
semiconductor and el ectronics industries as one business segment.

Semiconductor Industry

The semiconductor industry includes the manufacturing, packaging and testing of semiconductor wafers. Itisacyclica
industry that had an upturn of capital equipment investment during 2006. Industry analysts estimated that capital equipment spending
increased 15-25% from 2005 to 2006. SEMI indicated in its annual outlook that it expects the 2007 semiconductor capital equipment
industry to be “flat to negative as semiconductor makers digest capital purchases” made in 2006. 1n 2000, the semiconductor industry
began the migration from building 8-inch (200 mm) wafersto building 12-inch (300 mm) wafers. While the industry is cyclical, the
majority of capital spending has been transitioning to 300mm equipment. The Company’s CIM Connect and CIM 300 products are
well positioned to take advantage of increased demand for 300mm semiconductor tools. Cimetrix equipment supplier customers have
now shipped fully automated tools to virtually all of the major 300mm manufacturing facilities throughout the world.

The new SEMI standard named Interface A creates a new opportunity for Cimetrix, as this standard is directly applicable to
Cimetrix’s customer base in the semiconductor industry. If the leading chip makers begin to require their equipment suppliersto
provide this new standard, Cimetrix believesit isin aleading position to supply products and solutions to the industry.




Electronics Industry

In addition to the semiconductor industry, the Company serves customersin awide variety of electronicsindustries,
including surface mount technology, small parts assembly, disk drive and specialized robotics. The surface mount technology market
includes factory equipment to produce and test printed circuit boards. Applications involve high-speed multi-axis motion control with
very tight vision system integration. Some equipment suppliers have adopted the use of PCs as equipment controllers, while others
typically use proprietary, homegrown controllers. The Company provides software to several major suppliersin thisindustry.

Notable Achievements of 2006

The Company achieved major milestonesin 2006 in the areas of overall company sales, success of its CIMPortal product
line, expansion of its Global Services operations and continued progress in the Japanese market.

Overall Company Sales and New Customers

Total Company revenues increased 19% during 2006. Software revenues increased approximately 3% year-over-year, while
service revenues increased over 80%. Software revenues include a category for “new software licenses”, which increased 5% year-
over-year. While the Company does not break out revenues in this category, the Company saw an increase in its runtime license
revenues in-line with the high end of industry analyst projections of 15-25% year-over-year growth in capital equipment spending.
Unfortunately, software revenues associated with the sales of “software development kits’ decreased year-over-year. The Company
maintained a high win rate for its “ software development kits’ during 2006, but the number of available opportunities was
significantly lessthan in prior years. The Company expected that the number of available opportunities to sell the Company’s CIM
300 software development kits would decline year-over-year, but the Company also believed that the number of Interface A
opportunities would increase significantly year-over-year to counteract the declinein CIM300 sales. Sales related to the Company’s
new CIMPortal (Interface A) product line increased over the prior year, but did not increase as quickly as hoped due to slower than
anticipated market adoption. The Company continued to win the majority of important new “design in” opportunities available to it
and announced in December that 50% of the top twenty 300mm equipment suppliers worldwide have now selected CIMPortal.

Service revenues increased over 80% year-over-year with over 50% growth in professional services revenues from the
Company’s OEM Solution Center and incremental revenue from the first full year of operations of its new DM SC (Data Management
Solution Center).

Success of CIMPortal Product Line

The Company has been working hard to establish aleadership position in the emerging market for the new SEMI standard
called Interface A, which the Company believes can trandate into an overall leadership position for SEMI software connectivity.
During 2006, Cimetrix concluded its extensive beta program for its CIMPortal product line and released its first official product
release to top tier 300mm equipment supplier customersin North America, Europe and Japan. During a number of competitive, head-
to-head product evaluations, Cimetrix was able to win critical new top-tier equipment supplier customers around the world, while
ensuring that its CIM Connect/CIM 300 customer base remained satisfied with Cimetrix by selecting CIMPortal. CIM Portal received
the prestigious Semiconductor International Editor’s Choice Best Products award at SEMICON West 2006, joining CIM Connect and
CIM300 as previous award winners.




Expansion of Global Services Operations

The Company expanded its Global Services capabilitiesin two significant ways. First, Cimetrix’s OEM Solution Center
expanded its capabilities for 300mm equipment supplier customers to serve as their single source “outsource partner” for factory
automation connectivity. Cimetrix has a number of semiconductor 300mm equipment supplier customers that have decided that
knowledge of the SEMI standards is a non-core activity and they would prefer to have a full outsource partner that is capable of
ensuring their equipment is compliant with their respective customer factory automation connectivity requirements. The Company
has responded by increasing its staff and capabilities in order to meet these customer requirements and was rewarded with its first
customer commitments for full factory automation outsourcing during 2006. The Company anticipates this trend to continue.

Secondly, Cimetrix had itsfirst full year of operations for its new Data Management Solution Center, which now positions
the Company to provide professional services directly to semiconductor and electronics manufacturing companies. The Data
Management Solution Center provides yield and manufacturing data management solutions that help reduce manufacturing costs and
improve manufacturing efficiencies. This also complements the Company’s CIMPortal initiatives for end user customers.

Continued Progress in the Japanese Mar ket

The Company has been investing in its alliance with CIM, Inc. based in Y okohama, Japan to provide a higher level of sales
and service for its products in the important Japanese market. Cimetrix and CIM were rewarded for their efforts by having two of the
largest semiconductor equipment suppliersin Japan select Cimetrix’s CIMPortal product for its Interface A solution.

Cimetrix Product Line
Motion Control

The Cimetrix Open Development Environment (CODE) is a family of open architecture machine modeling and motion
control software products designed to control the most challenging multi-axis machine control applications. CODE 6 contains both a
powerful off-line simulation development environment known as CIMulation, and a robust, real-time motion and 1/0O control system
called CIMControl.

Applications written and tested using CIMulation are fully compatible with CIM Control and can be deployed with no
conversion or programming changes required. Applications can be devel oped using standard computer languages such as C++, or
Visual Basic.

Core Mation is an integral part of CODE 6. Core Mation allows customers to eliminate the cost and complexity of a
specialized motion card. With Core Motion, these expensive specialized motion cards are replaced through software. Using the
proven real-time extensions for Windows, PC processing power is used to move these specialized software functions from the motion
card to the PC. A network or low-cost interface card is used to interface the PC controller to the servo hardware.

GEM300
CIMConnect™ is designed for general purpose equipment connectivity and enables production equipment in the electronics

industries to communicate data to the factory’s host computer through the semiconductor equipment communication standard (SECS),
generic equipment model (GEM) and extensible




markup language (XML) based communication standards. CIM Connect can al so support other emerging communications standards
for maximum flexibility. It also supports multiple host interfaces simultaneously, which allows customers to support legacy, custom,
and GEM interfaces. CIMConnect is used in semiconductor wafer fabrication, semiconductor back-end (test, assembly and
packaging), flat panel display, surface mount technology and disk drive industries.

TESTConnect isa SECS/GEM host emulator used to test equipment to ensure it complies  with the SECS standards.
TEST Connect simplifies the process of testing SECS implementation through the use of an intuitive, graphical user interface and
menu-driven property screens that allow customers to construct message sets and test them without any programming.

CIM300 is afamily of software tools for manufacturers of 300mm semiconductor equipment that allow for quick
implementation of the required 300mm SEMI standards, including E39, E40, E87, E9O, E94 and E116. Components of CIM300
include:

e CIMFoundation™ - Provides an abstraction layer for SECS/GEM products and an implementation of SEMI E39 object
services. Object services are provided for the CIM300 functional modules and user-written modules. The abstraction layer
alows the CIM300 family to work with either the state-of-the-art Cimetrix CIM Connect product or older legacy products.

e  CIM40-Process Job™ - Provides process job functionality as defined in SEMI E40. CIM40 enables complex recipe to wafer
mapping within atool, enabling complex processing of multiple wafers to multiple recipes. A recipe defines al of the
parameters of what to do with awafer. This package works seamlessly with CIMFoundation and CIM 94 Process Job or as a
stand-al one package.

e CIM87-Carrier Management™ - Provides carrier management functionality as defined in SEMI E87. CIM87 provides a
standardized behavior for host computer communication with the production equipment during the coordination, execution,
and completion of automated and manual transfer of the wafer carriers to and from the equipment.

e CIM90-Substrate Tracking™ - Provides substrate tracking functionality as defined in SEMI E90. CIM90 alows the factory
host computer to track substrates (manufactured products) or batches of substrates through the individual components of the
production equipment. It ispossible to connect CIM90 to CIM87 for automatic substrate lifetime control.

e CIM94-Control Job™ - Provides control job functionality as defined in SEMI E94. CIM94 alows the factory to run Process
Jobsin atool. It covers very complex batch job processing and single job processing. This package works seamlessly with
CIMFoundation and CIM40 Process Job or as a stand-al one package.

e CIM116-Equipment Performance Tracking™ — Provides equipment performance tracking as defined in SEMI E116.
CIM116 tracks equipment performance in an automated and consistent manner without requiring operator or host computer
input. CIM116 provides unique functions for defining specific equipment modules and automatically manages the
equipment’s EPT State Model.

Equipment Data Acquisition (EDA)
CIMPortal isanew family of software tools for manufacturers of semiconductor equipment that allow for quick

implementation of the new SEMI standards for Interface A, including E120, E125, E132 and E134, as well as optional features that
support the Japanese Tool Data Interface (TDI) standards. The CIMPortal




family includes products for equipment makers, fabs and third party application software providers. Interface A specifies a new port
on each tool that provides detailed structured data that can be used for advanced process control, e-diagnostics, and other equipment
engineering services applications. These software applications will become critical to the fabs as shorter ramp times are required.
CIMPortal isa SEMI standards compliant Interface A data collection and routing product with high-speed distributable data collection
modules, equipment modeling tools, and arich set of rules-based security and optimization features.

Competition

The Company’s main product lines face competition from other companies, technologies, and products. These competitive
threats are summarized below:

In the 300mm connectivity market, Cimetrix’s main competitor is Asyst Technologies, Inc. Asyst is alarge automation
company focused on hardware-based automation solutions for the semiconductor and flat panel industries. Asthey struggle to remain
profitable in the difficult automation hardware market, it is not clear how much focus or investment Asyst is making in the software
connectivity market or whether connectivity softwareis a strategic goal for Asyst. However, they have considerable engineering
resources and are the largest threat to Cimetrix. Currently, Cimetrix believesit can compete effectively against Asyst with superior
software technology and market focus. The Company believes that it has been winning the mgjority of new 300mm factory
automation and Interface A software opportunities for the last several years.

Large equipment suppliers that choose to create their own connectivity software solutions and do not purchase third party
products are indirect competitors. For example, Applied Materialsis the largest semiconductor capital equipment manufacturer and
typically develops all of its connectivity software internally. There are also a number of integration companies that offer products
and/or solutions meeting the 300mm connectivity needs for SECS/GEM, 300mm automation standards and Interface A. Al
competitors have varying levels of expertise in semiconductor fabs.

In the motion control market, the manufacture and sale of automation technology is a highly competitive industry. The largest
segment of the market for industrial motion controlsis comprised of proprietary systems from large companies including FANUC
Ltd., Rockwell Automation and Siemens. Cimetrix has targeted the emerging market of open standards-based industrial controls, in
which competition is primarily divided between in-house developed controllers and open controller suppliers.

In-house developed controllers are potentially competitive, but they are also potential customers. Certain electronics
equipment suppliers develop their own controllers, some on PC platforms and some on proprietary hardware. Cimetrix offersa
distinct advantage to them by increasing software quality through its software re-use techniques, decreasing the time to market for a
new open architecture controller, and assisting the transition of their engineering staff to the latest technologies such as
Microsoft’s .NET, unified modeling language and object-oriented analysis and design techniques. The Company’s CODE and
equipment communications software products offer these advantages.

With Core Motion technology in CODE 6, manufacturers of intelligent motion cards can be considered competitors for part
of the CODE product line, although CODE 6 continues to also support a number of popular motion cards.

Management believes that most, if not all, of the Company’s major competitors currently have greater financial resources and
market presence than Cimetrix. Accordingly, these competitors may be able to compete very effectively on pricing and to develop
technology to increase the flexibility of their products. Further, each of these competitors has already established a share of the
market for their products, and may find




it easier to limit market penetration by the Company. While management is unaware of any current initiatives, any of these
competitors could be developing additional technology that will directly compete with the Company’s product offerings. By focusing
on the semiconductor and el ectronics markets for the short term, management believes the Company can earn aleadership position in
the face of other competitors.

Sales and Marketing

The sales and marketing staff are responsible for identifying key end-user customers and the top-tier OEMs in each primary
market. Sales and marketing efforts are combined into one unified force, supporting both equipment connectivity and motion control
products under David P. Faulkner, executive vice president of sales and marketing. The Company’s sales offices are located in Salt
Lake City, Utah; Boston, Massachusetts, and Amancy, France. In addition, the Company has key distributors located in Y okohama,
Japan and Seoul, Korea.

Global Services

The Company’s professional services and support operations are conducted under the direction of the Company’svice
president of global services, Kourosh Vahdani. His group, which includes Professional Services and Quality Customer Support, is
responsible for providing support to our customer base, maintaining the Company’ s software product lines, and delivering
professional service projects. During 2006, Cimetrix Global Services expanded its OEM Solution Center to offer full factory
automation outsourcing capabilities, and had itsfirst full year of operations with its new Data Management Solution Center that was
formed from the acquisition of EFS Solutionsin late 2005. Global Services, OEM Solution Center and Quality Customer Support
operate out of the Company’s officein Salt Lake City, Utah. The Data Management Solution Center operates out of an officein
Tempe, Arizona.

Research and Devel opment

The Company’ s research and devel opment operations are conducted under the direction of the Company’ s director of
research and development, William D. Grey. His group isresponsible for developing and testing new products. The Company’s
strategy isto develop standard software products that have been thoroughly tested and deliver/support these products as they are
brought to market. A comprehensive software quality program and rigid coding standards are keys to the development process.
Expenditures for research and development are discussed below, under the caption Management’s Discussion and Analysis of
Financial Condition and Results of Operations.

I ntellectual Property Rights

The open architecture controller technology upon which the Company’s CODE software is based was devel oped from 1984
to 1989 by ateam of Brigham Y oung University engineersled by Dr. W. Edward Red. Effective July 5, 1995, Cimetrix purchased
from Brigham Y oung University al the rights, title, interest in and benefit from this intellectua property.

In December of 1999, the Company purchased the software products of Systematic Designs International, Inc. of Vancouver,
Washington. These products broadened the Company’s communication product line and provided valuable inputs to the CIM Connect
and CIM 300 products designed by Cimetrix.

The technology purchased from Brigham Y oung University and Systematic Designs, along with other




technology developed internally, is proprietary in nature. The Company has obtained a US patent on certain aspects of its technology.
This patent was issued in March 1994 and will expirein March of 2011. In addition, the Company has registered its CODE software
system with the US Copyright Office, which is updated from time to time to register updates to current products. For the most part,
other than the one patent and the copyright registrations, the Company relies on confidentiality and non-disclosure agreements with its
employees and customers, appropriate security measures, and the encoding of its software to protect the proprietary nature of its
technology. No cost has been capitalized with respect to the patent.

Major Customers and Foreign Sales

During 2006 and 2005, no single customer accounted for 10% or more of the Company’ stotal sales. During 2004, one
customer accounted for $489,000, or 11%, of the Company’ s total sales.

The following table summarizes domestic and export sales, as a percent of total sales, for the three years ended December 31,
2006, 2005 and 2004.:

Year Ended December 31, 2006 2005 2004
Domestic sales 61% 58% 55%
Export Sales 39% 42% 45%

Through December 31, 2006, all the Company’s export sales have been payable in United States dollars.

In 2006 and 2005, no single foreign country accounted for more than 10% of the Company’ stotal sales. In 2004, salesto
customers in Germany and Switzerland accounted for 11% and 12%, respectively, of total sales.

Personnel

Asof March 23, 2007, the Company had 42 employees, 28 of whom are involved in software research and development and
providing software engineering services and customer support, 6 of whom are involved in sales and marketing, and 8 of whom who
are in finance and administrative positions. None of the employees of the Company are represented by a union or subject to a
collective bargaining agreement, and the Company considers its relations with its employees to be favorable.

Executive Officers

Robert H. Reback, President and Chief Executive Officer, age 47, joined Cimetrix as Vice President of Salesin January
1996, was promoted to Executive Vice President of Salesin January, 1997 and was promoted to President on June 25, 2001. Mr.
Reback was the District Manager of Fanuc Robotics' West Coast business unit from 1994 to 1995. From 1985 to 1993, he was
Director of Sales/Account Executive for Thesis, Inc., aprivately owned supplier of factory automation software, and was previously a
Senior Automation Engineer for Texas Instruments. Mr. Reback has aB.S. degree in Mechanical Engineering and aM.S. degreein
Industrial Engineering from Purdue University.

David P. Faulkner, Executive Vice President of Sales and Marketing, age 51, joined the Company in August 1996. Mr.

