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We have made statements under the captionk Fistors," "Management's Discussion and Analysimancial Condition and Results of
Operations," "Business" and in other sections isf form 10-K that are forward-looking statementsutan identify these statements by
forward-looking words such as "may," "will," "exggc'intend,” "anticipate,” "believe," "estimatélan," "could," "should" and "continue"
or similar words. These forward-looking statemengs/ also use different phrases. We have based fibves&rd-looking statements on our
current expectations and projections about futuemes. Examples of forward-looking statements idelatatements about: projections of our
future results of operations or of our financiahdition; deployment, capabilities and uses of aadpcts; product development and product
innovations; the importance of proteomics as a nfajcus of biology research; the ability of our gucts to enable proteomics research; the
expansion of our product portfolio and sales foom#laborations and partnerships; establishmeBiafarker Discovery Centers; securing
commercial rights to biomarkers discovered at aontarker Discovery Centers; expansion of our ietlial property portfolio; and
anticipated trends in our business. These statesnaeatsubject to risks and uncertainties whichadcoalise actual results to differ materially,
including the risks set forth under the captionsiRractors" in this Form 10-K and the risks outlirie our other filings with the SEC. We
believe it is important to communicate our expectes to our investors. However, there may be evientise future that we are not able to
accurately predict or that we do not fully contifedt could cause actual results to differ matsrititbm those expressed or implied in our
forward-looking statements. The Company does ndéettake any obligation to update forward-lookirgtasients.

ITEM 1. BUSINESS



Overview

We develop, manufacture and market our Prota® System using patented Surface Enhanced Lassorption/lonization ("SELDI")
technology. The ProteinChip System enables pralisicovery, characterization and assay developnogmtavide researchers with a better
understanding of biological functions at the pnoteivel. Protein characterization is the deterniamadf the detailed identity of a protein,
including its sequence as predicted by the cormdipg gene and any chemical modifications introduager the protein is produced. Assay
development is the simplification and optimizatifra set of procedures to develop a method for tifyarg a specific protein. Our
ProteinChip System is a novel, enabling tool ingheerging field of protein-based biology reseakrigwn as proteomics. While recent
technological advances in DNA tools have substiytidianged the field of genomics, the absencenabéng protein analysis tools has
limited progress in proteomics research. Proteomiogides a direct approach to understanding theeafoproteins in the biology of disease,
monitoring disease progression and the therapeffécts of drugs. We believe proteomics will be @anfocus of biological research by
enhancing the researcher's understanding of getidn and the molecular basis of disease. In M¥91we commercially launched our
current ProteinChip System, Series PBS II.

Ciphergen Biosystems, Inc. was originally inmmated in California on December 9, 1993 underctrporate name Abiotic Systems. In
March 1995, we changed our corporate name to GgineBiosystems and in June 2000, we reincorporatBalaware.

Industry Background

Genes are the hereditary coding system ofdigrganisms. Genes encode proteins that are rebpof cellular functions. The study of
genes and their functions has led to the discooEnew targets for drug development. The majorftdraig targets are proteins, such as
receptors, hormones and enzymes. Although genaati@mss researchers to identify drug targets, itsdoet
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provide complete information on how these targetefion within an organism. Industry sources estintlaat within the human genome there
are approximately 30,000 genes. The initial stmgctf a protein is determined by a single gene.firta structure of a protein is frequently
altered by interactions with additional genes at@ins. These subsequent modifications result mdreds of thousands of different proteins.
In addition, proteins may interact with one anotteeiorm complex structures that are ultimatelypmssible for cellular functions.

Genomics allows researchers to establish taéarship between gene activity and disease. Hewexany diseases are manifested not at
the genetic level, but at the protein level. Thmptete structure of modified proteins cannot bedsined by reference to the encoding gene
alone. Thus, while genomics provides some inforomadéibout diseases, it does not provide a full wstdeding of disease processes.

The Relationship Between Proteins and Diseases

The entire genetic content of any organismykmas its genome, is encoded in strands of decosytibleic acid, or DNA. Cells perform
their normal biological functions through the geo@tstructions encoded in their DNA, which resultghe production of proteins. The
process of producing proteins from DNA is knowrgase expression or protein expression. Differeircéiging organisms result from
variability in their genomes, which can affect teeels of gene expression. Each cell of the orgamzgpresses only approximately 10% to
20% of the genome. The type of cell determines whienes are expressed and the amount of a partgrotein produced. For example, liver
cells produce different proteins from those produog cells found in the heart, lungs, skin, etat&ns play a crucial role in virtually all
biological processes, including transportation stalage of energy, immune protection, generatiehteansmission of nerve impulses and
control of growth.

Diseases may be caused by a mutation of athahalters a protein, the gene's level of progsjoression or changes to the protein after
gene expression. These alterations interrupt thmaldalance of proteins and create disease synsptarrotein biomarker is a protein that
is present in a greater or lesser amount in a skisstate versus a normal condition. By studyingigba in protein biomarkers, researchers
may identify diseases prior to the appearance p$iphl symptoms. Researchers identify proteinshieyr tmolecular weight. In addition,
researchers can utilize protein biomarkers to iflenew disease pathways to be used as drug tafgestsase pathways are groups of
interacting proteins that lead to disease if any @nmore of the proteins is altered. Historicalpsearchers discovered protein biomarkers
byproduct of basic biological disease researchs Ths resulted in the validation by researcheappfoximately 200 protein biomarkers that
are being used in commercially available clinidalgshostic products. The development of new diago@sbducts has been limited by the
complexity of disease states, which may be causetiaracterized by several or many interactingginst Diagnostic products that are
limited to the detection of a single protein magkighe ability to detect more complex diseases,thnd produce results that are unacceptable
for practical use. Recently, the National Instisuté Health, or NIH, has recognized the importamicgrotein biomarkers in overcoming this
problem and their usefulness in the developmentwf diagnostic and therapeutic products. The Nisidsiablished a grant program (The
Early Detection Research Network) to fund the discyp and clinical validation of new protein biomark.

Limitations of Available Technologies for ProteosmiResearch

Efforts to understand biology and to improve thiagnosis, monitoring and treatment of diseaage been dramatically enhanced thro



advancements in modern genomic technologies. Timmsdechnologies have formed the basis for theldpueent of new analytical tools,
which are primarily directed at DNA and genomic lgsis, but are not applicable to protein researcproteomics. These new tools have
accelerated the ability to sequence and analyzbuhmn genome. Historically, researchers usedlgefrephoresis as a primary tool for
sequencing DNA. Gel electrophoresis

measures how far a DNA fragment migrates througltptires of gels in response to an applied elefatit over a fixed time interval.
Electrophoresis is a time-consuming, manual protessequires large amounts of pure DNA to beuls&he development of polymerase
chain reaction, or PCR, allowed researchers to iynpl produce multiple copies of a fragment of BNResearchers could then enhance the
signal of trace amounts of DNA from an unprocedsietbgical sample, such as tissue or blood, tovallwhere measurement was possible.
Successive advances in technologies have prodastst fautomated sequencing machines and newbabigd technologies. These new
technologies have dramatically improved the thrqugland accuracy of DNA analysis. In addition, thasw technologies have reduced ¢

by increasing automation and reducing necessaoy.lab

Although recent technological advances havetied genomics, there have been fewer signifieaivences in proteomics. While DNA |
been relatively simple to study because of its edsketection and linear structure, protein analysis been a far more difficult challenge.
goal of proteomics is to determine the structurm famction of proteins. Researchers use technigues) as tagging, amplification and
sequencing to analyze DNA, but researchers carsethese techniques effectively to study protéihese techniques can change the
structure of proteins and may change their charatits or function, which would limit researcheability to identify and analyze samples. In
addition, these techniques do not allow researdioarsonitor or study how proteins interact, ordentify which proteins interact together, to
perform biological functions.