Faulkner was previously employed as the Manager of PLC Marketing, Manager of Automotive Operations and District Sales Manager
for GE Fanuc Automation, a global supplier of factory
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automation computer equipment specializing in programmable logic controllers, factory software and computer numerical controls
from 1986 to 1996. Mr. Faulkner hasaB.S. degree in Electrical Engineering and an MBA degree from Rensselaer Polytechnic
Institute.

Kourosh Vahdani, Vice-President of Global Services, age 45, joined Cimetrix as Vice-President of Global Servicesin
December 2004. Prior to joining Cimetrix, Mr. Vahdani was a Senior Consultant performing contract services for Xilinx, Inc. during
2004. From 1996 to 2003, he was Director of Western Operations for TRW, Inc. Manufacturing Solutions, with responsibility for the
systems integration business serving semiconductor manufacturers worldwide. From 1987 to 1996, Mr. Vahdani worked for
Advanced Micro Devicesin avariety of engineering and management positions associated with factory automation. Mr. Vahdani has
aB.S. degree in Computer Sciences from St. Edwards University in Austin, Texas.

Dennis P. Gauger, Chief Financial Officer, age 55, joined Cimetrix as Chief Financial Officer in April 2004. Mr. Gauger is
alicensed Certified Public Accountant in Utah and Nevada, and serves on a part-time, consulting basis. Over the past eight years, he
has served several public and private companiesin avariety of industries as a part-time, contract financial executive, corporate
troubleshooter and consultant. Previously, Mr. Gauger worked for Deloitte & Touche LLP, an international accounting and consulting
firm, for 22 years, including 9 years as an accounting and auditing partner, where he directed domestic and international firm
interactions with senior executive management, audit committees, and boards of directors. He has a background in SEC accounting
and reporting, mergers and acquisitions, technical accounting issues, finance and operations. Mr. Gauger holdsaB.S. degreein
accounting from Brigham Y oung University. He isamember of the American Institute of Certified Public Accountants and the Utah
Association of Certified Public Accountants.

ITEM 1A. RISK FACTORS

Statements regarding the future prospects of the Company must be evaluated in the context of a number of factors that may
materially affect the Company’s financial condition and results of operations. Disclosure of these factorsis intended to permit the
Company to take advantage of the safe harbor provisions of Section 21E of the Securities Exchange Act of 1934, as amended, and
Section 27A of the Securities Act of 1933, as amended. In addition to the factors discussed elsewhere in this report, these are
important factors that could cause actual results or eventsto differ materially from those contained in any forward-looking statements
made by or on behalf of the Company. Although the Company has attempted to list the factors that it is currently aware may have an
impact on its operations, there may be other factors of which the Company is currently unaware or to which it does not assign
sufficient significance, and the following list should not be considered comprehensive.

The Company has a history of operating losses and its future liquidity is largely dependent on positive cash flows from operations.

The Company has an accumulated operating deficit of $30,785,000 at December 31, 2006 and has $471,000 of Senior Notes
outstanding, net of discount. The Company currently does not have abank line of credit or similar source of operating funds. The
Company’s future liquidity is dependent on obtaining and sustaining positive cash flows from operations, and, to the extent necessary,
obtaining external financing through the issuance of debt or equity securities. See “Liquidity and Capital Resources.”. If the
Company is unable to generate the cash flow necessary to sustain future operations, retire its outstanding debt, or meet its research and
development needs, its future operations would be materially adversely affected.
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The semiconductor industry is highly cyclical.

The Company’s largest source of revenueisthe highly cyclical semiconductor industry. The semiconductor industry
periodically has severe and prolonged downturns which could cause the Company’ s operating results to fluctuate significantly. The
Company is also exposed to risks associated with industry overcapacity, including reduced capital expenditures, decreased demand for
the Company’s products and potential delays by customers paying for the Company’s products. The Company’s business dependsin
significant part upon capital expenditures by manufacturers of semiconductor devices, including manufacturers that open new or
expand existing facilities. Periods of overcapacity and reductions in capital expenditures cause decreases in demand for the
Company’ s products and services.

The Company is engaged in a highly competitive industry.

The Company is engaged in ahighly competitive industry involving rapidly changing products. The likelihood of success of
the Company must be considered in light of the problems, expenses, difficulties, complications and delays frequently encountered in
connection with the development of new software and other products and services and the competitive environmentsin the industry in
which the Company operates. There can be no assurance that the Company will not encounter substantial delays and unexpected
expenses related to research, development, production, marketing or other unforeseen difficulties in bringing new software products
and services to market.

The Company may experience delays or technical difficultiesin the introduction of new products.

The Company may experience delays or technical difficultiesin the introduction of new products, and this may be costly to
the Company and adversely affect customer relationships. The Company’s success depends in part on continuing to gain “design in”
wins for Cimetrix software products, which includes new product ideas. The Company’s products are complex and the Company may
experience delays and technical difficultiesin the introduction of new software products or product enhancements, or difficulties when
products are put in high volume production lines. The Company’sinability to overcome such difficulties, to meet the technical
specifications of any new products or enhancements, or to ship the products or enhancements in atimely manner could materially
adversely affect the Company’s business and results of operations, as well as customer relationships. The Company may from time to
time incur unanticipated costs to ensure the functionality and reliability of products and solutions early in their life cycles, and such
costs could be substantial. If the Company experiences reliability or quality problems with its new products or enhancements, it could
face anumber of difficulties, including reduced orders, higher customer service costs and delays in collection of accounts receivable,
al of which could materially adversely affect the Company’s business and results of operations.

The Company’ s business involves a lengthy sales cycle.

Sales of the Company’ s software products and related services depend upon the decision of a prospective customer to change
its current software applications. Therefore, the decision to purchase the Company’ s products and services often requires time
consuming internal procedures associated with the evaluation, testing, implementation and introduction of new technologiesinto
customers' software applications. In addition, after the technical evaluation has been successfully completed, the Company may
experience further delays finalizing system sales while the customer obtains internal approval for the new software application.
Conseguently, months or even years may elapse between the first contact with a customer regarding a potential purchase and the
customer’s placing the order. The Company’s lengthy sales cycle increases sales and marketing costs and reduces the predictability of
the Company’ s revenues.
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The Company is dependent upon OEM customers.

The Company sellsits products principally to equipment suppliers, which the Company sometimes refersto as OEMs, which
have the relationships with the end users. The quantity of each customer’s business with the Company depends substantially on that
customer’ s relationships with end users, market acceptance of the customer’s products that utilize the Company’ s software products
and the development cycle of the customer’s products. The Company could be materially adversely affected by a downturn in either
its customer’ s sales or their failure to meet the expectations of their end-user customers. The Company will likely from time to time
have individual customers that account for a significant portion of its business and any adverse developments in such customers
business would adversely affect the Company.

The Company' s markets are characterized by rapid technological changes.

The markets for the Company’ s products are new and emerging, and as such, these markets are characterized by rapid
technological change, evolving requirements, devel oping industry standards, and new product introductions. The dynamic nature of
these markets can render existing products obsolete and unmarketable within a short period of time. Accordingly, the life cycle of the
Company’s products is difficult to estimate. The Company’s future success will depend in large part on its ability to enhanceits
products and to develop and introduce, on atimely basis, new products that keep pace with technological developments and emerging
industry standards and gain a competitive advantage.

The Company is highly dependent upon key personnel.

The Company is highly dependent on the services of its key managerial and engineering personnel, including, Robert H.
Reback, President and Chief Executive Officer, David P. Faulkner, Executive Vice President of Sales and Marketing., and Kourosh
Vahdani, Vice President of Global Services. The loss of any member of the Company’s senior management team could adversely
affect the Company’ s business prospects. The Company does not maintain key-man insurance for any of its key management
personnel.

The successful integration of the EFS businessis key to the Company’s future profitability.

Management believes the strategic acquisition of EFSin late 2005 will add significant services revenue and operating
profitability to the Company. The successful integration of the EFS business into the Company’ s new Data Management Solution
Center will be dependent on the Company’s ability to continue to serve the former EFS customer base and expand into the anticipated
end user markets for data management associated with the new Interface A standards. The sales cycle of the Data Management
Solution Center services may be longer than anticipated, resulting in delays in the Company recording additional services revenue and
adding profitability from this acquisition.

The growth of the Company’ s future sales and revenues is largely dependent upon industry adoption of Interface A.

Management believes that the semiconductor manufacturing industry will begin to adopt and require its equipment suppliers
to meet the new SEMI Interface A standards. However, there is no guarantee that the semiconductor industry will indeed adopt this
new standard or that it will ever be required. If the new standard does not become an industry requirement, this would significantly
affect the Company’ s sales and revenues projected for its CIMPortal product line as well as its Data Management Solution Center,
which would significantly adversely affect operating results.
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Future litigation may adversely affect the Company.

If legal proceedings are brought against the Company in the future, there could be adverse consegquences. If the Company
were sued for aviolation of the intellectual property rights of another entity, the target of a class action with respect to fluctuationsin
its share price, or the defendant (or even the plaintiff) in other major litigation, the business and operations of the Company could be
adversely affected. Any such litigation could distract management attention and result in significant costs, without regard to the
outcome of the litigation. In addition, any adverse judgment in such litigation could have a material adverse impact on the financial
position of the Company and its business prospects.

Future business acquisitions may be disruptive to the Company’ s business and dilute stockholder value.

The Company’ s ongoing business strategy may include acquisitions of businesses that offer products or services
complementary to the Company’s. Any such acquisitions may be disruptive to the Company’ s business, distract management
attention and result in unanticipated costs and difficulties in assimilating the operations, products and personnel of the acquired
businesses. To the extent that shares of the Company’s common stock or rights to purchase shares of the Company’s common stock
are issued in connection with an acquisition, dilution to existing shareholders will result, and the Company’ s earnings per share may
decrease.

Continued compliance with regulatory and accounting requirements will be challenging and costly.

Asaresult of compliance with the Sarbanes-Oxley Act of 2002, with the potential standards resulting from the Company’s
stock being listed in the future on an exchange, and with the attestation and accounting changes required by the Securities and
Exchange Commission, the Company is required to implement additional internal controls, to improve existing internal controls, and
to comprehensively document and test internal controls. Asaresult, the Company will be required to hire additional personnel and to
obtain additional legal, accounting and advisory services, al of which will cause the Company’s general and administrative costs to
increase, which may adversely affect its operating results.

The Company may incur significant stock-based compensation charges related to certain stock options and other stock-based
compensation.

In December 2004, the Financial Accounting Standards Board (“FASB") issued SFAS No. 123(R), Share-Based Payment, an
amendment of SFAS Statements No. 123 and 95, that addresses the accounting treatment for employee stock options and other share-
based compensation transactions. The Company implemented SFAS No. 123(R) on January 1, 2006, requiring that such transactions
be accounted for using a fair-value-based method and recognized as expenses. The adoption of this accounting treatment resulted in
the Company reporting an increase in operating expenses of $350,000 in 2006, and may result in the Company reporting increased
operating expenses in future years, which would decrease any reported net income or increase any reported net loss, and could
adversely affect the market price of the Company’s common stock.

The price of the Company’s common stock has fluctuated in the past and may continue to fluctuate significantly in the future.

The market price of the Company’s common stock has been highly volatile in the past, which may continuein the future.. In
addition, in recent years the stock market in general, and the market for shares of high technology stocks in particular, have
experienced extreme price fluctuations. These fluctuations have often been unrelated to the operating performance of the affected
companies, and such fluctuations could adversely affect the market price of the Company’s common stock. In the past, securities
class action litigation has often been instituted against a company following periods of volatility in its stock price. Thistype of
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litigation, if filed against the Company, could result in substantial costs and divert management’s attention and resources.

ITEM 1B. UNRESOLVED STAFF COMMENTS

The Company is not subject to this requirement sinceit is not an accelerated filer.

ITEM 2. PROPERTIES

The Company’s principal offices are located in aleased facility at 6979 South High Tech Drive, Midvale, Salt Lake County,
Utah (about six miles south of Salt Lake City). On February 18, 2005, the Company extended the lease for an additional 24 months,
commencing December 2005. The present facility consists of approximately 17,000 square feet. All operations of the Company are
conducted from its headquarters, with satellite offices located in Boston, Massachusetts, Tempe, Arizona and Amancy, France serving
as remote sales and technical support offices. The Arizona officeis comprised of approximately 2,300 square feet and is leased
through December 2008. The France office is comprised of approximately 200 square feet and is leased through March 2008.

ITEM 3. LEGAL PROCEEDINGS

The Company is not currently involved with any pending litigation.

Asyst Technologies, Inc. has made claims in correspondence to the effect that certain of the Company’ s products may
infringe its proprietary rights, including claims as to which Asyst has a European patent but does not yet have a United States patent.
The Company believes that it does not infringe any such proprietary rights, that any patent rights Asyst does have are either invalid or
unenforceable, that a United States patent is not likely to issue due to prior art and that, even should a patent issue, the Company’s
products would not infringe. Should any litigation ensue, the Company intends to vigorously defend itself.

ITEM 4. RESULTSOF VOTESOF SECURITY HOLDERS

No matters were submitted to a vote of the Company’ s shareholders during the quarter ended December 31, 2006.
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PART II

ITEM 5. MARKET FOR THE REGISTRANT'SCOMMON EQUITY, RELATED STOCKHOLDER MATTERSAND
ISSUER PURCHASES OF EQUITY SECURITIES

The common stock of the Company is quoted on the NASD OTC Bulletin Board under the symbol “CMXX.0B”. Thetable
below sets forth the high and low bid prices of the Company’s common stock for each quarter during the past two fiscal years. The
quotations presented reflect inter-dealer prices, without retail markup, markdown, or commissions, and may not necessarily represent
actual transactions in the common stock.

Price Range

Period (Calendar Year) High Low
2005

First quarter $ 85 $ A48
Second quarter $ 57 $ 46
Third quarter $ 57 $ 44
Fourth quarter $ 46 $ 27
2006

First quarter $ 49 3% .35
Second quarter $ 86 $ .39
Third quarter $ 50 $ .28
Fourth quarter $ 36 $ 27

On March 23, 2007 the closing bid quotation for the Company’s common stock on the NASD OTC Bulletin Board was
$0.28 per share. Potential investors should be aware that the price of the common stock in the trading market may change
dramatically over short periods as aresult of factors unrelated to the earnings and business activities of the Company.

On March 23, 2007, there were 31,927,432 shares of common stock outstanding held by approximately 660 shareholders of
record, which does not include shareholders whose stock is held through securities position listings.

To date, the Company has not paid dividends with respect to its common stock. Thereis no restriction on the declaration or
payment of dividends set forth in the Articles of Incorporation of the Company or in any agreement to which it isa party. However,
management plansto retain future earnings, if any, for working capital and investment in growth and expansion of the business of the
Company. Management does not anticipate paying any dividends on the common stock in the foreseeable future.

Equity Compensation Plan Information
In May 2006, the Company’ s sharehol ders approved the combined amendment and restatement of the Cimetrix Incorporated
1998 Incentive Stock Option Plan and the Cimetrix Incorporated Director Stock Option Plan as the Cimetrix 2006 Long-Term

Incentive Plan (the “Plan”). In addition to stock options, the Plan authorizes the grant of stock appreciation rights, restricted stock
awards, and other stock unit and equity-based
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performance awards.

The following table summarizes the Company’ s equity compensation plan as of December 31, 2006.

Number of Securitiesto be Weighted Average Number of Securities Number of Securities
Issued Upon Exercise of Exercise Price of Issued as Restricted Remaining Available for
Plan Category Outstanding Options Outstanding Options (1) Stock Grants (2) Future I ssuance
Equity compensation plans
approved by security holders
(©) 4115500 $ .53 765,000 1,303,875

(1) Excludes 266,250 shares issuable upon the exercise of warrants issued to purchasers of the Company’s Senior Notes and 200,000
shares issuable upon the exercise of warrantsissued to consultants as they were not issued as compensation to Company officers,
directors or employees. See Warrants, discussed below.

(2) During the year ended December 31, 2006, restricted stock awards for atotal of 765,000 shares of the Company’s common stock
were approved, with vesting periods ranging from one to four years.

(3) A total of 6,250,000 shares of common stock have been reserved for issuance under the Plan. To date, atotal of 65,625 options
have been exercised under the Plan.

A total of 6,250,000 shares of common stock have been reserved for issuance under the Plan. Of this amount, 6,100,000
shares are registered for resale pursuant to a Form S-8 registration statement, which became effective on August 27, 2004. Options
issued to employees, directors and former directors began to expirein January of 2007, and, if not exercised, will continue to expire
through October 2013.

Warrants

In addition to the shares issuable under the Company’s equity compensation Plan, the Company has outstanding warrants to
purchase 466,250 shares of common stock at a weighted average exercise price of $0.43 per share. Warrants to purchase 266,250
shares are held by purchasers of the Company’s Senior Notes and expire in September 2008. Warrants to purchase 200,000 shares
were issued to consultants and expire in March and July 2007.

Performance Graph

The following graph shows a comparison of the five-year cumulative total return for the Company’s common stock, the
Nasdaq Stock Market (U.S.) Index, and the Nasdag Computer and Data Processing Stocks Index, assuming an investment of $100 on
December 31, 2001. The cumulative return of the Company was computed by dividing the difference between the price of the
Company’ s common stock at the end and the beginning of the measurement period (December 31, 2001 to December 31, 2006) by the
price of the Company’s common stock at the beginning of the measurement period.
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Recent Sales of Unregistered Securities

During September 2006, the Company closed an offer to extend the maturity date of $471,000 of Senior Notes from
September 30, 2006 to September 30, 2007. In connection with the extension of the maturity date of these Senior Notes, the
expiration date of warrants issued with the Senior Notes to purchase 266,250 common shares of the Company at $0.35 per share was
a so extended from September 30, 2006 to September 30, 2007.