Currently, researchers perform proteomics mebeasing gel electrophoresis and other proteiifipation and analysis products. These
tools require substantial, labor-intensive sampéparation processes to enable researchers toqga@tough purified proteins before
identification and analysis can occur. In addititiese tools must be operated by researchers whitantial technical expertise. As a result,
proteomics research has not advanced at a rateacahip to that of genomics. New tools are needatate specifically designed to allow
researchers to analyze proteins to enable protemarker discovery, to fully understand biologipathways and function, and ultimately to
accelerate the discovery of new drugs and clirda@gnostics.

The Ciphergen Solution

We develop, manufacture and market our ProtamSystem using patented SELDI technology. Thedmi€hip System enables protein
biomarker discovery, characterization and assagldpment. Our ProteinChip System integrates theskepys of proteomics research on a
single, miniaturized biochip. Our ProteinChip Systecorporates patented Surface-Enhanced Lasermtasulonization, or SELDI,
technology on the surface of a disposable chipclvhllows researchers to capture and analyze peotigiectly. Our ProteinChip System
enables rapid, reproducible, on-chip protein exgiogsand protein analysis from complex biologiahples, such as whole blood, tissue or
saliva, without separation, tagging and amplifizatprocesses and with minimal prior purificatioEL®I enables protein detection and
quantification by reducing signals from unwanteonbolecules that would otherwise obscure the measemeresults.

We believe our ProteinChip System enables rekees to identify and quantify proteins by direailecular weight detection and
measurement. Researchers can add chemicals or esagrany step during the process to greatly erehtwecdetailed knowledge gained fr
a set of experiments. We believe the integratiotne$e processes enables a researcher to ramdiyver, characterize and assay proteins
directly from biological samples, providing a notethnique for protein discovery and analysis camgbéo currently available methods. We
believe our ProteinChip System can enable protsearch in the following areas:

Differential Protein ExpressionOur ProteinChip System is designed to enable byjolegearchers to rapidly conduct studie
differential protein expression. Differential primt@xpression is the comparison of proteins exgeb s different, usually
related, biological

samples, such as blood serum from a diseased ddivand blood serum from an individual withouttttisease. The
differences include both differences in the idéssipf the collection of proteins present in thegkes, and differences in the
amounts of a particular protein present in bothgdam Proteins that are either present in one saarpl absent in the other, or
present at different relative levels in both sars@lee potential protein biomarkers of the diseBagher research may validate
the use of potential protein biomarkers for thegdisis of the disease or as targets for the disg@mfedrugs to treat the
disease. In addition, the information derived fronn ProteinChip System enables scientists to coenganetic message
information derived from DNA biochips, or miniataeid chips containing DNA, to protein information,arder to better defir



protein function. Expression studies and protestalery that previously were impossible to condudbok months or years
can be performed on our ProteinChip System in dayven hours. By quickly analyzing statisticaligrsficant numbers of
samples, biomarker candidates can be validateckadResers can use quantitative assays of proteiredaped from differential
protein expression to diagnose and monitor disease.

Protein CharacterizationOnce a potential protein biomarker is identifiedisaal next step is the characterization of the
protein. Protein characterization is the procesgetérmining the identity of the protein and/or rettdéerizing aspects of its
physical structure. Using our ProteinChip Systeiololgy researchers can purify a rare protein froonwale biological sample
in hours, a process that required days or weekstvéatlitional methods. Researchers can then daterthe identity of the
protein. This process can involve, for exampleedrining a fragment pattern for the protein (prastijdor example, by
treatment with enzymes) with our ProteinChip Systand comparing this pattern with fragment pattefngroteins identified
in publicly available protein and genomic databaBased on this comparison, the researcher maplbda@identify the
protein in the database that corresponds to thergwpntal protein. Identifying a protein can pravithe researcher with
information useful in understanding the biologytld sample being studied. Identifying the gene framich the protein
originates can provide useful structural or proiressiformation. Also, researchers can characteaggeects of the physical
structure of a protein using our ProteinChip systemerform enzymatic-, chemical- or antibody-bakeests or assays. Such
assays may reveal, for example, whether the protsroeen modified after production. Protein modifon can indicate
changes in protein function, which may be importarthe particular disease under study.

Quantitative Assay of Proteins and Protein Inteiats. Once a protein biomarker has been identified ardattierized, the
researcher may want to develop assays based @nateén. One such assay is the routine detectigheoprotein and
determination of its amount in a sample. This dgiantitative assay. It is useful, for example,isgdostic assays for the
severity or stage of a disease. Another assayeistaf protein interactions between the biomaeket other proteins. This as:
is useful in tests of the biological function oétprotein which may be important for its role isefise. This assay is also useful
in drug discovery to identify drug candidates tin&erfere with protein interaction. Our ProteinClipstem enables the
researcher to perform quantitative and proteirrauiion assays by selecting a limited number ofrébal or biochemical
surfaces and optimizing the conditions for a patéictype of assay. We believe assay simplificatidhspeed functional
validation of discovered biomarkers for both diagfimand drug discovery applications. Currentlgearchers take many
weeks or months to accomplish this process usingarttional technologies. We believe our ProteinGaghnology can
reduce this process to days or even hours.

Our Market Opportunity

There are several types of research laboratthat perform proteomics research and developridéatelieve our ProteinChip System can
enable proteomics research in the following markets

Basic Biology ResearctBasic biology research laboratories focus on thdysbf general biological processes and the
understanding of the molecular basis of diseasererare over 320,000 scientists from academic aadrgment research
institutions pursuing this research worldwide. Mokthe techniques used by researchers in badiegyioesearch to study
proteins are labor intensive or have limited anedytcapabilities. We believe that the ease ofarsproblem-solving
versatility of our ProteinChip System may enabl@daists to perform proteomics research at therkstations in the
laboratory.

Clinical Research and Diagnostic€linical research is focused on associating clirdéisease symptoms to changes in certain
proteins in the disease state versus in the natatd. In doing so, researchers seek to identifgnbrkers, many of which are
proteins, that can be used to diagnose diseadgs&sgess treatment response and monitor treapnegitess. Currently,
physicians pursuing clinical research lack a flexilintegrated, standardized tool to perform prot@omarker discovery. We
believe that our ProteinChip System may enablearekers to rapidly discover protein biomarkers &ndevelop these
biomarkers into clinical diagnostic tests.

Pharmaceutical Research and Developmehturrent bottleneck in drug development is secondareening, during which
drug lead candidates are validated by researclsérg agomplex biological assays in which markersused to assess biologi
responses to varying compounds, dose levels arditmrs. Current assay systems often have pooiifspsg are usually
labor intensive and require substantial developrtier®. In addition, over 50% of drug developmeriufg@s now occur in
toxicology, or the study of the negative or harn#tfects of a drug, in which the availability ofafisl data is hampered by
similar issues. We believe a lack of protein bidkeas currently limits the ability of researchersatiequately evaluate drug
target function, cell pathway analysis and toxigidal and therapeutic effects throughout the drexgetbpment process. V



believe our ProteinChip System can substantiallyrove preclinical development and clinical tridleetiveness by greatly
expanding the use of protein biomarkers.

Business Strategy

We intend to establish our ProteinChip Systsrtha enabling technology platform for protein béwker discovery and proteomics resez
in the basic biological research, clinical reseamnti diagnostics, and pharmaceutical drug discoaedydevelopment markets. Key elements
of our strategy are to:

Accelerate Awareness and Acceptance of Our ProtéemSystemWe intend to focus on expanding the installed lodiseir
ProteinChip System with leading academic, governpmrarmaceutical and clinical research laborasaidepromote awarene
and acceptance of our technology. In addition, ileswpport the use of our ProteinChip System tigtoaustomer education
and training as well as customer collaborationsd¢oease the applications and use of our Protem@hiays. Further, we
intend to pursue commercialization of our produlestsugh our own sales and marketing organizatioriéarth America and
Europe and through distributors in other partdhefworld, including through our joint venture wBlumitomo Corporation in
Japan.

Expand Product Development and InnovatiaMe intend to expand the scope of our product plastfiy continuously
developing new products and applications baseduof®mteinChip technology. We believe that by exjiag the applications
of our technology and products and increasing flueictionality, we will promote the use and acceptof our ProteinChip
System by biology researchers. The ProteinChipymisdwe are currently attempting to develop inclodet generation
products to further automate the protein analysisgss, high performance proteomics systems and owonpact versions of
our proteomics systems that can be used by resmarichthe laboratory.

Establish Biomarker Discovery Centers™e intend to continue establishing Biomarker DismgvCenters directly and
through partnerships to foster further adoptioowf products and technology as an industry standfsiedbelieve that our
Biomarker Discovery Centers may accelerate biomatliszovery and validation in both pharmaceuticalpddiscovery,
toxicology and clinical trials, and in clinical e=rch laboratories. We plan to deploy the protatygfeour next-generation
ProteinChip System to maintain a technological athge in our Biomarker Discovery Centers. In additwe intend to obtain
commercial rights related to biomarkers discovénenlir Biomarker Discovery Centers.

Expand Our Intellectual Property PortfolidNe include many issued, allowed and pending patamtie SELDI technology
and the ProteinChip System in our current patertfgdim and we intend to expand this portfolio ieveral areas of technology
related to our business, including applicationSBEDI technology and biomarker discoveries. Weridt® continue to
develop our proprietary technologies and propnetafrastructure in support of our existing SELBthnology and
ProteinChip System. In addition, we intend to depaiew surface chemistries for our ProteinChip ysr&nhancements to ¢
ProteinChip Readers and advancements in our agalysi database ProteinChip Software, in orderdadam the range of
applications and opportunities that researchersadadness. We intend to continue to license andiextgchnologies from
others that complement our core capabilities aotept our proprietary technologies with patents tnade secrets.

Our ProteinChip Technology

Our ProteinChip technology is based on SELDliclw combines laser-based molecular weight deteetith the use of a chemically or
biochemically active chip array surface construdtech proprietary-treated metal. Our ProteinChighteology enables researchers to apply a
crude biological sample, such as whole blood sutis directly to the surface of a ProteinChip ArfElyese ProteinChip Arrays are designed
to select desired proteins from the sample thrafihity capture, which employs chemical processelkiochemical targets such as recept
antibodies or DNA probes. Researchers then wasl tvearemainder of the unused sample with a vanégplutions with varying stringent
conditions, depending on the type of test perforridéis enhances the signal of the proteins of @stieon the chip by reducing signals from
unwanted biomolecules that would otherwise obstheeneasurement results. The purified sample proteimain evenly distributed on the
surface of the ProteinChip Array. This even disttibn allows the researcher to accurately measuigjaantify the proteins.

The researcher then places the ProteinChipyAnra specially developed laser-based, molecutdaght detection analyzer, or ProteinChip
Reader. The ProteinChip Reader uses a laser bediesse the retained proteins from the Protein@hipy surface. The ProteinChip Rea
accelerates the retained proteins and guides theuagh a flight tube under vacuum to a detectoe fiftme of this flight is directly related to
the exact molecular weight of each protein. Thiecpss allows the molecular weight of a sample pratebe determined by the researcher.
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The researcher generates protein expressidiegrby examining the samples collected with diéfe affinity-based ProteinChips or
different stringency washes and collecting therimfation under the different conditions. Using ouwntBinChip System, researchers can
compare protein expression profiles from differgainples, such as disease versus normal statessptal dlifferences in the proteins
expressed. Proteins that are differently express#tk disease versus normal state may be newpfpaltg relevant protein biomarkers.
Researchers can then process proteins of intemestip to:

obtain sequence identification;

detect secondary modifications of proteins;

identify protein interactions; and

guantitatively measure protein concentrations.
Our ProteinChip System

In May 1999, we commercially launched our cottferoteinChip System, Series PBS II. Our Proteip@ystem, Series PBS I, consists of
disposable ProteinChip Arrays containing chemicdiochemical binding sites on a chip, a ProteipdRéader to read the ProteinChip
Arrays and our proprietary ProteinChip Softwaramalyze and manage protein-based information.

OurProteinChip Arraysare typically used by researchers for protein esgiom profiling, characterization and quantitapretein

interaction applications. Our ProteinChip Arraysisist of a metal surface with multiple sample wallsspots. We treat these spots with our
proprietary coatings that are designed to capterain families of proteins. We can apply singlatomgs to several spots or we can simply
apply multiple types of coatings to spots on on&étnChip Array to create a variety of selectivitynditions. We offer two standard types of
ProteinChip Arrays. One type has ready-to-use ctansurfaces. This type is particularly useful @rfprming differential protein expression.
The other type has preactivated surfaces that mgstuse to make their own customized biochemigéhses. This type is particularly use
in protein interaction studies. We are not requitedustomize our ProteinChip Arrays to meet cligdcifications. Researchers use both 1
of ProteinChip Arrays to perform protein identifiica and characterization.

OurProteinChip Readeis a lasebased, molecular weight detection system desigmedsie with our ProteinChip Arrays. We designed
ProteinChip Reader to be used in the laboratordsjc biology researchers. Our ProteinChip Reagiesists of a nitrogen laser, high-speed
digital electronics, a vacuum system and a stangarsional computer with our proprietary ProteinChgftware for system control and data
analysis.

OurProteinChip Softwarés designed to facilitate system operation by lggleesearchers with no experience in molecularctiere
systems and minimal experience in protein analyi$is. software allows fully automated operationhaf ProteinChip System with graphic
data presentation and analysis readouts in fanfidiranats for the biologist, such as those displaygdel electrophoresis systems. Our
ProteinChip Software enables differential proteipression analysis by automatically comparing pnopeofiles and highlighting differences
in protein expression. Our ProteinChip Softwarevjates researchers with Internet access for rapgisbdae searches, which facilitates protein
identification. Furthermore, our ProteinChip Softevallows researchers to perform quantitative pmdteeraction assays.