During March 2007, the Company closed an offer to further extend the maturity date of these Senior Notes and the expiration
date of the related warrants to September 30, 2008.

ITEM 6. SELECTED FINANCIAL DATA

The following consolidated selected financial data as of and for each of the fiscal yearsin the five year period ended
December 31, 2006 were derived from the Company’ s consolidated financial statements audited by HJ & Associates, LLC,
independent registered public accountants, for the year ended December 31, 2006 and Tanner LC, independent registered public
accountants, for the years ended December 31, 2002 through 2005. The data set forth below should be read in conjunction with
“Management’ s Discussion and Analysis of Financial Condition and Results of Operations’ included in Item 7 of this Form 10-K and
the consolidated financial statements and notes thereto included in Item 8 of this Form 10-K.
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Y ears Ended December 31,

2006 2005 2004 2003 2002

Results of Operations Data:

Net sales $ 5,556,000 $ 4,670,000 $ 4,542,000 $ 3,340,000 $ 2,975,000

Income (loss) from operations (1,108,000) (591,000) 391,000 (592,000) (3,781,000)

Net income (10ss) (1,149,000) (706,000) 164,000 (931,000) (4,055,000)

Income (loss) per common share - diluted $ (0.04) $ (0.02) $ 001 $ (0.04) $ (0.17)

Dividends per common share $ — % — % — 3 — $ —
Balance Sheet Data:

Total Assets $ 2,538,000 $ 3,295,000 $ 2,358,000 $ 3,032,000 $ 2,968,000

L ong-term debt, net of current portion 446,000 — 691,000 1,865,000 1,556,000

Stockholders' equity (deficit) 922,000 1,758,000 (198,000) (506,000) (888,000)

ITEM 7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Overview

Thefollowing isabrief discussion and explanation of significant financial data, which is presented to help the reader
understand the results of the Company’ s financia performance for the years ended December 31, 2006, 2005 and 2004, and the
Company’s financial position at December 31, 2006. The information includes discussions of sales, expenses, capital resources and
other significant financial items.

This discussion should be read in conjunction with the Company’s Consolidated Financial Statements and Notes thereto
included elsewherein thisreport. The ensuing discussion and analysis contains both statements of historical fact and forward-looking
statements. Forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended, generally are identified by the words “ expects,” “believes’ and “ anticipates”
or words of similar import. Examples of forward-looking statementsinclude: (@) projections regarding sales, revenue, liquidity,
capital expenditures and other financial items; (b) statements of the plans, beliefs and objectives of the Company or its management;
(c) statements of future economic performance; and (d) assumptions underlying statements regarding the Company or its business.
Forward-looking statements are subject to factors and uncertainties that could cause actual results to differ materially from the
forward-looking statements, including, but not limited to, those factors and uncertainties described below under “Liquidity and Capital
Resources’ and “ Factors Affecting Future Results.”

Cimetrix is a software company that designs, develops, markets and supports factory automation solutions worldwide. The
Company offers software products and professional servicestailored to meet the needs of equipment suppliersin the areas of
advanced motion control, general purpose equipment connectivity, and specialized connectivity for 300mm semiconductor wafer
fabrication facilities. Revenues are derived from the sales of software and services. Software includes the initial sale of software
development kits, the ongoing runtime licenses that equipment suppliers purchase for each machine shipped with Cimetrix software
and
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annual contracts for software license updates and product support. Servicesincludes the sale of professional servicesthat provide
customers with software solutions typically incorporating Cimetrix software products. While Cimetrix products are installed in awide
range of industries, the Company has focused over the past several years on the globa semiconductor and electronics industries.
During 2006, Cimetrix expanded its efforts initiated in late 2005 to provide software products and professional servicestailored to
meet the needs of end usersin the areas of equipment connectivity and data management. For a detailed discussion of the Company’s
products, markets, and other Company information, refer to Item 1, “Business.”

Reclassifications

The Company has reclassified certain of its revenues and operating expenses during the current year to present consolidated
statements of operations that the Company believes are more consistent with industry practice. The reclassifications did not change
total revenues or total operating costs and expenses, but only individual categories within these sections of the consolidated statements
of operations. The reclassifications did not have an impact on net loss or |oss per common share. Amounts for the comparative
periods presented for 2005 and 2004 have also been reclassified to conform to the current year presentation. See Note 1 to the
Consolidated Financial Statements.

Critical Accounting Policies

Management’ s discussion and analysis of the Company’s financial condition and results of operations are based upon
financial statements which have been prepared in accordance with U. S. generally accepted accounting principles. The following
accounting policies significantly affect the way the financial statements are prepared.

Revenue Recognition

The Company derives revenues from two primary sources, software and professional services. Software revenues are
reported in two categories, the sale of new software licenses and software license updates and product support. The Company has
“off-the-shelf” software packages in the machine control and communications product lines. Machine control products include items
such as CODE 6.0, CIMControl, and CIMulation. Communications products include items such as CIM 300, CIM Connect and
CIMPortal. New software licenses include the sale of software development kits as well as the runtime license fees associated with
deployment of the Company’s software products. Software license updates and product support are typically annual contracts with
customersthat are paid in advance, which provides the customer access to new software rel eases, maintenance rel eases, patches and
technical support personnel. Professional service sales are derived from the sale of services to design, develop and implement custom
software applications.

Before the Company recognizes revenue, the following criteria must be met:

1) Evidence of afinancial arrangement or agreement must exist between the Company and its customer. Purchase orders
and signed OEM contracts are two exampl es of items accepted by the Company to meet this criterion.

2) Delivery of the products or services must have occurred. The Company treats either physical or electronic delivery as
having met this requirement. It isthe policy of the Company to provide its customers a 30-day right to return. However,
because the amount of returns has been insignificant, the Company recognizes revenue immediately upon the shipment
of the product. If the number of returns were to increase, the Company would establish areserve based on a percentage
of salesto account for any such returns.
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3) The price of the products or servicesis fixed and measurable.

4) Collectibility of the saleis reasonably assured and receipt is probable. Collectibility of asale is determined on a
customer-by-customer basis. Typically the Company sellsto large corporations which have demonstrated an ability to
pay. If it isdetermined that a customer may not have the ability to pay, revenueis deferred until the payment is
collected.

The software component of the Company’ s productsis an integral part of its functionality. As such, the Company appliesthe
provisions of the American Institute of Certified Public Accountants (“AICPA”) Statement of Position (“SOP”) 97-2, Software
Revenue Recognition as modified by SOP 98-9.

The Company’s products are fully functional at the time of shipment. The software components of the Company’s products
do not require significant production, modification or customization. As such, revenue from product salesis recognized upon
shipment provided that the criteria outlined above are met.

Revenue related to services is recognized as services are performed if there is not an extended contract related to such
services. If the services are provided pursuant to a contract that extends over a period of time, the revenue from servicesis recorded
ratably over the contract period.

If asaleinvolves abundled package of new software licenses, software license updates and product support, and professional
services, then revenue is first alocated to software license updates and product support and professional service obligations at fair
market value, and the remaining amount is applied to new software license revenue. Assuming al of the above criteria have been met,
revenue from the new software license portion of the package is recognized upon shipment. Revenue from material software license
updates and product support contracts is recognized ratably over the term of the contract, which is generally 12 months. Revenue
from professional servicesis recognized as services are performed. Standard payment terms for sales are net 30 days for salesin the
United States and net 45 to 60 days for foreign customers. On occasion, extended payment terms will be offered. If the Company
provides payment terms greater than 90 days and collection is not reasonably assured, then revenues are generally recognized as
payments are received.

Stock-Based Compensation

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R) using the
modified prospective application method. Under this transition method, the Company recorded compensation expense of $350,000
on a straight-line basis for the year ended December 31, 2006, for: (a) the vesting of options granted prior to January 1, 2006 (based
on the grant-date fair value estimated in accordance with the original provisions of SFAS No. 123, and previously presented in the
pro-forma footnote disclosures), and (b) stock-based awards granted subsequent to January 1, 2006 (based on the grant-date fair value
estimated in accordance with the provisions of SFAS No. 123(R)). In accordance with the modified prospective application method,
results for the year ended December 31, 2005 have not been restated.

The stock-based compensation expense for the year ended December 31, 2006 has been all ocated to the various categories of
costs and expenses in a manner similar to the allocation of payroll expense. There was no stock compensation expense capitalized
during the year ended December 31, 2006. On the date of adoption of SFAS No. 123(R), there were 5,551,500 stock options issued to
employees and directors of which, 3,564,875 options were fully vested. During the twelve months ended December 31, 2006, options
to purchase 1,010,500 shares of the Company’ s common stock were issued to employees and directors, with a weighted average
exercise price of $0.41 per share. During the year ended December 31, 2006, restricted stock awards to employees for atotal of
765,000 shares of the Company’s common stock were approved, with vesting periods ranging from one to four years.
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Thefair value of stock options is computed using the Black-Scholes valuation model, which model utilizes inputs that are
subject to change over time, and includes assumptions made by the Company with respect to the volatility of the market price of the
Company’s common stock, risk-free interest rates, requisite service periods, and the assumed life and vesting of stock options and
stock-based awards. As new options or stock-based awards are granted and vest, additional non-cash compensation expense will be
recorded by the Company.

Accounts Receivable

Trade accounts receivable are carried at original invoice amount less an estimate made for doubtful accounts. The Company
offers credit terms on the sale of its products to a majority of its customers and requires no collateral from these customers. The
Company performs ongoing credit evaluations of its customers’ financial condition and maintains an alowance for doubtful accounts
based upon historical collection experience and expected collectibility of al accounts receivable. The Company’s allowance for
doubtful accounts, which is determined based on historical experience and a specific review of customer balances, was $99,000 and
$114,000 as of December 31, 2006 and 2005, respectively. Trade receivables are written off when deemed uncollectible. Recoveries
of trade receivables previously written off are recorded as income when received.

I mpairment of Long-Lived Assets

The Company periodically reviewsitslong-lived assets, including definite-lived intangible assets, for impairment when
events or changes in circumstances indicate that the carrying value of an asset may not be recoverable. The Company evaluates, at
each balance sheet date, whether events and circumstances have occurred which indicate possible impairment. The carrying value of a
long-lived asset is considered impaired when the anticipated cumulative undiscounted cash flows of the related asset or group of assets
islessthan the carrying value. In that event, alossis recognized based on the amount by which the carrying value exceeds the
estimated fair market value of the long-lived asset.

Income Taxes

As part of the process of preparing consolidated financial statements, the Company is required to estimate income taxesin
each of thejurisdictionsin which it operates. This process involves estimating the Company’ s actual current income tax exposure
together with assessing temporary differences resulting from differing treatment of items for income tax and financial accounting
purposes. These temporary differences result in deferred tax assets and liabilities, the net amount of which isincluded in the
Company’s consolidated balance sheet. When appropriate, the Company records a valuation allowance to reduce its deferred tax
assets to the amount that the Company believesis more likely than not to be realized. Key assumptions used in estimating a valuation
allowance include potential future taxable income, projected income tax rates, expiration dates of net operating loss and tax credit
carryforwards, and ongoing prudent and feasible tax planning strategies. At December 31, 2006, the Company had fully reduced its
net deferred tax assets by recording a valuation allowance of $11,770,000. If the Company were to determine that it would be able to
realize its deferred tax assets in the future in excess of the net recorded amount, an adjustment to reduce the valuation alowance
would increase income in the period such determination was made.

Oper ations Review

The following table sets forth the percentage of costs and expenses to net revenues derived from the Company’ s Consolidated
Statements of Operations for each of the three preceding fiscal years.
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Year Ended December 31, 2006 2005 2004

Total revenues 100% 100% 100%
Operating costs and expenses:

Cost of revenues 41 33 29
Sales and marketing 22 22 21
Research and devel opment 19 25 16
Genera and administrative 30 29 22
Depreciation and amortization 8 4 3
Total operating costs and expenses 120 113 91
Income (loss) from operations (20) (13) 9
Interest expense, net of interest income (2) (2) (6)
Other income (expense) = — 1
Net income (l0ss) &)%_ﬁlS)%=4%

The Company reported a net loss of $1,149,000 for the year ended December 31, 2006, compared to anet loss of $706,000
for the year ended December 31, 2005. The net loss for 2006 includes non-cash expense of $350,000 related to the implementation of
SFAS 123(R) at January 1, 2006. This standard required the Company to expense the fair value of stock options and restricted stock
awards issued to employees. The net loss for 2006 also includes non-cash expense of $432,000 for depreciation and amortization,
which significantly increased over the prior year as aresult of the acquisition of EFS Solutions, Inc. in October 2005.

In addition, fees paid by the Company to outside professionals increased during 2006 compared to the same period in 2005.

During 2005, the Company made important changes to its organization to foster continued growth. The Company formed a
new Global Services group and added additional personnel to focus on providing complementary professional servicesto its OEM
customer base through a new OEM Solution Center, while continuing to provide customer support. Salary and other expenses of the
Global Services group directly related to client professional services, including customer service projects, are allocated to cost of
sales. In addition, in October 2005, the Company completed the acquisition of EFS Solutions, Inc., a company providing specialty
engineering services to semiconductor companies, and formed a new Data Management Solution Center. Through this acquisition, the
Company added additional employees to the Global Services group. Professional services revenues, as a percentage of total revenues,
increased significantly during the year ended December 31, 2006, compared to 2005, due to a significant increase in professional
services revenue from the OEM Solution Center and the incremental increase in professional services revenue from the new Data
Management Solution Center.
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Results of Operations
Revenues

The following table summarizes revenues (including related party revenues) by category and as a percent of total revenues:

Year Ended December 31, 2006 2005 2004
New software licenses $ 2,783,000 50% $ 2,649,000 57% $ 2,841,000 62%
Software license updates and product
support 1,095,000 20% 1,098,000 23% 902,000 20%
Total software revenues 3,878,000 70% 3,747,000 80% 3,743,000 82%
Professional services 1,678,000 30% 923,000 20% 799,000 18%
Total revenues $ 5,556,000 100% $ 4,670,000 100% $ 4,542,000 100%

Tota revenues for 2006 increased $886,000, or 19%, to $5,556,000, from $4,670,000 in 2005. As the table above indicates,
the increasein net salesin 2006 was attributed to an increase in professional services revenues, and to alesser extent, new software
licenses revenues, offset by a slight decrease in software license updates and product support revenues. The increase in professional
services revenue in the current year compared to last year can be attributed to the positive results realized from the investment in the
Global Services group and the additional revenues generated by the new Data M anagement Solution Center. New software license
revenues increased marginally in 2006 compared to 2005 due to lower revenues from the sale of software devel opment kits to new
customers. Thereisincreased competitive price pressure for the Company’s 300mm OEM Connectivity software development kits
and the potential market islimited. The Company’s runtime revenue associated with machine shipments from its OEM customers
increased significantly on ayear-over-year basis, which management believes has a correlation to the increase in the global
semiconductor and electronics capital equipment markets as compared to last year.

For the past several years, the Company’s sales strategy has been focused on winning new major OEM customers. The
Company has generally reported increases in software sales over this period, reflecting the success of the Company in achieving new
major OEM design wins, combined with the modest recovery of the capital equipment marketsin the semiconductor and surface
mount technology industries. Each new OEM customer results in another equipment manufacturer integrating the Company’s
software into the tools that it sellsto factories around the world. This yields additional revenues for the Company in several ways,
including software revenues from the initial software license purchase and recurring “runtime” revenue associated with the shipment
of each piece of equipment by the OEM to its customers, as well as ongoing support and maintenance contracts.

During 2006, the Company experienced strong growth in runtime licenses year-over-year at the high end of the industry
growth of 15-25% reported by industry analysts for semiconductor capital equipment sales. However, software license revenues
associated with the sales of software development kits declined year-over-year. The number of opportunities available to sell the
Company’ s CIM 300 software development kit was substantially lower than in previous years, and the expected upturn in opportunities
to sell CIMPortal software development kit progressed slower than anticipated.
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New SEMI standards were approved in late 2004, including the new Interface A standard, which enables semiconductor
companies to have a second network connection to semiconductor manufacturing equipment offering access to additional data
generated during the manufacturing process. This new standard opens up new market opportunities for the Company with its
CIMPortal product line. The Company believes that the critical need for datawill result in the new Interface A standard becoming a
requirement on all 300mm equipment over the next several years. While the Company cannot control the rate of industry adoption of
this new standard, the Company has invested heavily in its CIMPortal product line in order to be ready for the “early adopter”
customers that want to be leadersin offering Interface A. However, integrated device makers have been slower to demand Interface A
from their OEM customers than previously forecast.. This has resulted in fewer opportunities for the Company and lower than
anticipated software sales. However, the Company made the most of the available opportunities and several new top-tier OEM
customers selected CIM Portal after rigorous competitive evaluations. The Company believes that it has atechnically superior
CIMPortal product and received purchase orders from five new “top-tier” semiconductor OEM customers during 2006, aswell asa
leading IDM.