Biomarker Discovery Centers

We intend to continue to establish Biomarkesdovery Centers, directly and through partnersaiqsclient relationships, to foster further
adoption of our products and technology as an imgus

standard. We intend to discover and characterimepretein biomarkers from biological samples preddy our future collaborators. We
believe that our Biomarker Discovery Centers mayebarate biomarker discovery and validation in preeutical drug discovery, toxicolo
and clinical trials, and in clinical research ladories. We intend to deploy the prototypes of esott-generation ProteinChip System and
other specialized equipment and software to mairgaechnological advantage in our Biomarker Discp\Centers. In addition, we intend to
obtain commercial rights related to biomarkers aigced in our Biomarker Discovery Centers. We lvelithat biomarkers are patentable.
Biomarker Discovery Centers have established prajactracts with the MD Anderson Cancer Center Rtwstate Cancer Center at Eastern
Virginia Medical School, The Johns Hopkins MediSahool, two commercial biotechnology companiestarmpharmaceutical companies.
These project contracts specify the types of sasrtpiat will be analyzed, outline the work to be eélamd specify a fee for the proje



Our Biomarker Discovery Centers perform agrepdn analysis on customer samples in order toreitleatify or sequence particular
proteins to obtain a probability of match betweaonwn and unknown proteins, or a determination tii@trotein has not been previously
identified. The terms of a project contract inclwile quotation of a fee for a specified analysanpbn a sample of a specified purity or
specified ProteinChip. We cannot currently estinthéecommercial significance of rights to biomagktirat we may acquire. Their value
depends on the significance of the discovery matieintend to be the primary licensee for medicakusf biomarkers discovered under our
project contracts. We expect that our BiomarkeccBigry Centers will extend the analysis capabdlitéour customers, thereby increasing
awareness of the range of our technologies andligéncreasing sales of our ProteinChip System.

We have leased facilities for our Biomarkerddigery Centers in Copenhagen, Denmark, in MalM@emnsylvania, and as part of our
headquarters facility in Fremont, California. Wesddired initial managerial and scientific staff fbese facilities and will evaluate the
establishment of additional Biomarker Discovery teesin the future.

In communications with us, Molecular Analyti&}stems ("MAS") has asserted that the sublicegseaents to the SELDI technology
not extend to our providing services in proteonticeustomers as we currently plan, which is padwfBiomarker Discovery Center
strategy. We believe that the sublicense agreengiengsant us the right to provide services in theanner, and we plan to continue pursuing
our Biomarker Discovery Center strategy as we gitdmresolve our dispute with MAS. However, if,aagesult of litigation, it should be
determined that these activities at our Biomarkisc8very Centers are beyond the scope of the sufdecagreements, we may be required to
cease operation of the Biomarker Discovery Cerdessgnificantly alter their activities.

Sales and Marketing

We have developed a direct sales force worldw@ur sales process involves on-site applicajiwoblem-solving, scientific publications,
product demonstrations, seminars, exhibits, conmestand meetings, word of mouth, direct mail, atising and the Internet. We have
designed our sales process to increase market megsref our ProteinChip System and promote acceptafiour technology as an industry
standard. We initiated our first full commercialitech of the ProteinChip System, Series PBS I, ayMI999. This launch included over 30
exhibitions and trade shows, direct mailings anéxranded demonstration sales program througheutitlited States, Japan and selected
countries in Europe.

Our sales force includes field research s@&sjtmost of whom have Ph.D. degrees in biologyi@chemistry. The primary responsibility
of the field research scientist is to provide solg to biological problems for our customers aalés prospects through applications
development, scientific seminars, joint scientfitblications with customers and product demonstnatiln addition, the field
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research scientists also serve as our primary feglcesentatives for after-sales customer servidaechnical support. We currently have 18
field research scientists in the United States@adada, 12 in Europe and 4 employed by our jointwe in Japan.

We formed Ciphergen Biosystems, K.K. in Japadanuary 1999, as a joint venture with Sumitomgp@ation to distribute our products
in Japan. Sumitomo has a majority ownership irjai venture, with transfer of majority ownershgus to be accomplished, at our option,
on a pre-determined formula basis as early adistegiarter of 2002. The joint venture currentsiien employees, consisting of four field
research scientists, two program managers andaftainistrative and support personnel. The jointwenagreement is for ten years from
January 1999. We invested $315,000 for 30% of CgereBiosystems, K.K. In March 1999, we signedstritiution and marketing
agreement granting Ciphergen Biosystems, K.K. #otusive right to distribute our products in Japanten years, and we were paid
$315,000 by Ciphergen Biosystems, K.K.

We have also established relationships wittridigtors in Korea and Australia to sell and suppaor products in those countries, as well as
New Zealand and Singapo!

Our sales and marketing organization as of ez 31, 2000, including Ciphergen Biosystems, Kdénsisted of 58 employees, 34 of
whom have Ph.D. degrees. We intend to significainttyease the size of our sales and marketing argton over the next 12 months.
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Existing Customers

The following is a partial list of our custorser

Pharmaceutical and Biotechnology Academic and Government




Abbott Laboratories

Abgenix, Inc.

Alkermes, Inc.

Amgen, Inc.

Amylin Pharmaceuticals, Inc.
Antex Biologics, Inc.

AstraZeneca plc

BASF Aktiengeseuschaft

Bayer Pharmaceuticals
Boehringer Ingelheim Pharma KG
Cambridge Antibody Technology Group plc
Cantab Pharmaceuticals plc
Creative Biomolecules, Inc.

Elan Pharmaceuticals Research Corp.
Eli Lilly

GeminX Biotechnologies, Inc.
Genome Therapeutics Corp.
GlaxoWellcome plc

Hisamitsu Pharmaceuticals
Human Genome Sciences, Inc.
Janssen Pharmaceutica NV
Matritech, Inc.

MediGene

Merck & Co., Inc.

Mice & More GmbH & Co. KG
Monsanto-Pharmacia

Novartis Pharmaceuticals A

Novo Nordisk A/S

Parke Davis & Co.

Pfizer Pharmaceuticals

Rhone Poulenc Rorer, Inc.

Roche Vitamins, Inc.

Schering Plough Corp.
SmithKline Beecham plc
Syn-X-Pharma

Tanabe Pharmaceuticals Co., Ltd.
VistaGen, Inc.

Yamanouchi Pharmaceuticals Co., Ltd.
Zeneca Agrochemicals

Brigham and Women's Hospital

British Columbia Cancer Agency
Carnegie Institute of Washington

Chiba University

Cornell Medical School

Dana Farber Cancer Center

Duke Medical School

Emory University

Harvard School of Public Health
Imperial College Prion Unit

Imperial Cancer Research Foundation
Jikei Medical College

John Innes Institute

Johns Hopkins Medical School
Lawrence Livermore National Laboratories
Massachusetts General Hospital
Massachusetts Institute of Technology
MD Anderson Cancer Center

Medical Research Council (Cambridge)
National Cancer Centi

National Cancer Institute, National Institutes afeith
National Institute of Neurolog

Osaka University

Riken Brain Science Institute

Royal Free Hospital School of Medicine
St. Mary's Hospital Medical School
Stanford University

Tulane University Medical Center
University of Arizona

University of British Columbia
University of California Los Angeles
University of Durham

University of East Anglia

University of Maryland

University of Massachusetts

University of Notre Dame

U.S. Army, Medical Research Institute
Veterans Administration Hospital, Loma Linda
Virginia Prostate Center

Wright State Universit

Chiba University, Hisamitsu PharmaceuticalseidMedical College, National Cancer Center, Nadidnstitute of Neurology, Osaka
University, Riken Brain Science Institute, Tanalb@inaceuticals and Yamanouchi Pharmaceuticalsusteroers of our Japanese distribt
Ciphergen Biosystems, K.K. This distributor accadhtor 11% of our revenue in both 1999 and 2000otter customer accounted for more

than 10% of our revenue in 2000 or 1999.
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Research and Development

Our ProteinChip System is a single technoldgyfgrm, which we believe can be easily optimizedudse in multiple markets. This
flexibility allows us to rapidly introduce new ajidtions and products from one field to other fel®ur research and development expenses
were $7.5 million in 2000, $3.1 million in 1999,cafi4.7 million in 1998. The total for 1998 includik.7 million of expenses for stock issued
for research and development services performealksy employee pursuant to a contingent performagoeement as part of the acquisit
of lllumeSys Pacific, Inc. and Ciphergen Technadsgilnc. The total for 2000 includes $521,000 ipemses for stock issued to Stanford
Research Systems as a result of the achievemessedirch and development milestones under a jeirgldpment agreement.