While the Company’ s focus over the past severa years has been on the sale of software products, as previously mentioned,
the Company began an initiative in 2005 to provide more comprehensive professional servicesto its OEM customers that want afull,
single-source solution provider capable of being their worldwide “ outsource partner” for factory automation connectivity. Asaresult
of thisinitiative, the Company did experience continued growth in services revenues during 2006. As previously discussed, the
Company expanded its OEM Solution Center focused on meeting the professional services needs of its OEM customers and had its
first full year of operations for its new Data Management Solution Center, with the intention of proactively marketing its capabilities
to provide data management solutions to integrated device maker end user customers. The Company is beginning to see the results of
these initiatives with a significant increase in professional services revenue in 2006, as compared to 2005, and believes there are more
opportunities for growth.

While the Company cannot predict market or economic conditions for subsequent years, it believesthat it has added
significant new customersin its goal to achieve critical operational mass and, with the expansion of its Global Services group, is
positioned for future worldwide sales growth.

Tota revenues for 2005 increased $128,000, or 3%, to $4,670,000, from $4,542,000 in 2004. The increasein net revenuesin
2005 was attributed to an increase in professional services revenues and software license updates and product support revenues,
partialy offset by a decrease in new software license revenues. This decrease in new software license revenues was due to lower
revenues from the sale of software development kitsto new customers. Theincrease in professional services revenue can be attributed
to the positive results realized from the investment in the Global Services group and the additional revenues generated by the new
Data Management Solution Center. The decrease in new software license revenues in 2005 compared to 2004 can be attributed to
lower than anticipated new software license revenues from the Company’s OEM customer base, combined with a one-time, non
recurring new software license purchase in 2004 in the amount of approximately $300,000. The Company’s largest market was the
global semiconductor capital equipment market, which enjoyed healthy growth in 2004, but declined 8% to 10% in 2005.

Cost of Revenues
The Company’s cost of revenues as a percentage of total revenues for the years ended December 31, 2006, 2005 and 2004
was 41%, 33% and 29%, respectively. Cost of revenues increased $736,000, or 48%, to $2,275,000 for 2006, from $1,539,000 for

2005. The year-over-year increases were due to the increased percentage of total revenues attributed to professional servicesin the
current year, which revenue has higher
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labor and other costs of revenue than software revenues. In addition, the expansion of the Global Services group resulted in more
costs charged to cost of revenues during 2006, as compared to 2005. Cost of revenues as a percentage of total revenues will vary from
year to year depending on the mix of software and service sales, the type of service projects completed, the pricing strategy for the
projects, the extent of utilization of outside resources, and other factors.

Cost of revenuesincreased $201,000, or 15%, to $1,539,000 for 2005, from $1,338,000 for 2004. The Company’s cost of
revenues as a percentage of net salesincreased during 2005 compared to 2004 due to the formation of the Company’s Global Services
group in 2005. During 2005, the Company invested employee and other resources in the development of major OEM customer
relationships.

Salesand Marketing

Sales and marketing expenses increased $206,000, or 20%, to $1,234,000 in 2006, from $1,028,000 in 2005. Salesand
marketing expenses reflect the direct payroll and related travel expenses of the Company’ s sales and marketing staff, the devel opment
of product brochures and marketing materials, press releases, and the costs related to the Company’ s representation at industry trade
shows. Theincreasein sales and marketing expenses during the current year is primarily related to stock-based compensation expense
reported for the first time by the Company in 2006 as well as an increase in staff to better support new Japanese OEM customers.

Sales and marketing expenses increased $80,000 or 8%, to $1,028,000 in 2005, from $948,000 in 2004. The increase in sales
and marketing expenses in 2005 compared to 2004 was due to the additional staff added to the Company’ s sales and marketing
organization to assist with the Japanese market, as well as the commitment of significant resources to hold a seminar in Japan in the
first quarter of 2005.

Resear ch and Development

Research and devel opment expenses decreased $116,000, or 10%, to $1,037,000 in 2006, from $1,153,000 in 2005. The
Company has committed to invest significant research and development resources for its new CIMPortal product family, aswell as
pursue other new product opportunities. Research and development expenses include only direct costs for wages, benefits, materials,
and education of technical personnel. All indirect costs such as rents, utilities, depreciation and amortization are included in general
and administrative expenses, as discussed below. Because the Company released its CIMPortal version 1.0 software product in early
20086, the costs associated with CIMPortal research and devel opment decreased during the twelve months ended December 31, 2006,
as compared to the same period in 2005.

Research and devel opment expenses increased $435,000, or 61%, to $1,153,000 in 2005, from $718,000 in 2004. In January
2005, a separate research and development department was formed, with all salary and other expenses of the department fully charged
to research and devel opment expenses during 2005.

General and Administrative

Genera and administrative expenses increased $336,000, or 25%, to $1,686,000 in 2006, from $1,350,000 in 2005. The
increase in expenses resulted from an increase in professional fees, additional accounting personnel, and stock-based compensation
expense reported for the first time by the Company in 2006. In addition, the Company has experienced higher legal feesasit has

entered into contracts with top tier OEM customers around the world. General and administrative expenses include al direct costs for
administrative and accounting personnel, and al rents and utilities for maintaining Company offices.

General and administrative expenses increased $334,000, or 33%, to $1,350,000 in 2005, from
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$1,016,000 in 2004. These increases resulted from an increase in professional fees aswell as the addition of general and
administrative personnel during 2005.

Depreciation and Amortization

Depreciation and amortization expense increased $241,000, or 126%, to $432,000 in 2006 from $191,000 in 2005.
Depreciation and amortization expense increased $60,000, or 46% to $191,000 in 2005 from $131,000 in 2004. Theseincreasesin
depreciation and amortization expense are due to the amortization of the intangible assets acquired from EFS Solutions in October
2005.

Other Income (Expense)

Interest income decreased by $16,000, or 38%, to $26,000 in 2006, from $42,000 in 2005. The decrease resulted from lower
levels of cash reservesin the current year.

Interest income increased by $30,000, or 250%, to $42,000 in 2005, from $12,000 in 2004. The increase resulted from
higher levels of cash reserves primarily due to the $2,000,000 sale of the Company’s common stock in January 2005, and due to the
Company earning a higher rate of return on its cash reserves during 2005 as compared to 2004.

Interest expense decreased $93,000, or 56%, to $72,000, in 2006, compared to $165,000 in 2005. Interest expense decreased
$104,000, or 39%, to $165,000, in 2005, compared to $269,000 in 2004. These decreases were attributable to reductionsin the
outstanding principal balance of the Company’s Senior Notes in both 2006 and 2005.

Liquidity and Capital Resour ces

At December 31, 2006, the Company had current assets of $1,706,000, including cash and cash equivalents of $313,000, and
current liabilities of $1,170,000, resulting in working capital of $536,000, compared to working capital of $591,000 at December 31,
2005. Excluding deferred revenue of $614,000 at December 31, 2006, which requires the Company to provide services and support
but does not represent a scheduled obligation requiring the outlay of Company funds, the Company had current assets exceeding
current liabilitiesin excess of $1,100,000.

As of December 31, 2006, the Company had $496,000 of Senior Notes outstanding due to related parties and others,
$471,000 net of discount, comprised of the following:

8% Senior Notes due September 30, 2006 $ 25,000

8% Senior Notes due September 30, 2008 471,000

Senior Note discount (25,000)
Total $471,000

During March 2007, the Company closed an offer to extend the maturity date of $471,000 Senior Notes (including $163,000
of related party debt) and the expiration date of the related warrants from September 30, 2007 to September 30, 2008. There are now
warrants to purchase 266,250 shares expiring September 30, 2008. All of these warrants are exercisable at $0.35 per share. The
extension of the due date of the Senior notes has significantly improved the working capital position of the Company.

Historically, the Company has incurred net losses and negative cash flows from operations. As of
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December 31, 2006, the Company had an accumulated deficit of $30,785,000, but had total stockholders' equity of $922,000. During
2006, the Company reported a net loss of $1,149,000 and used cash of $183,000 in operating activities. Results of operationsin 2006
were negatively impacted by significant non-cash expenses, including $432,000 of depreciation and amortization, much of which
resulted from the amortization of intangible assets recorded in the EFS Solutions acquisition, and $350,000 of stock-based
compensation as a result of adopting SFAS 123(R) on January 1, 2006. Management believes that continued increases in sales and
improvements in operations, together with the working capital position of the Company, will be sufficient to fund planned operations
for the next twelve months. However, there can be no assurance that operations and operating cash flows will improve in the near
future. If the Company is unable to obtain profitable operations and maintain positive operating cash flows sufficient to meet
scheduled debt obligations, it may need to seek additional funding or be forced to scale back its development plans or to curtail
operations.

Net cash used in operating activities for the year ended December 31, 2006 was $183,000, compared to net cash used in
operating activities of $401,000 for the same period in 2005. The improvement in net cash used in operating activitiesin the current
year resulted primarily from the increase in revenues, as discussed above, offset by increases in operating expenses and payments of
accounts payable.

Net cash used in investing activities for the year ended December 31, 2006 was $65,000 to purchase property and equipment.
Net cash used in investing activities for the year ended December 31, 2005 was $809,000, consisting of $665,000 paid in the
acquisition of EFS and $144,000 used in the purchase of property and equipment.

Net cash used in financing activities for the year ended December 31, 2006 was $217,000, consisting of the retirement of
Senior Notes. Net cash provided by financing activities for the year ended December 31, 2005 was $1,120,000, consisting of
$2,031,000 in proceeds from the sale of common stock and the exercise of warrants, offset by the retirement of Senior Notes of
$911,000.

The Company has not been adversely affected by inflation. There are potential economic risks inherent in foreign trade.
Revenues from foreign customers were $ 2,144,000 during the year ended December 31, 2006, representing 39% of the Company’s
total revenues, compared to $1,932,000, or 41%, of total revenuesin 2005. To minimize the risk from changesin foreign currency
exchange rates, the Company’ s export sales are transacted in United States dollars.

The Company considers its cash resources and projected cash from operations to be sufficient to meet the operating needs of
its current level of business for the next twelve months.

Contractual Obligations and Commitments
The Company has various contractual obligations that are recorded as liabilities in its consolidated financial statements. The
Company also has employment commitments with its executive officers and other key employees. Such commitments with the

Company’ s executive officers are described in the Company’ s Proxy Statement for its 2007 Annual Meeting of Shareholders, whichis
incorporated by reference into Part |11, Item 10, “ Executive Compensation”, in this Annual Report on Form 10-K.
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The Company has entered into operating leases for its office facilities. The table below summarizes the obligations pursuant
to these leases, assuming that all lease arrangements run to full term.

Less Than 1to3 4t05
Total 1Year Years Years
Operating leases $217,000 $167,000 $ 50,000 $ —

Recently Issued Accounting Standards

The FASB hasissued Financial Interpretation No. 48, Accounting for Uncertainty in Income Taxes — An Interpretation of
FASB Statement No. 109 (FIN 48). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes. FIN 48 aso prescribes arecognition
threshold and measurement standard for the financial statement recognition and measurement of atax position taken or expected to be
taken in atax return. In addition, FIN 48 provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure and transition. The Company adopted FIN 48 on January 1, 2007, and the provisions of FIN 48 will be
applied to all tax positions upon initial adoption of this standard. Only tax positions that meet the more-likely-than-not recognition
threshold at the effective date may be recognized or continue to be recognized upon adoption of FIN 48. The cumulative effect of
applying the provisions of FIN 48, if any, will be reported as an adjustment to the opening balance of retained earnings for the year
ending December 31, 2007. The Company has not yet determined the financial statement impact of adopting FIN 48.

The FASB hasissued SFAS Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans. This new standard will require employersto fully recognize the obligations associated with single-employer
defined benefit pension, retiree healthcare and other postretirement plansin their financial statements. The new standard was effective
as of the end of fiscal years ending after December 15, 2006 for companies with publicly traded securities. The Company adopted
SFAS No. 158 on December 31, 2006, with no material impact on the consolidated financial statements of the Company since the
Company currently does not sponsor defined benefit pension or postretirement plans within the scope of the standard.

The FASB hasissued SFAS Statement No. 157, Fair Value Measurements. This new standard provides enhanced guidance
for using fair value to measure assets and liabilities, and requires expanded information about the extent to which companies measure
assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements on earnings.
The standard applies whenever other standards require (or permit) assets or liabilities to be measured at fair value. Under the new
standard, fair value refers to the price that would be received to sell an asset or paid to transfer aliability in an orderly transaction
between market participants in the market in which the reporting entity transacts. The standard clarifies the principle that fair value
should be based on the assumptions market participants would use when pricing the asset or liability. The new standard is effective
for financial statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years.
Early adoption is permitted. The Company anticipates adopting SFAS No. 157 on January 1, 2008, but is currently unable to
determine the impact of the adoption of the standard on its consolidated financial statements.

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets, which will be effective for
fiscal yearsthat begin after December 15, 2006. This statement amends SFAS
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140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, a replacement of FASB Statement
125, or SFAS 140, regarding (1) the circumstances under which a servicing asset or servicing liability must be recognized, (2) the
initial and subsequent measurement of recognized servicing assets and liabilities, and (3) information required to be disclosed relating
to servicing assets and liabilities. The Company does not anticipate adoption of this standard will have a material impact on its
consolidated financial statements.

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments, which will be
effective for fiscal years that begin after December 15, 2006. This statement amends SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, to narrow the scope exception for interest-only and principal-only strips on debt instruments to
include only such strips representing rights to receive a specified portion of the contractual interest or principal cash flows. SFAS 155
also amends SFAS 140 to alow qualifying special-purpose entities to hold a passive derivative financial instrument pertaining to
beneficial intereststhat itself isaderivative financial instrument. The Company does not anticipate adoption of this standard will have
amaterial impact on its consolidated financial statements.

The FASB hasissued SFAS Statement No. 154, Accounting Changes and Error Corrections. This new standard replaces
APB Opinion No. 20, Accounting Changes, and FASB Statement No. 3, Reporting Accounting Changes in Interim Financial
Satements. Among other changes, SFAS 154 requires that a voluntary change in accounting principle be applied retrospectively with
all prior period financial statements presented on the new accounting principle, unlessit isimpracticable to do so. SFAS 154 aso
provides that (1) a change in method of depreciating or amortizing along-lived non-financia asset be accounted for as a change in
estimate (prospectively) that was effected by a change in accounting principle, and (2) correction of errorsin previously issued
financial statements should be termed a “restatement.” The new standard was effective for accounting changes and correction of
errors made in fiscal years beginning after December 15, 2005. The adoption of SFAS No. 154 by the Company on January 1, 2006
did not have an impact on the consolidated financia statements of the Company for the year ended December 31, 2006.

Factor s Affecting Futur e Results

Total revenues for 2006 increased 19% compared to 2005. However, new software license revenues decreased during this
period compared to the same period last year. Revenues from new software licenses included sales of software devel opment kits and
runtime revenue associated with OEM customer machine shipments. Runtime revenue increased significantly year-over-year in
accordance with the growth in capital expendituresin the semiconductor and electronics industries, and as the Company’s new
customers gained over the past severa years started to ship equipment with the Company’ s software. However, sales of software
development kits were lower for 2006, as compared to 2005. The Company believes sales of software development kits declined
year-over-year for several reasons, including (i) many OEM customers are focused on fulfilling current customer orders and have
postponed new software development projects, (ii) fewer companies are entering the market for semiconductor 300mm capital
equipment, which has presented fewer opportunities for the Company, and (iii) the anticipated increase associated with the market
adoption of Interface A has proceeded slower than anticipated..

The Company continues to focus on incrementally expanding its customer base and product line in order to increase
revenues. In addition, management believes the formation of its new Data M anagement Solution Center will add significant services
revenue if the Company is able to continue to serve the prior EFS Systems customers and leverage the Company’ s expertisein
Interface A to sell products and services directly to end user customers. Management believes that its expanded customer base will
enable the Company to increase its revenues year-over-year for fiscal 2007, while industry analysts predict aflat to slightly up market
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in capital equipment spending for the industries served by the Company. As discussed below, the Company isalso investing in a
number of initiatives that management expects to contribute to future growth.

The Company has been investing in its new CIMPortal product line, which meets the new Interface A SEMI standard. While
this new standard has been promulgated by SEMI, it is not yet required by end usersin the marketplace. The timing of the
introduction of this standard by the semiconductor industry will directly affect the adoption and market opportunities for the
Company’s CIMPortal product line.

The Company has a so been investing in pursuing the Japanese market for its products with its new distributor CIM, Inc.
While these efforts have led to some increased salesin Japan, it is hot clear if CIM and the Company will be successful in winning
sufficient new business in Japan, and if so, when the Company will see an increase in revenues sufficient to offset the additional costs
incurred by the Company.

The Company has aso been investing in its new Global Services group, which is available to assist customersin providing
professional services and complete turnkey solutions. It isnot clear if customers will accept the Company’s new service offerings,
and if so, when the Company will obtain an increase in revenue from new customer service projects sold by this group sufficient to
offset the increased costs incurred by the Company.

The Company’ s future operating results and financial condition are difficult to predict and will be affected by a number of
factors. The markets for the Company’s products are emerging and specialized. There can be no assurance that the markets for
industrial motion control that are served by the Company will continue to grow, or that the Company’ s existing and new products will
satisfy the requirements of those markets and achieve a successful level of customer acceptance.

Because of these and other factors, past financial performance is not necessarily indicative of future performance, and
historical trends should not be used to anticipate future operating results.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

A significant portion of the Company’s cash equivalents and short-term investments bear variable interest rates that are
adjusted to market conditions. Changes in market rates will affect interest earned and potentially the market value of the principal of
these instruments. The Company does not utilize derivative instruments to offset the exposure to interest rate changes. Significant
changesin interest rates may have a material impact on the Company’ s investment income, but not on the Company’ s consolidated
results of operations.

The Company does have significant sales to foreign customers and is therefore subject to the effects of changesin foreign
currency exchange rates may have on demand for its products and services. The Company does not utilize derivative instruments to
offset the exposure to changesin foreign currency exchange rates. To minimize foreign exchange risk, the Company’ s export sales
are transacted in United States dollars.

ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA

The Financial Statements of the Company called for by thisitem are contained in a separate section of this report. See
“Index to Consolidated Financial Statements” on Page F-1.

The following table presents selected unaudited quarterly financial datafor each of the four quarters in 2006 and 2005. The
selected quarterly financial data reflects, in the opinion of management, all adjustments
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necessary to fairly present the results of operations for such periods. Results of any one or more quarters are not necessarily indicative
of continuing trends.

2006 2005
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Total revenues $ 1,468,000 $ 1,334,000 $ 1,243,000 $ 1,511,000 $ 1,153,000 $ 1,145,000 $ 1,043,000 $ 1,329,000
Net loss (225,000) (328,000) (325,000) (271,000) (99,000) (36,000) (246,000) (325,000)
Income (loss) per common
share — diluted $ (0.01)$ (0.01)$ (0.01)$ (0.01)$ — 3 —$ (0.01)$ (0.01)

ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURES

On June 21, 2006, the Company engaged HJ & Associates, LLC (“HJ’), as the Company’ s independent registered public
accounting firm to audit the Company’ s consolidated financial statements for the fiscal year ending December 31, 2006. On June 20,
2006, the Company dismissed Tanner LC (“Tanner”) as the Company’ s independent registered public accounting firm. The Audit
Committee of the Board of Directors of the Company approved the decision to change accounting firms.

Tanner’ s report dated March 24, 2006 on the Company’ s consolidated bal ance sheets as of December 31, 2005 and 2004, and
the consolidated statements of operations, stockholders' equity (deficit) and cash flows for the years ended December 31, 2005, 2004
and 2003 did not contain an adverse opinion or disclaimer of opinion, nor was it qualified or modified as to uncertainty, audit scope,
or accounting principles.

During the two-year period ended December 31, 2005 and from that date through June 20, 2006: (i) there were no
disagreements between Tanner and the Company on any matter of accounting principles or practices, financial statement disclosure, or
auditing scope or procedure, which disagreementsif not resolved to the satisfaction of Tanner, would have caused Tanner to make
reference to the subject matter of such disagreementsin connection with its reports; and (ii) there were no reportable events (as
defined in Regulation S-K Item 304(a)(1)(v)).

During the two-year period ended December 31, 2005 and from that date through June 20, 2006, neither the Company nor
anyone on behalf of the Company consulted with HJ regarding the application of accounting principlesto a specific completed or
contemplated transaction, or the type of audit opinion that might be rendered on the Company’ s consolidated financial statements, and
neither written nor oral advice was provided that was an important factor considered by the Company in reaching a decision asto the
accounting, auditing or financial reporting issue.

Tanner furnished aletter addressed to the Securities and Exchange Commission stating it agrees with the above statements
that was filed as an exhibit to the Company’s report on Form 8-K filed June 23, 2006.
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ITEM 9A. CONTROLSAND PROCEDURES

(a) Evaluation of disclosure controls and procedures

The Company maintains disclosure controls and procedures designed to ensure that information required to be disclosed in its
reports filed under the Securities Exchange Act of 1934, as amended (the “ Exchange Act”), is recorded, processed, summarized, and
reported within the required time periods and that such information is accumulated and communicated to our management, including
our chief executive officer and chief financial officer, as appropriate, to alow for timely decisions regarding required disclosure. In
designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, ho matter
how well designed and operated, can only provide reasonable assurance of achieving the desired control objective, and management is
required to exercise its judgment in eval uating the cost-benefit relationship of possible controls and procedures.

Asrequired by Rule 13a-15(b) under the Exchange Act, management conducted an evaluation, under the supervision and
with the participation of the chief executive officer and the chief financial officer, of the effectiveness of the design and operation of
the Company’ s disclosure controls and procedures as of December 31, 2006. Based upon this evaluation, the chief executive officer
and the chief financial officer have concluded that the disclosure controls and procedures were effective as of December 31, 2006.

(b) Changesin internal controls

During the most recent fiscal quarter covered by this report, and since that date there has been no change in the Company’s
internal controls over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.
PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information required by thisitem, other than the information regarding executive officers which is contained in Part | of this
report, isincorporated by reference from the information in the Company’ s definitive Proxy Statement to be filed for the 2007 Annual
Meeting of Stockholders.

ITEM 11. EXECUTIVE COMPENSATION

Information required by thisitem isincorporated by reference from the information in the Company’ s definitive Proxy
Statement to be filed for the 2007 Annua Meeting of Stockholders.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT

Information required by thisitem isincorporated by reference from the information in the Company’ s definitive Proxy
Statement to be filed for the 2007 Annual Meeting of Stockholders.

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Theinformation required by this item, other than the information regarding our equity compensation plans which is contained
in Part | of thisreport isincorporated by reference from the information in the Company’ s definitive Proxy Statement to be filed for
the 2007 Annual Meeting of Stockholders.

ITEM 14. PRINCIPAL ACCOUNTANT FEESAND SERVICES

Information required by thisitem isincorporated by reference from the information in the Company’ s definitive Proxy
Statement to be filed for the 2007 Annual Meeting of Stockholders.

PART IV

ITEM 15. EXHIBITSAND FINANCIAL STATEMENT SCHEDULES

(@) Financial Statementsand Schedules

The audited consolidated financial statements of the Company and the report of independent registered public accountants
required in Part |1, Item 8 are included beginning on page F-1. See the Index to Consolidated Financial Statements on page
F-1.

Financial statement schedules have been omitted since they are either not required, not applicable, or theinformationis
otherwise included in the consolidated financial statements and notes thereto.

(b) Exhibits
Exhibit No. Description
31 Articles of Incorporation (1)
32 Articles of Merger of Cimetrix (USA) Incorporated with Cimetrix Incorporated (2)
33 Amended Bylaws (3)
11 Statement re: computation of per share earnings (4)
16.1 Letter from Tanner LC (5)
21 List of Subsidiaries (4)
231 Independent Auditors' Consent — HJ & Associates, LLC*
232 Independent Auditors' Consent — Tanner LC*
311 Certification of Principal Executive Officer pursuant to Rule 13a-1 4(a) of the Securities

Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002*

31.2 Certification of Principal Financial Officer pursuant to Rule 13a-14(a) of the Securities
Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002*

321 Certification of Principal Executive Officer pursuant to 18 U.S.C Section 1350 as




32.2

99.1

adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002*
Certification of Principal Financial Officer pursuant to 18 U.S.C Section 1350 as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002*

Press Release dated April 2, 2007*

)
2
3
(4)
©)

Exhibits filed with this report.

Incorporated by reference to Annual Report on Form 10-K for the fiscal year ended December 31, 1993.
Incorporated by reference to Quarterly Report on Form 10-QSB for the quarter ended September 30, 1995.
Incorporated by reference to Quarterly Report on Form 10-Q for the quarter ended June 30, 2001.
Included in Notes to Consolidated Financial Statements contained in thisfiling

Incorporated by reference to Exhibit 16.1 included with the report on Form 8-K dated June 20, 2006.
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SIGNATURES

Pursuant to the requirements of section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the Registrant has
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 2" day of April, 2007.

REGISTRANT

CIMETRIX INCORPORATED

By:/S/ Robert H. Reback

Robert H. Reback
President and Chief Executive Officer
(Principa Executive Officer)

By:/S/ Dennis P. Gauger

Dennis P. Gauger
Chief Financial Officer
(Principa Financial and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signature Title Date

/S/ Robert H. Reback President, Chief Executive Officer and Director April 2, 2007
Robert H. Reback (Principal Executive Officer)

/S Dennis P. Gauger Chief Financial Officer April 2, 2007
Dennis P. Gauger (Principa Financial and Accounting Officer)

/Sl Scott C. Chandler Director April 2, 2007
Scott C. Chandler

/S/ C. Alan Weber Director April 2, 2007
C. Alan Weber

/S/ Michael B. Thompson Director April 2, 2007

Michael B. Thompson
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
of Cimetrix Incorporated
Salt Lake City, Utah

We have audited the consolidated balance sheet of Cimetrix Incorporated and subsidiaries as of December 31, 2006, and the
related consolidated statements of operations, stockholders' equity (deficit), and cash flows for the year ended December 31, 2006.
These consolidated financial statements are the responsibility of the Company’ s management. Our responsibility isto express an
opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonabl e assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on atest 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 audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Cimetrix Incorporated and subsidiaries as of December 31, 2006, and the results of their operations and their cash flows for the
year ended December 31, 2006, in conformity with U.S. generally accepted accounting principles.

/sl H1& ASSOCIATES, LLC
HJ & ASSOCIATES, LLC

Salt Lake City, Utah
March 27, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
of Cimetrix Incorporated

We have audited the consolidated balance sheets of Cimetrix Incorporated and subsidiaries as of December 31, 2005, and the
related consolidated statements of operations, stockholders' equity (deficit), and cash flows for the years ended December 31, 2005
and 2004. These consolidated financial statements are the responsibility of the Company’ s management. Our responsibility isto
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on atest 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,
aswell as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Cimetrix Incorporated and subsidiaries as of December 31, 2005, and the results of their operations and their cash flows for the
years ended December 31, 2005 and 2004, in conformity with U.S. generally accepted accounting principles.

/Sy TANNERLC
TANNERLC

Salt Lake City, Utah
March 24, 2006
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CIMETRIX INCORPORATED AND SUBSIDIARIES
Consolidated Balance Sheets

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable, net
Inventories
Prepaid expenses and other current assets
Total current assets

Property and equipment, net
Intangible assets, net
Goodwill

Other assets

LIABILITIESAND STOCKHOLDER'SEQUITY

Current liabilities:
Accounts payable
Accrued expenses
Deferred revenue
Current portion of notes payable — related parties, net
Current portion of notes payable, net
Total current liabilities

Long-term liabilities:
Notes payable — related parties, net
Notes payable, net
Total long-term liabilities

Total liabilities
Commitments and contingencies
Stockholders’ equity:
Common stock; $.0001 par value, 100,000,000 shares authorized, 31,952,432 shares issued
Additiona paid-in capital
Treasury stock, at cost

Accumulated deficit
Total stockholders' equity

See accompanying notes to consolidated financial statements
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December 31,

2006 2005
$ 313,000 $ 778,000
1,337,000 1,289,000
11,000 —
45,000 61,000
1,706,000 2,128,000
177,000 189,000
563,000 894,000
64,000 64,000
28,000 20,000
$ 2,538,000 $ 3,295,000
$ 153,000 $ 162,000
378,000 269,000
614,000 405,000
— 199,000
25,000 502,000
1,170,000 1,537,000
154,000 —
292,000 —
446,000 —
1,616,000 1,537,000
3,000 3,000
31,753,000 31,440,000
(49,000)  (49,000)
(30,785,000) (29,636,000)
922,000 1,758,000
$ 2,538,000 $ 3,295,000




CIMETRIX INCORPORATED AND SUBSIDIARIES
Consolidated Statements of Operations

Years Ended December 31,

2006 2005 2004
Revenues:
New software licenses $ 2,783,000 $ 2,649,000 $ 2,841,000
Software license updates and product support 1,095,000 1,098,000 902,000
Total software revenues 3,878,000 3,747,000 3,743,000
Professional services 1,678,000 923,000 799,000
Total revenues 5,556,000 4,670,000 4,542,000
Operating costs and expenses:
Cost of revenues 2,275,000 1,539,000 1,338,000
Sales and marketing 1,234,000 1,028,000 948,000
Research and devel opment 1,037,000 1,153,000 718,000
Genera and administrative 1,686,000 1,350,000 1,016,000
Depreciation and amortization 432,000 191,000 131,000
Total operating costs and expenses 6,664,000 5,261,000 4,151,000
Income (loss) from operations (1,108,000) (591,000) 391,000
Other income (expense):
Interest income 26,000 42,000 12,000
Interest expense (72,000) (165,000) (269,000)
Gain on extinguishment of debt — 8,000 22,000
Other income (expense) 5,000 — 8,000
Total other expense, net (41,000) (115,000) (227,000)
Income (loss) before income taxes (1,149,000) (706,000) 164,000
Provision for income taxes — — —
Net income (loss) $(1,149,000) $ (706,000) $ 164,000

Income (loss) per common share;
Basic

$  (0.04)

$ (0.02) $ 0.01

Diluted $ (0.04) $ (0.02) $ 0.01
Weighted average number of shares outstanding:

Basic 31,927,000 30,458,000 27,730,000

Diluted 31,927,000 30,458,000 28,311,000

See accompanying notes to consolidated financial statements
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Balance, January 1, 2004

Common stock issued for cash

Common stock issued upon
exercise of stock options

Purchase and cancellation of
treasury stock

I ssuance of common stock
warrants attached to senior
notes

Options and warrants issued for
services

Net income

Balance, December 31, 2004

Common stock issued for cash

Common stock issued upon
exercise of warrants

Cashless exercise of warrants

I ssuance of common stock in
business acquisition

Options and warrants issued for
services

Net loss

Balance, December 31, 2005

Stock—based compensation

I ssuance of common stock
warrants attached to senior
notes

Net loss

Balance, December 31, 2006

CIMETRIX INCORPORATED AND SUBSIDIARIES
Consolidated Statements of Stockholders’ Equity (Deficit)
Y ears Ended December 31, 2006, 2005 and 2004

Additional
Treasury Stock Common Stock Paid-in Accumulated
Shares Amount Shares Amount Capital Deficit Total
25000 $ (49,000) 27,652,246 $3,000 $ 28,634,000 $ (29,094,000) $ (506,000)
— — 400,000 — 140,000 — 140,000
— — 11,446 — 6,000 — 6,000
— — (219,375) — (77,000) — (77,000)
— — — — 46,000 — 46,000
— — — — 29,000 — 29,000
— — — — — 164,000 164,000
25,000 (49,000) 27,844,317 3,000 28,778,000 (28,930,000) (198,000)
— — 2,500,000 — 2,000,000 — 2,000,000
— — 88,000 — 31,000 — 31,000
— — 125,779 — — — —
— — 1,394,336 — 627,000 — 627,000
— — — — 4,000 — 4,000
— — — — — (706,000)  (706,000)
25,000 (49,000) 31,952,432 3,000 31,440,000 (29,636,000) 1,758,000
— — — — 280,000 — 280,000
— — — — 33,000 — 33,000
— — — — — (1,149,000)  (1,149,000)
25,000 $ (49,000) 31,952,432 $3,000 $ 31,753,000 $ (30,785,000) $ 922,000

See accompanying notes to consolidated financial statements
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CIMETRIX INCORPORATED AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Cash flows from operating activities:
Net income (l0ss)

Adjustments to reconcile net income (l0ss) to net cash provided by (used in)

operating activities:
Depreciation and amortization
Provision for doubtful accounts
Option and warrants issued for services
Stock-based compensation
Amortization of bond discount
Gain on extinguishment of debt
(Increase) decrease (net of acquisition) in:
Accounts receivable
Inventories
Prepaid expenses and other current assets
Increase (decrease) in:
Accounts payable
Accrued expenses
Deferred revenue

Net cash provided by (used in) operating activities
Cash flows from investing activities:

Purchase of property and equipment

Acquisition of business

Net sales of marketable securities

Net cash provided by (used in) investing activities
Cash flows from financing activities:

Payments of debt

Proceeds from the sale of common stock

Net cash provided by (used in) financing activities

Net decrease in cash and cash equivaents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Years Ended December 31,
2006 2005 2004

$(1,149,000) $ (706,000) $ 164,000

432,000 191,000 139,000
(15,000) 60,000 (100,000)
— 4,000 29,000
350,000 — —
20,000 38,000 39,000
(8,000) (8,000) (22,000)
(33,000) 186,000 (138,000)
(11,000) — 7,000
16,000 3,000 5,000
(33,000) 3,000 (53,000)
39,000 (29,000) 106,000

209,000 (143,000) (14,000)

(183,000) (401,000) 162,000

(65,000)  (144,000) (65,000)
— (665,000)

234,000

(65,000) (809,000) 169,000

(217,000)  (911,000)  (992,000)
— 2,031,000 140,000

(217,000) 1,120,000 (852,000)

(465,000) (90,000)  (521,000)
778,000 868,000 1,389,000

$ 313000 $ 778000 $ 868,000

See accompanying notes to consolidated financial statements




CIMETRIX INCORPORATED AND SUBSIDIARIES
Notesto Consolidated Financial Statements
Y ears Ended December 31, 2006, 2005 and 2004

Note 1. Organization and Significant Accounting Policies

Organization — Cimetrix Incorporated, a Nevada corporation, and its subsidiaries (Cimetrix or the Company) are primarily
engaged in the development and sale of open architecture, standards-based, personal computer software for controlling machine tools,
robots, electronic equipment, and communication products that allow communication between equipment on the factory floor and host
systems, and semiconductor connectivity products that connect new semiconductor tools to each other and to host systems.