We have ongoing technology development progrfamsur ProteinChip Arrays, materials, surfacerolstries, high-density biochip
formats and manufacturing processes. In applieshrel, we are developing new applications in déffiéial protein expression, quantitative

protein interaction assays and protein charactésiza

Our research and development efforts relateditdroteinChip Readers includes research indkanaation of sample introduction, high-
sensitivity detection, improvement in system regotuand quantitation. In addition, we are devabgpnew SELDIbased accessories for hi
resolution, tandem mass spectrometry, whose catpedilill further enhance our ProteinChip Systt



Manufacturing

We manufacture our ProteinChip Readers andyAiiraour Fremont, California facility. We rely upsuppliers for certain components of
our ProteinChip System, including Stanford Rese&ys$tems, which also performs specified designiees\vfor certain components of our
ProteinChip Reader. We perform final assembly amality control on our ProteinChip Reader at ouiliigc We purchase extruded alumint
for our ProteinChip Arrays from a third-party suippl External vendors etch and base coat our PiGtep Arrays. We apply all chemistries
to the ProteinChip Arrays and perform final quatintrol at our facility. We intend to continue amay expand the subcontracting portions
of our manufacturing processes when we think it le®rages the suppliers' manufacturing expentesfjces costs or improves our ability to
meet customer demand.

Intellectual Property

As of December 31, 2000, we owned, co-ownditensed a patent portfolio of six issued U.S. patand 23 pending U.S. patent
applications, two allowed U.S. patent applicatismell as eleven issued foreign patents, 54 perfdirign patent applications and three
international patent applications filed under tla¢eat Cooperation Treaty. In addition, the pat@piiaations assigned or expected to be
assigned exclusively to us include 13 pending Ppasent applications, two allowed U.S. patent ajgpibms, 40 pending foreign patent
applications and two international patent applaradifiled under the Patent Cooperation Treaty thdeto applications of SELDI technology
for research, diagnostics and drug screening, #s®/& mass spectrometer instrumentation, soévaad chip arrays.

Our subsidiaries, lllumeSys Pacific and Cipleergechnologies, each sublicense from Moleculadysical Systems, Inc., or MAS, the
patents underlying our core SELDI technology. MASKds an exclusive license from Baylor College ofditéne with respect to those pate
The MAS sublicenses provide us with the exclusigbtrunder the Baylor patents to make, use andrssluments, devices and non-drug
consumables for use by customers in the life seietiag discovery and clinical diagnostics labanatoarkets worldwide. The term of each
sublicense is the life of the Baylor patents inheemuntry where we do business or, if no patesiseisn a particular country, April 2013. We
may terminate the sublicenses upon six monthseyadicd MAS may terminate them in the event of

11

our bankruptcy, or if a material breach remainsued following 90 days notice of such breach. W &S a royalty equal to 2% of
revenues we generate related to the sublicengedoyears from the date of first commercial salggh an annual maximum royalty payment
of $500,000 per sublicense. lllumeSys Pacific mgfrst commercial sale on April 1997. Cipherdgechnologies, Inc. has not made a sale.
We have the right to any improvements we makead3BELDI technology.

In June 2000, we received letters from MASgtg that we materially breached the terms of tleS\$ublicenses, and threatening
termination if the alleged breaches are not cué¢e believe that we have not committed a materiehbin of the sublicense agreements. In
July 2000, we commenced litigation to confirm oosgion. In addition, MAS has opposed our applimatior a United States trademark on
the term "SELDI." The specific facts and the staifihese disputes with MAS are more fully desatibethe Risk Factors and Legal
Proceedings sections hereof.

Certain inventions covered by our licenses vadenecloped under a grant from an agency of theedriftates government and, therefore, the
government has a paid-up, non-exclusive, non-temabfe license to those inventions and the righlimited circumstances, to grant a license
to others on reasonable terms. Our business ceutdibmed if the government exercises those rights.

Competition

Although we believe that we are currently tidyaompany selling and delivering products withictegrated separations and molecular
weight detection biochip platform for proteomicsearch, we expect to encounter intense compefittom a number of companies that offer
competing products using alternative technologié¢s.anticipate that competition will come primarifgm companies providing products tl
incorporate established technologies, such aslgetrephoresis, liquid chromatography and masstspeetry.

In order to compete effectively, we will needdemonstrate the advantages of our ProteinChifeysver alternative technologies and
products. We will also need to demonstrate thergiatieeconomic value of our ProteinChip productatiee to these alternative technologies
and products. Some of the companies that provieetproducts include the Applied Biosystems divisibApplera, Amersham Pharmacia
Biotech, BioRad Laboratories, Bruker Daltonics, Biaeger-Manheim, Genomic Solutions, ThermoQuesip8mtion and several smaller
reagent and equipment companies. Our future suedéstepend in large part on our ability to establand maintain a competitive position
with respect to these and future technologies.

We offer proteomics services through our BidmeaDiscovery Centers. Our Biomarker Discovery @emntmay compete with companies in
the proteomics services area. We expect an intcrgasimber of companies to provide proteomics sesvia the future.

In many instances, our competitors have orélle substantially greater financial, technicadgarch, and other resources and larger, mor
established marketing, sales, distribution, andiserorganizations than we do. Moreover, competitoay have greater name recognition



we do, and may offer discounts as a competitivecta©ur competitors may succeed in developing arketing technologies or products that
are more effective or commercially attractive tloam products, or that would render our technologies products obsolete. Also, we may
have the financial resources, technical expertisaarketing, distribution or support capabilitiescompete successfully in the future.

Environmental Matters

International, federal, state and local requiats relating to the discharge of substancedfmt@nvironment, the disposal of hazardous
wastes and other activities affecting the environthmeay have an impact on our manufacturing operatid/e believe that we are in material
compliance with
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applicable environmental laws and regulations. @@ gdcompliance with environmental requirementsiieen accomplished without material
effect on our liquidity or capital resources.

Employees

As of December 31, 2000, we had 114 fule employees worldwide, including 48 in sales araiketing, 36 in research and developrr
15 in manufacturing and 15 in administration. Fftiyr of our employees have Ph.D. degrees in chgmisiology or biochemistry and many
are experts in software and engineering. We ha®eaigaged an additional 18 individuals as indegetncbntractors. Ciphergen Biosystems,
K.K. in Japan employs 10 people. Additionally, tregage two individuals as independent contrackdmae of our employees is covered by
a collective bargaining agreement and we beliesedhbr relations with our employees are good. Qigére's success will depend in large part
on our ability to attract and retain skilled anghesienced employees.

ITEM 2. PROPERTIES

We currently lease a 61,000 square foot fadititFremont, California. The lease for this fagikexpires in July 2008. We are subleasing
approximately 27,000 square feet of the facilitpounrelated company for an 18 month term expiringarch 2002. In addition, we lease a
sales office and Biomarker Discovery Center in Gigen, Denmark. That lease expires in March, 20@8also lease a Biomarker
Discovery Center facility in Malvern, Pennsylvanidat lease expires in September, 2005.

ITEM 3. LEGAL PROCEEDINGS
We currently are a party to the following legabceedings:

Ciphergen Biosystems, Inc., Ciphergen Technolognesand lllumeSys Pacific, Inc. v. Molecular Aytadal Systems, Inc., LumiCyte, Inc.
and T. William HutchendVe instituted this proceeding against Molecular lxtigal Systems, or MAS, and LumiCyte on July 1200 in the
Superior Court of the State of California for theu@ity of Santa Clara, case number CV791094. Inl6gctd000, we amended our complaint
to make additional claims against MAS and LumiCanel to add Dr. T. William Hutchens as an individdefendant. Dr. Hutchens is the
Chief Executive Officer of both MAS and LumiCytefamer officer and director of Ciphergen, and emeficial owner of approximately
12.1% of Ciphergen's outstanding common stock. Ydadht the cause of action in response to the defes' allegations that we materially
breached two sublicense agreements relating t8Eid| technology between MAS and our subsidiai@phergen Technologies and
lllumeSys Pacific, and threatened termination okthagreements. The defendants claim that our tiaglkend sale of SELDI information
and service products to research laboratories #ved oustomers, our sale of SELDI-derived softwaard the manner in which we operate our
Biomarker Discovery Centers constitute materiahbhes of the agreements. Ciphergen denies thas ibfeached the sublicense agreements.
Our cause of action seeks damages for unfair catigmetmisappropriation of trade secrets, and bnezEccontract, a declaration that we have
the right to sell SELDI information and service guets, including through our Biomarker Discoveryn@es, a preliminary injunction
preventing MAS from terminating the sublicense agrents, and further injunctive relief precludindeshelants from operating in our licens
markets. In October 2000, MAS and LumiCyte filedrass-complaint against Ciphergen, Ciphergen Tdolies and lllumeSys Pacific. The
cross-complaint seeks damages for breach of cantnéentional interference with prospective ecomadvantage, unfair competition,
misappropriation of trade secrets, terminatiorhefsublicense agreements, a declaration regardténgghts of the parties under the
sublicense agreements, injunctive relief and tieegation of Ciphergen's use of alleged trade seofd¥lAS. Ciphergen and MAS have
entered into an agreement that provides that Mi®ase termination notices are suspended pentiangdnclusion of the cause of action.
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The cause of action is currently in the disegand pleadings phase, and neither party hasvett@i decision from the court regarding tl



requests for relief. A case management confereasdé&en scheduled by the court for May 15, 2001.

We believe that our case has merit and we dhtempursue the litigation aggressively. Although believe that the resolution of the
litigation will not harm our ability to continue fgursue our business and strategy, litigation gredictable and we may not prevail. The court
may determine that LumiCyte or others possess sxeuights to provide information products andvgss products that we seek to exercise
as part of our business described in this Form 1T0Hé sublicense agreements referred to abovededar termination in the event of
material breach. Therefore, if we lose the lawsuid if it were determined that the sublicense emgents had been breached by our activities,
such as proteomics services for fees, there iskahat our sublicense agreements to sell ProténRéaders and Arrays could be terminated.
Substantially all of our revenue is derived fromghucts relying on technology covered by the subbeeagreements. If the agreements were
terminated and we were unable to obtain a licemsledse rights, we would be precluded from selling SELDI-based products within the
scope of the Baylor patents, we would no longeegate revenue from the sale of these products andauld have to revise our business
direction and strategy.

Molecular Analytical Systems, Inc. v. CiphergensBgiems, IndMolecular Analytical Systems filed this proceedomyDecember 9, 1999
in the United States Trademark Trial and AppealrB@s Opposition No. 116,315, in response to opliggtion for registration of the term
"SELDI" as a trademark. MAS is seeking to havetthdemark registered in its name. The Trademard &nd Appeal Board has suspended
the proceedings until resolution of the pendinigdition described above.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURIT Y HOLDERS

There were no matters submitted to a vote ®@k#turity holders during the fourth quarter of 200
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock has been quoted on the Nadsdagnal Market under the symbol "CIPH" since tffeetive date of our initial public
offering ("IPO") on September 28, 2000. Prior tis tfime, there was no public market for our stoltke closing price for our common stock
on March 30, 2001 was $4.4375 per share. The faligwable sets forth the high and low sales prpggrsshare of our common stock as
reported on the Nasdaq National Market for thequerindicated.

Sale Price
High Low
Fiscal 2000:
Fourth Quarter $ 39.437¢ $ 9.5C

We currently expect to retain future earninfyany, for use in the operation and expansionwfliusiness and do not anticipate paying any
cash dividends in the foreseeable future. As ofdil&@1, 2001, there were approximately 237 holdérsaprd of our common stock.

On October 3, 2000, we completed our IPO pursitaa Registration Statement on Form S-1 (File 3&3-32812). In the IPO, we sold an
aggregate of 6,325,000 shares of common stocku@iray an over-allotment option of 825,000 share$§)1& per share. The offering
generated aggregate gross proceeds of approxin®itely.2 million and aggregate net proceeds of apmately $92.4 million, after
deducting underwriting discounts and commissionapgiroximately $7.1 million and expenses of therfig of approximately $1.7 million.
We intend to use the net proceeds for working ejpstablishing additional Biomarker Discovery @&es, expanding facilities, selected
strategic investments or acquisitions and genenglarate purposes.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following tables reflect selected summargsolidated financial data for each of the last figscal years. This data should be read in
conjunction with the consolidated financial statatseand notes thereto, and with Item 7, "Manage&iscussion and Analysis of Rest



of Operations and Financial Condition" in this FatK.

Years Ended December 31,

2000 1999 1998 1997 1996

(in thousands, except per share data)

Statement of Operations Data

Revenue
Product revenu $ 7871 % 412¢ $ 2,30¢ $ 1,28 $ 33E
Revenue from related parti 1,06¢ 882 62& — —
Total revenue 8,93t 5,01( 2,93¢ 1,282 33t

Cost of revenue

Product revenu 2,89: 1,402 843 1,002 412
Revenue from related parti 587 30¢€ 22k — —
Total cost of revenu 3,48( 1,70¢ 1,06¢ 1,00z 412
Gross profi 5,45¢ 3,30z 1,86t 281 (77
Operating expense
Research and developmt 7,47¢ 3,13¢ 4,73: 3,24¢ 1,90¢
Sales and marketir 9,001 4,98¢ 2,66: 1,31¢ 421
General and administratiy 11,32: 2,79¢ 2,10( 1,332 65C
Amortization of intangible asse 31¢ 36E 27¢ 164 —
Total operating expens 28,11¢ 11,29: 9,77¢ 6,06( 2,971
Loss from operation (22,66)) (7,990 (7,909 (5,779 (3,059
Interest and other income (expense), 2,357 (56) (143 (22€) (102
Net loss (20,309 (8,04¢6) (8,052) (6,005) (3,15¢6)
Dividend related to beneficial conversion featufpreferred
stock (27,229 — — — —
Net loss attributable to common stockholc $ (4753)% (8,046 (8,059% (6,009% (3,156

Basic and diluted net loss per share attributabtmmon
stockholders (1 $ (4.09 % 1.2 % (1.62% 2.010% (3.70
I I I
Weighted average shares used in computing basidiardd
net loss per share attributable to common stocldnsill) 11,63¢ 6,391 4,97( 2,90z 854
I I I
As of December 31,