Principles of Consolidation — The consolidated financia statements include the accounts of Cimetrix Incorporated and its
wholly owned subsidiaries, Cimetrix Europe, Inc. and Cimetrix Data Management Solutions, Inc. All significant inter-company
accounts and transactions have been eliminated in consolidation.

Cash and Cash Equivalents — The Company considers all investments purchased with original maturities of three months
or less to be cash equivalents. Cash equivalents were $0 and $659,000 as of December 31, 2006 and 2005, respectively. Cash was
$313,000 and $119,000 as of December 31, 2006 and 2005, respectively. As of December 31, 2006, the Company had $170,000 of
cash and cash equivalents that was federally insured. All remaining amounts of cash and cash equivalents exceed federally insured
limits.

Accounts Receivable — Trade receivables are carried at original invoice amount less an estimate made for doubtful
accounts. The Company offers credit terms on the sale of its products to a majority of its customers and requires no collateral from
these customers. The Company performs ongoing credit evaluations of its customers’ financial condition and maintains an allowance
for doubtful accounts based upon historical collection experience and expected collectibility of al accounts receivable. The
Company’s alowance for doubtful accounts, which is determined based on historical experience and a specific review of customer
balances, was $99,000 and $114,000 as of December 31, 2006 and 2005, respectively. Trade receivables are written off when deemed
uncollectible. Recoveries of trade receivables previously written off are recorded as income when received.

I nventories — Inventories, consisting of certain product licenses resold with the Company’s products, are stated at the lower
of cost or market, with cost determined on afirst-in, first out (FIFO) method.

Softwar e Development Costs — The Company accounts for its software development costs in accordance with FAS 86,
Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed (as amended). Costs incurred prior to the
establishment of technological feasibility, including costs of planning, designing, coding and testing are expensed as incurred. The
Company has determined that technological feasibility for its software products is reached shortly before the products are released in
their final form. Costsincurred after technological feasibility is established have not been material, and, accordingly, the Company
has expensed all research and devel opment costs when incurred. Accordingly, no software development costs were capitalized during
the years ended December 31, 2006, 2005 and 2004.
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Amortization of capitalized software development costs is provided on a product-by-product basis at the greater of the
amount computed using (@) the ratio of current gross revenues for a product to the total of current and anticipated future gross
revenues or (b) the straight-line method over the remaining estimated economic life of the product. Software costs are carried at the
unamortized cost or net realizable value. Net realizable value is reviewed on an annual basis after assessing potential sales of the
product in that the unamortized capitalized cost relating to each product is compared to the net realizable value of that product and any
excessiswritten off.

Resear ch and Development - Research and devel opment expenses include direct costs for wages, benefits, materials, and
education of technical personnel and are expensed as incurred for software that has not achieved technological feasibility. The
Company also expenses hardware design and prototype expenses as incurred as research and devel opment costs.

Patents and Copyrights - The Company has obtained a patent related to certain technology. In addition, the Company has
registered most of its software system products with the Copyright Office of the United States, and will continue to timely register any
updates to current products or any new products. Generally, other than the patent and the copyright registrations, the Company relies
on confidentiality and nondisclosure agreements with its employees and customers, appropriate security measures, and the encoding of
its software in order to protect the proprietary nature of its technology. No cost has been capitalized with respect to the patent.

Property and Equipment — Property and equipment are stated at cost |ess accumulated depreciation and amortization.
Depreciation expense is computed using the straight-line method over the estimated useful lives of the assets ranging from one to
seven years. The cost of leasehold improvementsis amortized using the straight-line method over the shorter of the estimated life of
the asset or the expected term of the related lease. Depreciable lives by asset group are as follows:

Equipment 2—7years
Office equipment and software 1—7years
Furniture and fixtures 5— 10 years
L easehold improvements 7 years
Automobiles 5years

Maintenance and repairs are charged to costs and expenses asincurred. The cost and accumulated depreciation of property
and equipment sold or otherwise retired are removed from the accounts and any related gain or loss on disposition is reflected in net
income or loss for the period.

I ntangible Assets — Intangible assets include the costs to obtain the Company’s AART and SDI SECS/GEM technology
and intangible assets acquired in the 2005 acquisition of EFS Solutions, Inc. Intangible assetsthat are determined to have finite lives
are amortized over their estimated useful livesto the Company. The amortization lives of definite-lived assets are as follows:

Technology 10 years
Customer relationships 5years
Covenant not to compete 2 years
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Goodwill — Goodwill, representing the excess of the purchase price of EFS Solutions, Inc. over the fair value of the
identifiable net assets acquired, is not amortized but tested for impairment annually or when events or circumstances indicate that the
carrying value may not be recoverable. The Company performs the annual assessment of goodwill in the fourth quarter.

Impairment of Long-Lived Assets — The Company periodically reviews its long-lived assets, including definite-lived
intangible assets, for impairment when events or changes in circumstances indicate that the carrying value of an asset may not be
recoverable. The Company evaluates, at each balance sheet date, whether events and circumstances have occurred which indicate
possible impairment. The carrying value of along-lived asset is considered impaired when the anticipated cumulative undiscounted
cash flows of the related asset or group of assetsisless than the carrying value. In that event, aloss is recognized based on the amount
by which the carrying value exceeds the estimated fair market value of the long-lived asset. No impairment loss was recognized
during the years ended December 31, 2006, 2005 and 2004.

Revenue Recognition — The Company derives revenues from two primary sources, software and professional services.
Software revenues are reported in two categories, the sale of new software licenses and software license updates and product support.
The Company has “ off-the-shelf” software packages in the machine control and communications product lines. Machine control
products include items such as CODE 6.0, CIM Control, and CIMulation. Communications products include items such as CIM 300,
CIMConnect and CIMPortal. New software licenses include the sale of software development kits as well as the runtime license fees
associated with deployment of the Company’s software products. Software license updates and product support are typically annual
contracts with customers that are paid in advance, which provides the customer access to new software rel eases, maintenance rel eases,
patches and technical support personnel. Professional service sales are derived from the sale of services to design, develop and
implement custom software applications.

Before the Company recognizes revenue, the following criteria must be met:

1) Evidence of afinancial arrangement or agreement must exist between the Company and its customer. Purchase orders
and signed OEM contracts are two examples of items accepted by the Company to meet this criterion.

2) Delivery of the products or services must have occurred. The Company treats either physical or electronic delivery as
having met this requirement. It isthe policy of the Company to provide its customers a 30-day right to return. However,
because the amount of returns has been insignificant, the Company recognizes revenue immediately upon the shipment
of the product. If the number of returns were to increase, the Company would establish a reserve based on a percentage
of salesto account for any such returns.

3) The price of the products or servicesis fixed and measurable.
4) Collectibility of the saleis reasonably assured and receipt is probable. Collectibility of asale is determined on a
customer-by-customer basis. Typically the Company sellsto large corporations which have demonstrated an ability to

pay. If itisdetermined that a customer may not have the ability to pay, revenueis deferred until the payment is
collected.
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The software component of the Company’s productsis an integral part of its functionality. As such, the Company applies the
provisions of the American Ingtitute of Certified Public Accountants (“AICPA™) Statement of Position (“SOP”) 97-2, Software
Revenue Recognition as modified by SOP 98-9.

The Company’s products are fully functional at the time of shipment. The software components of the Company’s products
do not require significant production, modification or customization. As such, revenue from product salesis recognized upon
shipment provided that the criteria outlined above are met.

Revenue related to servicesis recognized as services are performed if there is not an extended contract related to such
services. If the services are provided pursuant to a contract that extends over a period of time, the revenue from services is recorded
ratably over the contract period.

If asaleinvolves abundled package of new software licenses, software license updates and product support, and professional
services, then revenue isfirst alocated to software license updates and product support and professional service obligations at fair
market value, and the remaining amount is applied to new software license revenue. Assuming all of the above criteria have been met,
revenue from the new software license portion of the package is recognized upon shipment. Revenue from material software license
updates and product support contracts is recognized ratably over the term of the contract, which is generally 12 months. Revenue
from professional servicesis recognized as services are performed. Standard payment terms for sales are net 30 days for salesin the
United States and net 45 to 60 days for foreign customers. On occasion, extended payment terms will be offered. If the Company
provides payment terms greater than 90 days and collection is not reasonably assured, then revenues are generally recognized as
payments are received.

Income Taxes — As part of the process of preparing consolidated financial statements, the Company is required to estimate
income taxes in each of the jurisdictionsin which it operates. This processinvolves estimating the Company’s actual current income
tax exposure together with assessing temporary differences resulting from differing treatment of items for income tax and financial
accounting purposes. These temporary differences result in deferred tax assets and liabilities, the net amount of which isincluded in
the Company’ s consolidated balance sheet. When appropriate, the Company records a valuation allowance to reduce its deferred tax
assets to the amount that the Company believes is more likely than not to be realized. Key assumptions used in estimating a valuation
allowance include potential future taxable income, projected income tax rates, expiration dates of net operating loss and tax credit
carryforwards, and ongoing prudent and feasible tax planning strategies. At December 31, 2006, the Company had fully reduced its
net deferred tax assets by recording a valuation allowance of $11,770,000. If the Company were to determine that it would be able to
realize its deferred tax assets in the future in excess of the net recorded amount, an adjustment to reduce the valuation allowance
would increase income in the period such determination was made.

Advertising Costs — Advertising costs, including trade show participation, newsletters, press releases and sales literature,

are expensed as incurred, and totaled $78,000, $110,000, and $78,000 for the years ended December 31, 2006, 2005 and 2004,
respectively.
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Earnings (L oss) Per Common Share — The computation of basic earnings (loss) per common share is based on the
weighted average number of shares outstanding during each year.

The computation of diluted earnings per common share is based on the weighted average number of shares outstanding
during the year plus the common stock equivalents which would arise from the exercise of stock options and warrants outstanding
using the treasury stock method and the average market price per share during the year. Options and warrants to purchase 4,581,750,
6,093,250, and 6,527,000 shares of common stock were outstanding at December 31, 2006, 2005, and 2004, respectively. No options,
warrants or restricted stock awards were included in the 2006 and 2005 computation of weighted average number of shares because
the effect would have been antidilutive. The 2004 computation of weighted average number of sharesincluded the dilutive effect of
580,000 options and warrants.

Concentration of Credit Risk — Financial instruments that potentially subject the Company to concentration of credit risk
consist primarily of trade receivables. Inthe normal course of business, the Company provides credit terms to its customers.
Accordingly, the Company performs ongoing credit evaluations of its customers and maintains allowances for possible |osses which,
when realized, have been within the range of management’ s expectations.

The Company maintains its cash in bank deposit accounts and brokerage investment accounts. At times, the bank deposits
may exceed federally insured limits and the brokerage investment accounts are not insured. The Company has not experienced any
losses in such accounts and believesit is not exposed to any significant credit risk in its cash deposits.

Use of Estimates — The preparation of the consolidated financial statementsin conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Recent Accounting Pronouncements — The FASB hasissued Financial Interpretation No. 48, Accounting for Uncertainty
in Income Taxes— An Interpretation of FASB Statement No. 109 (FIN 48). FIN 48 clarifies the accounting for uncertainty in income
taxes recognized in an enterprise’ s financial statementsin accordance with FASB Statement No. 109, Accounting for Income Taxes.
FIN 48 also prescribes a recognition threshold and measurement standard for the financial statement recognition and measurement of a
tax position taken or expected to be taken in atax return. In addition, FIN 48 provides guidance on derecognition, classification,
interest and penalties, accounting in interim periods, disclosure and transition. The Company adopted FIN 48 on January 1, 2007, and
the provisions of FIN 48 will be applied to all tax positions upon initial adoption of this standard. Only tax positions that meet the
more-likely-than-not recognition threshold at the effective date may be recognized or continue to be recognized upon adoption of FIN
48. The cumulative effect of applying the provisions of FIN 48, if any, will be reported as an adjustment to the opening balance of
retained earnings for the year ending December 31, 2007. The Company has not yet determined the financial statement impact of
adopting FIN 48.
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The FASB hasissued SFAS Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans. This new standard will require employersto fully recognize the obligations associated with single-employer
defined benefit pension, retiree healthcare and other postretirement plansin their financial statements. The new standard was effective
as of the end of fiscal years ending after December 15, 2006 for companies with publicly traded securities. The Company adopted
SFAS No. 158 on December 31, 2006, with no material impact on the consolidated financial statements of the Company since the
Company currently does not sponsor defined benefit pension or postretirement plans within the scope of the standard.

The FASB hasissued SFAS Statement No. 157, Fair Value Measurements. This new standard provides enhanced guidance
for using fair value to measure assets and liabilities, and requires expanded information about the extent to which companies measure
assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements on earnings.
The standard applies whenever other standards require (or permit) assets or liabilities to be measured at fair value. Under the new
standard, fair value refersto the price that would be received to sell an asset or paid to transfer aliability in an orderly transaction
between market participants in the market in which the reporting entity transacts. The standard clarifies the principle that fair value
should be based on the assumptions market participants would use when pricing the asset or liability. The new standard is effective
for financial statementsissued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years.
Early adoption is permitted. The Company anticipates adopting SFAS No. 157 on January 1, 2008, but is currently unable to
determine the impact of the adoption of the standard on its consolidated financial statements.

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets, which will be effective for
fiscal yearsthat begin after December 15, 2006. This statement amends SFAS 140, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities, a replacement of FASB Statement 125, or SFAS 140, regarding (1) the
circumstances under which a servicing asset or servicing liability must be recognized, (2) the initial and subsequent measurement of
recognized servicing assets and liabilities, and (3) information required to be disclosed relating to servicing assets and liabilities. The
Company does not anticipate adoption of this standard will have a material impact on its consolidated financial statements.

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments, or SFAS 155,
which will be effective for fiscal years that begin after December 15, 2006. This statement amends SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, to narrow the scope exception for interest-only and principal-only strips on debt
instruments to include only such strips representing rights to receive a specified portion of the contractual interest or principal cash
flows. SFAS 155 also amends SFAS 140 to allow qualifying special-purpose entities to hold a passive derivative financial instrument
pertaining to beneficial interests that itself is aderivative financial instrument. The Company does not anticipate adoption of this
standard will have a material impact on its consolidated financial statements.

The FASB hasissued SFAS Statement No. 154, Accounting Changes and Error Corrections. This new standard replaces
APB Opinion No. 20, Accounting Changes, and FASB Statement No. 3, Reporting Accounting Changes in Interim Financial
Satements. Among other changes, SFAS 154 requires that a voluntary change in accounting principle be applied retrospectively with
all prior period financial statements presented on the new accounting principle, unlessit isimpracticable to do so.
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SFAS 154 a'so providesthat (1) a change in method of depreciating or amortizing along-lived non-financial asset be accounted for as
achange in estimate (prospectively) that was effected by a change in accounting principle, and (2) correction of errorsin previously
issued financial statements should be termed a “restatement.” The new standard is effective for accounting changes and correction of
errors made in fiscal years beginning after December 15, 2005. Early adoption of this standard is permitted for accounting changes
and correction of errors madein fiscal years beginning after June 1, 2005. The adoption of SFAS No. 154 by the Company on
January 1, 2006 did not have an impact on the consolidated financial statements of the Company for the year ended December 31,
2006.

Comprehensive I ncome (L oss) — The only component of comprehensive income (1oss) in 2006, 2005 and 2004 was net
income (l0ss).

Reclassifications — Certain amountsin the consolidated financial statements for the years ended December 31, 2005 and
2004 have been reclassified to conform to the presentation used in the year ended December 31, 2006. In particular, in the current
fiscal year, the Company has reclassified certain of its revenues and operating costs from categories previously used in its consolidated
statements of operations to new categories that the Company believes are more consistent with industry practice.

The following tables summarize the amounts in the consolidated statements of operations as previously reported and as
reclassified:

Years Ended December 31,

AsPreviously Reported: 2005 2004
Sales:
Software $2,340,000 $2,631,000
Services and support 1,969,000 1,701,000
Related party software 309,000 210,000
Related party services and support 52,000 —
Total net sales 4,670,000 4,542,000
Costs and expenses.
Cost of sales 875,000 844,000
Genera and administrative 1,480,000 1,247,000
Selling, marketing and customer support 1,693,000 1,182,000
Research and devel opment 1,153,000 978,000
Provision for doubtful accounts 60,000 (100,000)
Total costs and expenses 5,261,000 4,151,000
Income (loss) from operations $ (591,000) $ 391,000
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Years Ended December 31,

As Reclassified: 2005 2004
Revenues:
New software licenses $2,649,000 $2,841,000
Software license updates and product support 1,098,000 902,000
Total software revenues 3,747,000 3,743,000
Professional services 923,000 799,000
Total revenues 4,670,000 4,542,000
Operating costs and expenses:
Cost of revenues 1,539,000 1,338,000
Sales and marketing 1,028,000 948,000
Research and devel opment 1,153,000 718,000
Genera and administrative 1,350,000 1,016,000
Depreciation and amortization 191,000 131,000
Total operating costs and expenses 5,261,000 4,151,000
Income (loss) from operations $ (591,000) $ 391,000

The reclassifications did not change total revenues or total operating costs and expenses, but only individual categories within
these sections of the consolidated statements of operations. The reclassifications did not have an impact on net loss or |oss per
common share. Related party revenues are disclosed in Note 17, Related Party Transactions.