2000 1999 1998 1997 1996
Balance Sheet Data
Cash and cash equivalel $ 107,63: $ 2,79¢ $ 7,002 $ 41€ $ 90C
Working capital 108,02( 1,53¢ 6,61¢€ (1,959 1,063
Total asset 118,94¢ 6,84¢ 11,14« 2,86¢ 2,21¢
Long-term debt and capital lease obligations, fieuaent
portion 424 482 381 57€ 474
Convertible preferred stock and warra — 25,69 24,61¢ 10,42t 7,50¢
Total stockholders' equity (defici 113,15: (22,93%) (16,274 (11,37% (6,409
1)

The share and per share data shown above havedsteted to reflect Ciphergen's 0.43-for-one revetsck split, effective
September 200(
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview

We develop, manufacture and sell our Proteip@&yistem, which consists of disposable Protein@hipys, a ProteinChip Reader and
ProteinChip Software. We market and sell our pregipdmarily to research biologists in pharmacealtand biotechnology companies and
academic and government research laboratoriesa®pour early product design effort, in Februa®gs, we signed an agreement with
Stanford Research Systems, a California based raetouér of electronic test equipment, to assistimdevelopment. As part of our early
market research activities, in the fourth quarfet396, we began selling an early prototype ofr@ader, which we purchased from a supplier
in the U.K., combined with our own software. In Adr997, we acquired lllumeSys Pacific, Inc., whiedld specific rights to the SELDI
technology for the life science research market. fdst designed and manufactured system, the P@kep System, Series PBS |, was
available for customer shipment for additional neanlesearch in the third quarter of 1997, and wsedfitinued supplying the U.K.-purchased
system. In July 1998, we acquired Ciphergen Tedwie$, Inc., which held specific rights to the SEIt€chnology in other life science
markets. During 1999, we initiated an expanded etarg program and in May began shipping our fimhmercial product, the ProteinChip
System, Series PBS |II.

Also in 1999, we invested $315,000 for 30% omshi of Ciphergen Biosystems, K.K., a joint veeture established with Sumitomo
Corporation to distribute our products in Japan.h&ee the right to purchase an additional 40% ogliprbased on a predetermined formula
as early as 2002. Until we exercise this right, Boimo Corporation has agreed to arrange all workigjtal for Ciphergen Biosystems, K.K.
and receives payments from Ciphergen Biosysteni§, équal to 20% of the list price of our produatédsby Ciphergen Biosystems, K.K. in
exchange for providing support services to Cipherg®systems, K.K.

Since 1997, we have used our resources priyrtaridlevelop our proprietary ProteinChip System esidblish marketing and sales for
commercialization of our products. Since our ingaptve have incurred significant losses and asexfdnber 31, 2000 we had an
accumulated deficit of $48.9 million.

We recognize revenue in accordance with Staffointing Bulletin No. 101, "Revenue RecognitiorFrinancial Statements". Revenue fi
the sale of our ProteinChip System and disposaloieelAChip Arrays is recognized at the time of aigmt provided no significant obligatio
remain and collections of the receivables are degmnebable. Currently, most of the units of ourtBireChip System placed in the field
generate a recurring revenue stream from the $alisposables. We expect the volume of disposahleshased from each site to increase
over time as customers become increasingly familitlr the technology and adopt our ProteinChip &ysfor a broader range of proteomics
research programs. Our sales are currently driyehdoneed for better tools to perform protein taoker discovery, characterization and
assay development.

Our expenses have consisted primarily of dostared in manufacturing our ProteinChip Systems|uding materials, labor and overhead
costs, marketing and sales activities, researcldaadlopment programs, and general and adminigtratists associated with our operations.
We expect our cost of revenue to increase in theduas we sell additional units of our ProteinC8Bystem and Arrays, but to decrease as a
percent of total revenue as we gain efficienciemfspreading our fixed costs over a greater numbenits. Our selling expenses will
increase as we continue to commercialize our prisdard expand our sales force. We expect our r@seaid development expenses to
increase in the future as we continue to improwkedevelop products. Expansion of our facilities #reladditional obligations of a public
reporting entity will also add to our expenses.aAgsult, we expect to incur losses for the foraskeefuture. Our current products do not
provide sufficient revenue for us to become proféaTo become profitable, we will need to increasi sales of our ProteinChip System
generate significant sales of disposable Protein@hiays.
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Effective July 2000, we began an eight-yeasdeaf a 30,000 square foot building in Fremontjf@alia. The lease was subsequently
amended to add another approximately 31,000 sdeeteof which we sublease 27,000 square feet umnaglated company. The new build
houses most of our California based employees efisas a Biomarker Discovery Center. We expechtwi facilities costs of approximately
$1.6 million per year in connection with our newifily. We use approximately 8% of the Fremont spfor a Biomarker Discovery Center
for which we expect to incur approximately $140,00@acilities costs per year. In the first quaé2000, we also established our
Scandinavian headquarters for sales and servica &mwimarker Discovery Center facility in CopenhagBenmark, with annual facilities
costs of approximately $90,000. In the fourth geraof 2000, we leased a Biomarker Discovery Cefatglity near Philadelphia,
Pennsylvania, with annual facilities costs of apprately $60,000. We do not have customers or pestips for the Copenhagen facility at
this time. Until we initiate such revenue producargangements, we will deploy the staff and facilih product development projects and
product demonstrations for potential partnerst



We have a limited history of operations andamécipate that our quarterly results of operatisisfluctuate for the foreseeable future due
to several factors, including market acceptancauafent and new products, the length of the satele@nd timing of significant orders, the
timing and results of our research and developrefatts, the introduction of new products by oumgeetitors and possible patent or license
issues. Our limited operating history makes aceupatdiction of future results of operations difftcor impossible.

Deferred stock compensation for options graiezsimployees is the difference between the fdirevaf our common stock on the date s
options were granted and their exercise price. iDedestock compensation for options granted to elbasts has been determined in
accordance with Statement of Financial Accountitejm&ards No. 123 as the fair value of the equiyrirments issued. Deferred stock
compensation for options granted to consultanpeifdically remeasured as the underlying optiaest in accordance with Emerging Issues
Task Force Bulletin No. 96-18.

Results of Operations
Comparison of Years Ended December 31, 2000, 1999, and 1998
Revenue

Revenue was $8.9 million in 2000, $5.0 milliart999 and $2.9 million in 1998. The increaseewenue from 1999 to 2000, which was
$3.9 million or 78%, was largely driven by incredismit sales of ProteinChip Systems, and by areas® in ProteinChip Array sales. The
increase in revenue from 1998 to 1999, which was #2llion or 71%, was primarily due to increasewnit sales of our ProteinChip Syste
increases in sales of ProteinChip Arrays and priceeases in connection with the introduction of finst commercial product, the
ProteinChip System, Series PBS Il. Substantiallpfabur revenues in Asia were derived from Cipler@iosystems, K.K. or, in 1998, from
Sumitomo Corporation as part of the establishméttiejoint venture.