Note 2 — Stock-Based Compensation

In May 2006, the Company’s shareholders approved the combined amendment and restatement of the Cimetrix Incorporated
1998 Incentive Stock Option Plan and the Cimetrix Incorporated Director Stock Option Plan as the Cimetrix 2006 Long-Term
Incentive Plan (the “Plan”). In addition to stock options, the Plan authorizes the grant of stock appreciation rights, restricted stock
awards, and other stock unit and equity-based performance awards.

Prior to January 1, 2006, as permitted under Statement of Financial Accounting Standards (“SFAS’) No. 123, the Company
accounted for its stock option awards following the recognition and measurement principles of Accounting Principles Board (“APB”)
No. 25, Accounting for Stock Issued to Employees, and related interpretations. Accordingly, no stock-based compensation expense
was reflected in the Company’ s consolidated statements of operations as all options granted had an exercise price equal to or greater
than the market value of the underlying common stock on the date of grant and the related number of shares granted was fixed at that
time.

In December 2004, the Financial Accounting Standards Board (“FASB") issued SFAS No.
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123(R), Share Based Payments. This statement revised SFAS No. 123 by eliminating the option to account for employee stock
options under APB No. 25 and reguires companies to measure the cost of employee services received in exchange for awards of equity
instruments based on the grant-date fair value of those awards and to recognize the compensation expense over the requisite service
period during which the awards are expected to vest.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R) using the
modified prospective application method. Under this transition method, the Company recorded compensation expense on a straight-
line basis for the year ended December 31, 2006, for: (a) the vesting of options granted prior to January 1, 2006 (based on the grant-
date fair value estimated in accordance with the original provisions of SFAS No. 123, and previously presented in the pro-forma
footnote disclosures), and (b) stock-based awards granted subsequent to January 1, 2006 (based on the grant-date fair value estimated
in accordance with the provisions of SFAS No. 123(R)). In accordance with the modified prospective application method, results for
the years ended December 31, 2005 and 2004 have not been restated.

The stock-based compensation expense for the year ended December 31, 2006 has been all ocated to the various categories of
operating costs and expensesin amanner similar to the allocation of payroll expense as follows:

Cost of revenues $ 16,000
Sales and marketing 55,000
Research and devel opment 50,000
Genera and administrative 229,000
Total stock-based compensation expense realized and increase in net loss $ 350,000
Impact on basic loss per common share $ (0.01)
Impact on diluted loss per common share $ (0.02)

There was no stock compensation expense capitalized during the year ended December 31, 2006.

During the year ended December 31, 2006, options to purchase 1,010,500 shares of the Company’s common stock were
issued to the Company’ s employees and directors, with exercise prices ranging from $0.32 to $0.57 per share.
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The following table summarizes the stock option activity during 2006:

Weighted Weighted Average
Average Remaining Agoregate
Options Exercise Price Contract Term Intrinsic Value
Outstanding at January 1, 2006 5,551,500 $ 0.77
Granted 1,010,500 0.41
Exercised — —
Expired (1,521,500) 1.29
Forfeited (925,000) 0.61
Outstanding at December 31, 2006 4,115,500 0.53 320 $ —
Options vested and exercisable at December 31, 2006 2,450,958 0.59 248 $ —

The aggregate intrinsic value in the preceding table represents the total pretax intrinsic value, based on the Company’s
closing stock price of $0.30 as of December 29, 2006, which would have been received by the holders of in-the-money options had the
option holders exercised their options as of that date.

During the year ended December 31, 2006, the Company entered into employment agreements with officers providing for the
grant of restricted stock awards for atotal of 765,000 shares of the Company’s common stock, with vesting periods ranging from one
to four years. The grant-date fair value of these restricted stock awards was estimated on the effective date of the employment
agreements with the compensation expense amortized over the vesting period of the restricted stock awards. The issuance of the
shares was approved by the Board of Directors and shares issued subsequent to December 31, 2006; consequently, aliability of
$70,000 representing the 2006 vested portion of the compensation for the restricted stock awards was recorded and included in
accrued expenses at December 31, 2006.

As of December 31, 2006, the total future compensation cost related to non-vested stock-based awards not yet recognized in
the condensed consolidated statements of operations was $716,000, and the weighted average period over which these awards are
expected to be recognized was 2.05 years.

Under the modified prospective method, results for prior periods have not been restated to reflect the effects of implementing
SFAS No. 123 (R). Thefollowing pro-formainformation is presented for comparative purposes and illustrates the effect on net loss
and net loss per common share for the years ended December 31, 2005 and 2004, as if the Company had applied the fair value
recognition provisions of SFAS No. 123 to stock-based compensation prior to January 1, 2006:
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Y ears Ended December 31,

2005 2004
Net income (loss) as reported $ (706,000) $ 164,000
Deduct:
Total stock-based employee compensation expense determined under fair
value based method for all awards (275,000) (294,000)
Pro forma net loss $ (981,000) $ (130,000)

L oss per share:

Basic — as reported $ (002) $ (001)
Basic — pro forma $ (003 $ —
Diluted — as reported $ (002) $ (001)
Diluted — pro forma $ (0.03) $ —

Note 3: Acquisition of EFS Solutions, Inc.

On October 3, 2005, the Company, Cimetrix Merger Corporation, a Nevada corporation and wholly owned subsidiary of the
Company (“Cimetrix Merger”), EFS Solutions, Inc., a privately owned corporation (“EFS’), and the shareholders of EFS entered into
an Acquisition Agreement and Agreement of Plan of Merger (the “Merger Agreement”), providing for the acquisition of 100% of the
outstanding common shares of EFS by the Company, pursuant to the merger of EFSinto Cimetrix Merger. EFS provides specialty
engineering servicesto semiconductor companies. EFS has been integrated into the Company’ s recently formed Global Services Data
Management Solution Center where it is expected that this strategic acquisition will add services revenue and profitability to the
Company. Subsequent to the acquisition of EFS, Cimetrix Merger changed its name to Cimetrix Data Management Solutions, Inc.

On October 4, 2005, the Company completed the acquisition and paid approximately $1,241,000 in total consideration to the
shareholders of EFS pursuant to the terms of the Merger Agreement, had transaction costs and recorded a deferred tax liability
resulting from the difference in the book and tax basis of the assets acquired as follows:

Cash $ 614,000
I ssuance of 1,394,336 shares of common stock of the Company valued at $.45 per share 627,000
Transaction costs 66,000
Deferred tax liahility 464,000
Total $1,771,000
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The following table summarizes the estimated fair values of the assets acquired at the date of the acquisition:

Accounts receivable $ 454,000
Property and equipment 6,000
Intangible assets:
Customer relationships 356,000
Covenant not to compete 427,000
Goodwill 528,000
Total $1,771,000

Asaresult of recording the deferred tax liability in the EFS acquisition, $464,000 of the valuation allowance recorded against
the Company’s net deferred tax assets was reduced. The Company subsequently reduced the value assigned to the goodwill recorded
in the EFS acquisition by the $464,000 amount of the reduction in the valuation allowance, resulting in goodwill of $64,000 recorded
in the transaction.

The results of EFS operations have been included in the consolidated financial statements of the Company since October 4,
2005.

Note 4: Accounts Receivable

Accounts receivable consist of the following:

December 31,
2006 2005
Trade receivables $1,436,000 $1,403,000
Less alowance for doubtful accounts (99,000) (114,000)

$1,337,000 $1,289,000
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Note5: Property and Equipment

Property and equipment consist of the following:

December 31,
2006 2005

Software development costs $ 464,000 $ 464,000
Equipment 455,000 430,000
Office equipment and software 438,000 430,000
Furniture and fixtures 208,000 208,000
L easehold improvements 95,000 89,000
Automobiles 52,000 52,000

1,762,000 1,673,000
Less accumulated depreciation and amortization (1,585,000) (1,484,000)

$ 177,000 $ 189,000

Depreciation and amortization expense for the years ended December 31, 2006, 2005 and 2004 was $101,000, $73,000 and
$67,000, respectively.

Note 6: Intangible Assets and Goodwill

Intangible assets subject to amortization consist of the following at December 31.

2006

Gross Carrying Accumulated Net Carrying
Value Amortization Value
Technology $ 1091000 $ 955000 $ 136,000
Customer relationships 356,000 89,000 267,000
Covenant not to compete 427,000 267,000 160,000

$ 1874000 $ 1311000 $ 563,000

2005

Gross Carrying Accumulated Net Carrying
Value Amortization Value
Technology $ 1,091,000 $ 909,000 $ 182,000
Customer relationships 356,000 18,000 338,000
Covenant not to compete 427,000 53,000 374,000

$ 1874000 $ 980,000 $ 894,000
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The amounts for customer relationships and covenant not to compete were recorded in connection with the 2005 acquisition
of EFS (Note 2).

Goodwill of $64,000 also originated in the acquisition of EFS, and is not amortized but tested periodically for impairment.

Amortization expense was $331,000, $118,000 and $47,000 for the years ended December 31, 2006, 2005 and 2004,
respectively.

The estimated future annual amortization expense for identifiable intangible assetsis as follows:

2007 $278,000
2008 118,000
2009 113,000
2010 54,000

$563,000

Note 7: Accounts Payable and Accrued Expenses

Accounts payable consist of the following:

December 31,
2006 2005
Trade $ 90,000 $ 98,000
Related parties 63,000 64,000

$153,000 $162,000

Accrued expenses consist of the following:

December 31,
2006 2005
Accrued sadaries and wages $153,000 $134,000
Accrued vacation $120,000 104,000
Accrued payroll taxes 26,000 17,000
Accrued interest payable 9,000 14,000
Restricted stock payable (Note 2) $ 70,000 —

$378,000 $269,000
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Note 8: Lease Obligations

The Company leases certain office space under noncancel able operating lease agreements. Future minimum |lease payments
required under operating leases are as follows:

Year ending December 31,

2007 $167,000
2008 50,000
$217,000

Rental expense for the years ended December 31, 2006, 2005 and 2004 under operating leases was $177,000, $121,000,
$111,000, respectively.

Note9: Senior Notes Payable
The Company’s Senior Notes payable consisted of the following:

Related Party:

December 31,
2006 2005

Senior Notes, unsecured, with interest at 8% payable semiannually on April 1

and October 1, 2007 and 2008, maturing September 30, 2008, payable to

officers, employees, or their affiliates $ 163,000 $ —
Senior Notes, unsecured, with interest at 12% payable semiannually on April 1

and October 1, 2005 and 8% payable semiannually on April 1, and October

1, 2006, maturing September 30, 2006, payable to officers, employees, or

their affiliates — 203,000
Less discount (9,000) (4,000)
Tota 154,000 199,000
Less current portion — 199,000
Long-term portion $154000 $ —
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Other:

December 31,
2006 2005

Senior Notes, unsecured, with interest at 8% payable semiannually on April 1

and October 1, 2007 and 2008, maturing September 30, 2008 $ 308,000 $ —
Senior Notes, unsecured, with interest at 12% payable semiannually on April 1

and October 1, 2005 and 8% payable semiannually on April 1, and October

1, 2006, matured September 30, 2006 25,000 500,000
Senior Notes, unsecured, with interest at 12% payable semiannually on April 1

and October 1 of each year, matured September 30, 2005 — 10,000
L ess discount (16,000 ) (8,000)
Total 317,000 502,000
Less current portion 25,000 502,000
Long-term portion $292,000 $ —

At December 31, 2006, there were warrants issued to the Senior Note holders to purchase atotal of 266,250 common shares
of the Company at an exercise price of $0.35 per share. The warrants expire on September 30, 2008 (Note 18). The value of the
warrants has been recorded as a reduction of the principal amount of the Senior Notes and an increase to additional paid-in capital.
This discount is accreted and recognized as interest expense over the remaining life of the Senior Notes.

The Senior Notes of $25,000 maturing on September 30, 2006 and shown as outstanding on December 31, 2006 have been or
will be paid subsequent to December 31, 2006 as the required documentation is received from the holders.

In August and September 2005, holders of Senior Notes exercised warrants to purchase atotal of 599,250 common shares of
the Company at an exercise price of $0.35 per share, for total consideration of $210,000. Of this consideration, $31,000 was paid in
cash for 88,000 common shares and $179,000 was paid through the surrender to the Company by the Note Holders of 385,471 shares
with a current market value of $179,000 in a“cashless’ warrant exercise for 511,250 common shares. The net result was an increase
in the number of common shares outstanding of 213,779 shares, with no gain or loss recorded by the Company for these transactions.
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During the quarter ended September 30, 2006 the Company closed an offer to extend the maturity date of the Senior Notes
due September 30, 2006. The Company offered to extend the maturity date to September 30, 2007 of either 50% or 100% of the
outstanding principal amount of the Senior Notes and extend the expiration date to September 30, 2007 of all warrants to purchase
shares of the Company’s common stock that were issued in connection with the Senior Notes of those holders el ecting to extend the
maturity date of the Senior Notes. The holders of Senior Notes totaling $471,000 (including $163,000 of related party debt) elected to
extend the maturity date, and holders of Senior Notes totaling $161,000 (including $20,000 of related party debt) elected to continue
with the existing maturity date of September 30, 2006.

Asmore fully discussed in Note 18, the Company closed an offer to extend the maturity date of the Senior Notes due
September 30, 2007 and the expiration date of the related warrants to September 30, 2008.

Note 10: Stockholders Equity

In January 2005, the Company sold 2,500,000 shares of its common stock in a private placement to two entities at a price of
$0.80 per share, for total proceeds of $2,000,000. No commissions or payments were made to underwriters or agents out of the
proceeds.

Note 11: Income Taxes

The benefit (provision) for income taxes is different than amounts which would be provided by applying the statutory federal
income tax rate to (loss) income before income taxes for the following reasons:

Years Ended December 31

2006 2005 2004

Income tax benefit (provision) at statutory rate $391,000 $240,000 $(62,000)

Meals and entertainment (6,000) (5,000) (5,000)
Research and development credit 80,000 348,000 —
Stock-based compensation (95,000) — —

Other 3,000 18,000 (1,000)
Change in vauation allowance (373,000) (601,000) 68,000
$ — 3 — 3 —
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Deferred tax assets (liabilities) are comprised of the following:

December 31
2006 2005
Deferred tax assets:
Net operating loss carryforwards $ 9,019,000 $ 8,760,000
Asset impairment 1,415,000 1,844,000
Depreciation and amortization 395,000 178,000
Allowance for doubtful accounts 37,000 42,000
Accrued expenses 71,000 39,000
Deferred income 229,000 151,000
Inventory reserve 49,000 49,000
Capital loss carryover — 9,000
Research and development credits 799,000 718,000
12,014,000 11,790,000
Less valuation allowance (11,770,000) (11,397,000)
Net deferred tax assets 244,000 393,000
Deferred tax liabilities:
Accounts receivable (85,000) (127,000)
Intangible assets (159,000) (266,000)

(244,000) _ (393,000)

Net deferred taxes $ —  $ —

At December 31, 2006, the Company has a net operating loss carryforward available to offset future taxable income of
approximately $24,000,000, which will begin to expirein 2007. If substantial changes in the Company’s ownership should occur,
there would also be an annual limitation of the amount of the net operating loss carryforward which could be utilized.

Note 12: Supplemental Cash Flow Information
During the year ended December 31, 2006:
e  The Company acquired property and equipment through accounts payable of $24,000.
e  The Company recorded a discount for warrants attached to senior notes in the amount of $33,000.

During the year ended December 31, 2005:

e The Company increased other assets and decreased prepaid assets and other current assets by $20,000.
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e  The Company acquired property and equipment through accounts payable of $30,000.

e Inthe EFS acquisition (See Note 2) the Company issued shares of its common stock valued at $627,000, paid cash and
transaction costs of $665,000, had accounts payable of $15,000 for transaction costs at December 31, 2005, and recorded a
deferred tax liability of $464,000 to purchase accounts receivable of $454,000, property and equipment of $6,000, intangible
assets of $783,000 and goodwill of $528,000.

e The Company decreased the valuation allowance recorded against deferred tax assets and decreased goodwill by $464,000.
During the year ended December 31, 2004:

e  The Company purchased and cancelled 219,375 shares of common stock valued at $77,000 through a reduction of accounts
receivable.

e  The Company recorded adiscount for warrants attached to senior notes in the amount of $46,000.

e The Company recorded deferred compensation as a reduction of additional paid-in capital for warrants in the amount of
$19,000.

e The Company wrote off accounts receivable of $21,000 against the allowance for doubtful accounts.

Years Ended December 31
2006 2005 2004

Cash paid for interest $ 56,000 $169,000 $222,000

Cash paid for income taxes $ — $ — 3 —

Note 13: Major Customers

During 2006 and 2005, no customer accounted for 10% or more of the Company’ stotal revenues. During 2004, one
customer accounted for $489,000, or 11%, of the Company’ s total revenues.

Export sales to unaffiliated customers were approximately $1,899,000, $1,772,000, and $2,044,000 in 2006, 2005 and 2004,
respectively.

During 2006 and 2005, the Company had no export sales to countries which exceeded 10% of net sales. During 2004, export
sales to Germany and Switzerland were 11% and 12% of total revenues, respectively.

F-26




Note 14: Employee Benefit Plan

The Company has a defined contribution retirement savings plan, which is qualified under Section 401(K) of the Internal
Revenue Code. The plan provides retirement benefits for employees meeting minimum age and service requirements. Participants
may contribute up to the maximum amounts allowed under the Internal Revenue Code.

The Company will match 50% of the employees’ contribution up to a maximum of 2% of the employees’ annual pay.
Participants vest in the employers’ contribution over afive-year period. For the years ended December 31, 2006, 2005 and 2004, the
Company contributed approximately $33,000, $42,000, and $31,000, respectively, to the plan.

Note 15: Fair Value of Financial Instruments

The Company’ s financial instruments consist of cash and cash equivalents, receivables, payables, and notes payable. The
carrying amount of cash and cash equivalents, receivables and payables approximates fair value because of the short-term nature of
these items. The carrying amount of the notes payable approximates fair value as the individual borrowings bear interest at rates that
approximate market interest rates for similar debt instruments.

Note 16: Commitmentsand Contingencies
Product Warranties

The Company provides certain product warranties to customers including repayment or replacement for defect in materials
and workmanship of hardware products. The Company also warrants that software and firmware products will conform to published
specifications and not fail to execute the Company’ s programming instructions due to defects in materials and workmanship. If the
Company is unableto repair or replace any product to a condition warranted within a reasonable time, the Company will provide a
refund to the customer. As of December 31, 2006, 2005, and 2004, no provision for warranty claims has been established since
historically any amounts expended in connection with warranties has not been material. Management believes that any allowance for
warranty would be immaterial to the financial condition of the Company.

Legal Matters

Asyst Technologies, Inc. has made claims in correspondence to the effect that certain of the Company’ s products may
infringe its proprietary rights, including claims as to which Asyst has a European patent but does not yet have a United States patent.
The Company believes that it does not infringe any such proprietary rights, that any patent rights Asyst does have are either invalid or
unenforceable, that a United States patent is not likely to issue due to prior art and that, even should a patent issue, the Company’s
products would not infringe. Should any litigation ensue, the Company intends to vigorously defend itself.
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Note 17: Related Party Transactions

During the year ended December 31, 2006, the Company had revenues totaling $312,000 to two customers that are also
stockholders of the Company. The Company had accounts receivable from these two customers totaling $29,000 at December 31,
2006.

During the year ended December 31, 2005, the Company had revenues totaling $361,000 to two customers that are also
stockholders of the Company. The Company had accounts receivable from these two customers totaling $29,000 at December 31,
2005.

During the year ended December 31, 2004, the Company had revenues of $210,000 to a corporation that is a stockholder of
the Company. The Company had accounts receivable from this corporation of $37,000 at December 31, 2004.

As of December 31, 2006 and 2005, the Company had Senior Notes payable of $163,000 and $203,000, respectively, to
holders who were officers, employees or their affiliates (see Notes 9 and 18). During the years ended December 31, 2006, 2005 and
2004, the Company paid interest expense of $15,000, $24,000 and $24,000, respectively, to these related parties.

As of December 31, 2006, accrued expenses included an obligation of $70,000 for the issuance of restricted stock awards to
officers of the Company (see Notes 2 and 7).

During the year ended December 31, 2005, the Company paid services of $18,000 to companies owned by members of the
Company’s board of directors.

Note 18: Subsequent Events

During March 2007, the Company closed an offer to extend the maturity date of the Senior Notes due September 30, 2007.
The Company offered to extend the maturity date to September 30, 2008 of all the outstanding principal amount of the Senior Notes
held by each holder and extend the expiration date to September 30, 2008 of the warrants that were issued in connection with the
Senior Notes. The holders of all Senior Notes elected to extend the maturity date.

Asaresult, Senior Notes totaling $471,000 (including $163,000 of related party debt) have been classified as long-term debt

as of December 31, 2006. In connection with the extension of the maturity date of the Senior Notes, there are now warrants to
purchase 266,250 shares of the Company’s common stock at $0.35 per share expiring September 30, 2008.
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
Cimetrix Incorporated:
We consent to the incorporation by reference in Registration Statement No. 333-118624 on Form S-8 of our report dated March 27,

2007, relating to the consolidated financial statements of Cimetrix, Inc. and subsidiaries appearing in this Annual Report on Form 10-
K of Cimetrix, Inc. and subsidiaries for the year ended December 31, 2006.

/s’HJ & ASSOCIATES, LLC
HJ& ASSOCIATES, LLC

Salt Lake City, Utah
March 27, 2007




Exhibit 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
Cimetrix Incorporated:
We consent to the incorporation by reference in Registration Statement No. 333-118624 on Form S-8 of our report dated March 24,

20086, relating to the consolidated financial statements of Cimetrix, Inc. and subsidiaries appearing in this Annual Report on Form 10-
K of Cimetrix, Inc. and subsidiaries for the years ended December 31, 2005 and 2004.

/STANNER LC
TANNERLC

Salt Lake City, Utah
March 27, 2007




Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13a— 15(¢) OF THE
SECURITIESEXCHANGE ACT OF 1934, ASAMENDED,
ASADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert H. Reback, certify that:
1 | have reviewed this annual report on Form 10-K of Cimetrix Incorporated;

2. Based on my knowledge, this annual report does not contain any untrue statement of amaterial fact or omit to state a
meaterial fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this annual report;

4. The registrant’ s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) for the registrant and have:

@ designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this annual report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this annual report
based on such evaluation; and

(© disclosed in this annual report any change in the registrant’ s internal control over financial reporting that occurred
during the period covered by the annual report that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financia reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent eval uation of internal control over
financial reporting, to the registrant’ s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

€) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’ s ability to record, process, summarize and report financial
information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’ sinternal control over financial reporting.

April 2, 2007 /s Robert H. Reback
(Date) Robert H. Reback
President (principal executive officer)




Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13a— 15(¢) OF THE
SECURITIESEXCHANGE ACT OF 1934, ASAMENDED,
ASADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Dennis P. Gauger, certify that:
1 | have reviewed this annual report on Form 10-K of Cimetrix Incorporated;

2. Based on my knowledge, this annual report does not contain any untrue statement of amaterial fact or omit to state a
meaterial fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this annual report;

4. The registrant’ s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) for the registrant and have:

@ designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this annual report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this annual report
based on such evaluation; and

(© disclosed in this annual report any change in the registrant’ s internal control over financial reporting that occurred
during the period covered by the annual report that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financia reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent eval uation of internal control over
financial reporting, to the registrant’ s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

€) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’ s ability to record, process, summarize and report financial
information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’ sinternal control over financial reporting.

April 2, 2007 /s Dennis P. Gauger
(Date) Dennis P. Gauger,
Chief Financia Officer (principa
financial and accounting officer)




Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the annual report of Cimetrix Incorporated (the “Company”) on Form 10-K for the year ended December
31, 2005, Robert H. Reback hereby certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes -
Oxley Act of 2002, that to the best of his knowledge:

1. Theannua report fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934; and

2. Theinformation contained in the annual report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

April 2, 2007 /s/ Robert H. Reback
(Date) Robert H. Reback
President (principal executive officer)




Exhibit 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the annual report of Cimetrix Incorporated (the “Company”) on Form 10-K for the year ended December
31, 2005, Dennis P. Gauger hereby certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes -
Oxley Act of 2002, that to the best of his knowledge:

1. Theannua report fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934; and

2. Theinformation contained in the annual report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

April 2, 2007 /s Dennis P. Gauger

(Date) Dennis P. Gauger
Chief Financia Officer (principal
financial and accounting officer)
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Company Contact:

David Faulkner

Cimetrix Incorporated
Phone: (801) 256-6500

Fax: (801) 256-6510
dave.faulkner @cimetrix.com

Media & Analysts Contact:
Stew Chalmers

Positio Public Relations
Phone: (408) 453-2400

Fax: (408) 453-2404
stew@positio.com

Cimetrix Announces 2006 Y ear -End Financial Results

SALT LAKE CITY, UT — April 2, 2007 — Cimetrix, Inc. (OTC: CMXX), aleading provider of factory automation software and
solutions for the global semiconductor and el ectronics industries, today reported financial results for the year ended December 31,
2006.

Revenue for the fourth quarter increased 14% compared to the same period in 2005. Total revenue for 2006 increased 19% year-over-
year to $5,556,000. Total operating costs in 2006 increased to $6,664,000 from $5,261,000 in 2005. The Company reported a net loss
of $1,149,000, or $0.04 per basic and diluted share in 2006, compared to a net loss of $706,000, or $0.02 per basic and diluted sharein
2005.

The year-over-year increase in revenue resulted from strong runtime software license sales associated with the shipment of equipment
by the Company’ s equipment supplier customers, combined with across the board increases in professional services projects. The
year-over-year increase in operating expenses was attributable to increased cost of revenues associated with the increase in
professional services revenues, an increase in non-cash depreciation and amortization, which grew to $432,000 in 2006 from $191,000
in the prior year, and a charge of $350,000 during 2006 in non-cash, share-based compensation resulting from the adoption of SFAS
123R on January 1, 2006. Deprecation and amortization increased as a result of the acquisition of EFS Solutions in the fourth quarter
of 2005, while the non-cash share-based compensation expense was not required in prior years. Without the increase in these two non-
cash expenses, the Company’ s operating results would have improved comparatively from 2005.

“Although total revenue increased 19% year-over-year, two primary factors contributed to lower than anticipated results in 2006. First,
the industry adoption of the Interface A standards by leading semiconductor integrated device manufacturers (IDMs) proceeded
slower than anticipated. This resulted in lower than expected revenues for new software licenses. Second, several large end-user
projects were delayed by customers and this resulted in lower than anticipated services revenue from our newly-formed Data
Management Solution Center,” said Bob Reback, president and CEO. “ Our long-term strategy is on track. Today, 50% of the top-tier
semiconductor equipment suppliers worldwide have now selected the CIM Portal ™ product line for Interface A compliance and
Cimetrix is viewed as the leader in semiconductor equipment connectivity. This positions us to receive a future stream of new
software license revenue as IDMs start requiring Interface A on new tool deliveries.”

“Additionally, Cimetrix’s strategy to be the full solution provider to its existing base of semiconductor




equipment supplier customers continues to make progress. In 2006, we achieved a significant increase in services revenue from our
Origina Equipment Manufacturer Solution Center (OEM Solution Center),” said Mr. Reback. “Each of these services projects will
lead to new software license revenue as equipment suppliers begin shipping tools using Cimetrix’ s software that is embedded within
the equipment control system.”

2006 Highlights

e  Strengthened reputation for providing “best-in-class’ products for semiconductor equipment suppliers with introduction of
CIMPortal product line.

e CIMPortal 1.0 released after one year of use in fab production environments.

e Received Semiconductor International magazine's Editor’s Choice Best Product Award, joining CIMConnect™ and
CIM300™ in Cimetrix’s family of award-winning connectivity products.

e Achieved new milestone with ten of the top 20 semiconductor 300mm equipment suppliers worldwide adopting
Cimetrix connectivity products.

e Expanded Global Services capabilities to provide better factory automation and outsourcing with new OEM Solution Center.

e Launched new Data Management Solution Center, which we anticipate will leverage Cimetrix’s leadership with equipment
suppliersinto new end user market opportunities.

Outlook for 2007

Industry analysts have estimated that the semiconductor equipment market will be flat to negative in 2007 as semiconductor
chipmakers digest capital purchases made in 2006. However, Cimetrix is projecting a double-digit increase in year-over-year revenue
asits growth initiatives gain momentum. The Company has a corporate goal to post positive EBITDA on aquarterly basisin 2007.
“While the overall semiconductor capital equipment industry may be flat year-over-year, we expect to have another year of revenue
growth,” said Mr. Reback. “We entered the year with a strong backlog of professional services projects and a number of customer
programs that will begin to ship in volume after the successful completion of development projects. We also expect continued growth
in the Interface A marketplace where we have a leadership position, particularly as chipmakers begin more comprehensive
implementation of this new standard.”

About Cimetrix Incorporated

Cimetrix designs, develops, markets and supports factory automation software for the global semiconductor and electronicsindustries.
Cimetrix’s connectivity software allows equipment manufacturers to quickly implement the SECS/GEM standards, with over 10,000
connections shipped worldwide. It also provides solutions to meet the 300mm SEMI communications standards, with OEM customer
instalations in all major 300mm fabs, and products designed for the new Interface A standards. Cimetrix’s PC-based motion control
software is used by leading equipment manufacturers for demanding robotic applications. Cimetrix provides total solutionsfor its
customers with engineering services and passionate technical support. Major products include CIMConnect™, CIM300™, CIM Portal
and CODE™ (Cimetrix Open Development Environment). For more information, please visit www.cimetrix.com.

Safe Harbor Statement:

The matters discussed in this news rel ease include forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Statements about the Company’ s prospects for future growth
and results of operations are forward-looking statements. The comments made by the Company’ s senior management in regards to
future revenue and results are based on current expectations and involve risks and uncertainties that may adversely affect expected
results including but not limited to capital expenditures by semiconductor chip manufacturers, market acceptance of the Company’s




products, the timing and degree of adoption of Interface A by the semiconductor industry, the ability of the Company to control its
costs associated with providing products and services, the mix between products and services (which generally have higher associated
costs of revenue) provided by the Company, the competitive position of the Company and its products, which include CODE,
CIMConnect, CIM300 and CIMPortal product families, the economic climate in the markets in which the Company’ s products are
sold, technological improvements, and other risks discussed more fully in filings by the Company with the Securities and Exchange
Commission. Many of these factors are beyond the control of the Company. Referenceis made to the Company’s most recent filing
on Form 10-K, which further details such risk factors.

HH#H




CIMETRIX INCORPORATED AND SUBSIDIARIES
Consolidated Balance Sheets

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable, net
Inventories
Prepaid expenses and other current assets
Total current assets

Property and equipment, net
Intangible assets, net
Goodwill

Other assets

LIABILITIESAND STOCKHOLDERS EQUITY

Current liabilities:
Accounts payable
Accrued expenses
Deferred revenue
Current portion of notes payable — related parties, net
Current portion of notes payable, net
Total current liabilities

Long-term liabilities:
Notes payable — related parties, net
Notes payable, net
Total long-term liabilities

Total liabilities
Commitments and contingencies
Stockholders’ equity:
Common stock; $.0001 par value, 100,000,000 shares authorized, 31,952,432 shares issued
Additional paid-in capital
Treasury stock, at cost
Accumulated deficit

Total stockholders' equity

December 31,

2006 2005
$ 313,000 $ 778,000
1,337,000 1,289,000
11,000 —
45,000 61,000
1,706,000 2,128,000
177,000 189,000
563,000 894,000
64,000 64,000
28,000 20,000
$ 2,538,000 $ 3,295,000
$ 153,000 $ 162,000
378,000 269,000
614,000 405,000
— 199,000
25,000 502,000
1,170,000 1,537,000
154,000 —
292,000 —
446,000 —
1,616,000 1,537,000
3,000 3,000
31,753,000 31,440,000
(49,000) (49,000)
(30,785,000) (29,636,000)
922,000 1,758,000
$ 2,538,000 $ 3,295,000




CIMETRIX INCORPORATED AND SUBSIDIARIES
Consolidated Statements of Operations

Years Ended December 31,

2006 2005 2004

Revenues:

New software licenses $ 2,783,000 $ 2,649,000 $ 2,841,000

Software license updates and product support 1,095,000 1,098,000 902,000

Total software revenues 3,878,000 3,747,000 3,743,000

Professional services 1,678,000 923,000 799,000

Total revenues 5,556,000 4,670,000 4,542,000
Operating costs and expenses:

Cost of revenues 2,275,000 1,539,000 1,338,000

Sales and marketing 1,234,000 1,028,000 948,000

Research and devel opment 1,037,000 1,153,000 718,000

General and administrative 1,686,000 1,350,000 1,016,000

Depreciation and amortization 432,000 191,000 131,000

Total operating costs and expenses 6,664,000 5,261,000 4,151,000
Income (loss) from operations (1,108,000) (591,000) 391,000
Other income (expense):

Interest income 26,000 42,000 12,000

Interest expense (72,000) (165,000) (269,000)

Gain on extinguishment of debt — 8,000 22,000

Other income (expense) 5,000 — 8,000

Total other expense, net (41,000) (115,000) (227,000)
Income (loss) before income taxes (1,149,000) (706,000) 164,000
Provision for income taxes — — —
Net income (loss) $(1,149,000) $ (706,000) $ 164,000
Income (loss) per common share:

Basic $ (0.04) $ (0.02) $ 0.01

Diluted $ (0.04) $ (0.02) $ 0.01
Weighted average number of shares outstanding:

Basic 31,927,000 30,458,000 27,730,000

Diluted 31,927,000 30,458,000 28,311,000