Cost of Revenue

Cost of revenue was $3.5 million in 2000, $hiltion in 1999 and $1.1 million in 1998. From 19892000, cost of revenue increased
$1.8 million or 104%. This increase was primarilyedo an increase in unit sales of our Protein@yigtem. Cost of revenue as a percent of
revenue increased from 34% to 39%, due to an isergmstaffing and increased deferred stock congtems From 1998 to 1999, cost of
revenue increased $640,000 or 60%. This increaseaisa due to an increase in unit sales of ouelGhip System. Cost of revenue as a
percent of revenue decreased from 36% to 34%, pitin@s a result of manufacturing efficiencies a# wolumes of our ProteinChip System
and Arrays manufactured increased. Stock-based eosafion expense in cost of revenue was $269,02006, $39,000 in 1999 and $2,000
in 1998.
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Operating Expenses

Research and DevelopmeriResearch and development expenses were $7.6miilli2000, $3.1 million in 1999 and $4.7 millian1998.
From 1999 to 2000, research and development expémseased $4.3 million or 138%. This increase laegely due to a $1.1 million
increase in salary expense related to increaséihgtean increase of $0.9 million in facilities €ts, an increase of $0.4 million in outside
services, and a $1.8 million increase in stock-basenpensation. Two non-cash milestone paymerisaoford Research Systems in the
form of stock grants totaling $521,000 were mad20d80. From 1998 to 1999, research and developegm@nses decreased $1.6 million or
34%. The decrease was primarily due to a one-time;cash charge of $1.7 million in compensatiorease in 1998, related to an employee
retained following our acquisition of lllumeSys Hax; Inc. Stock-based compensation expense irarebeand development expenses was
$2.0 million in 2000 (including the $521,000 in astone payments described above), $206,000 in 489%$1.9 million in 1998 (including
the one-time charge of $1.7 million described abowe expect research and development expensesrease in 2001.

Sales and Marketing Sales and marketing expenses were $9.0 milli@d00, $5.0 million in 1999 and $2.7 million in % rom 1999 t
2000, sales and marketing expenses increased $fidhrar 80%. This was principally due to more thdoubling of the sales and marketing
staff and increased promotional activities to fartdevelop public awareness of our ProteinChipesgstn addition, deferred stock
compensation increased $0.9 million from 1999 td®From 1998 to 1999, sales and marketing expense=ased $2.3 million or 87%. Tl
increase was primarily due to additional salaries i@lated costs associated with newly hired gadesonnel, marketing activities associated
with the launch of the ProteinChip, Series PBShH ncreases in general product promotion actwititock- based compensation expense in
sales and marketing expenses was $1.4 million @2$476,000 in 1999 and $33,000 in 1998. We exgales and marketing expenses to
increase in 2001.

General and Administrative General and administrative expenses were $11l@min 2000, $2.8 million in 1999 and $2.1 miltion
1998. From 1999 to 2000, general and administratiyEenses increased $8.5 million or 305%. The ritgjof this increase was due to the
increase in stock-based compensation of $5.6 milkalditionally, compensation expense increased 8illion as the general and
administrative staff more than doubled to provite infrastructure necessary to support the incrkastvity of the company, and legal fees
increased $1.0 million. From 1998 to 1999, genana administrative expenses increased $699,008%r Bhis increase was primarily due



business development consulting expenses, legdilangifees related to intellectual property, aodadditional salaries and related costs
associated with newly hired employees and contradgtobusiness development and accounting. Stoskebeompensation expense in general
and administrative expense totaled $6.2 millio@000, $623,000 in 1999 and $678,000 in 1998. Weebgeneral and administrative
expenses to increase in 2001.

Interest and Other Income (Expense), nktterest income was $2.6 million in 2000, $249,001999 and $175,000 in 1998. The increase
from 1999 to 2000 was due primarily to larger agerhalances in our investments resulting from tleegeds related to the Series E prefe
stock offering in March 2000 and proceeds fromitiitgal public offering in September 2000. The iease from 1998 to 1999 was due
primarily to larger average balances in investmesdsilting from the Series D preferred stock offgrin July and September 1998.

Interest expense was $170,000 in 2000, $179r00999 and $488,000 in 1998. The decrease frd®® 1®2000 was primarily due to a net
decrease in debt of $1.2 million. The decrease 1868 to 1999 was primarily due to the decreaserinrtization of debt discount for
warrants issued in connection with bridge loan$d88, from $229,000 in 1998 to $19,000 in 1999.
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Other income (expense) was $27,000 in 2000,0887in 1999 and $170,000 in 1998. In 1999, weivedea $315,000 prepayment from
Ciphergen Biosystems, K.K. for support and servidegich is being recognized over the ten year lifehe agreement.

We recorded our 30% share of the loss incurmge@iphergen Biosystems, K.K., totaling $144,00Q@90 and $159,000 in 1999 as equity
in net loss of joint venture.

Income Taxes

We have incurred net losses since inceptioncandequently are not subject to corporate incaxestto the extent of our tax loss
carryforwards. At December 31, 2000 we had netaipey loss carryforwards of approximately $28.7lioml for federal and $14.8 million fc
state tax purposes. If not utilized, these carwérds will begin to expire beginning in 2009 fodégal purposes and 2002 for state purposes.
We have research credit carryforwards of approxfge8888,000 and $534,000 for federal and statptegoses, respectively. If not utilized,
the federal carryforwards will expire in various@mts beginning in 2009. The California credit b@ncarried forward indefinitely. The
utilization of net operating loss carryforwardséauce future income taxes will depend on our igtiiti generate sufficient taxable income
prior to the expiration of the net operating loasrgforwards. In addition, the maximum annual ukthe net operating loss carryforwards r
be limited in situations where changes occur ingtack ownership.

Liquidity and Capital Resources

From inception through December 31, 2000 weeHananced our operations principally with $18.3liom from the sales of products and
services to customers, and with equity financimgaling $157.0 million. This includes the $101.4limn initial public offering in
September 2000 and the $29.0 million Series E BefeStock financing in March 2000. We had caslaheds of $107.6 million and working
capital of $108.0 million at December 31, 2000. g§darm debt and capital lease obligations at Deezr@h, 2000 were $840,000.

Net cash used in operating activities was $dill@on in 2000, which was primarily the result oét losses in operations. We expect net
cash used in operating activities to increase 02485 we continue to expand our operating actssitie

Net cash used in investing activities was $diléon in 2000, which consisted principally of d& equipment purchases. We expect to
acquire additional capital equipment on an ongdiagis as we add staff, increase capacity and ineprapabilities. We anticipate capital
expenditures of approximately $600,000 for eachhigitker Discovery Center we establish, consistiniglodratory equipment, leasehold
improvements, office furnishings and computers.

Net cash provided by financing activities wad$.5 million in 2000, largely as a result of owitial public offering and the Series E
Preferred Stock financing.

We may be required to raise additional capitedugh a variety of sources, including the publiuity market, private financings,
collaborative arrangements and debt. If additi@aglital is raised through the issuance of equityeaurities convertible into equity, our
stockholders may experience dilution, and suchri#@&simay have rights, preferences or privilegasa to those of the holders of the
common stock. Additional financing may not be aadalié to us on favorable terms, if at all. If we anable to obtain financing, or to obtain it
on acceptable terms, we may be unable to executeusiness plan.

Recent Accounting Pronouncements

In June 1998, the Financial Accounting Stansi@dard ("FASB") issued Statement of Financial Astong Standards No. 133,
"Accounting for Derivative Financial Instrumentsdgfior Hedging Activities" ("SFAS 133") which prowdd a comprehensive and consis



standard for hedging activities. In June 1999 RASB issued Statement of Financial Accounting Stadsl No. 137 which defers the effec
date of SFAS 133 to years beginning after Jun2Q80. The Company adopted SFAS 133 in the firsttquaf 2001. We do not anticipate
that SFAS 133 will have a material impact on owutes of operations or financial condition.
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RISK FACTORS

We expect to continue to incur net losses in thereseeable future. If we are unable to significantlyncrease our revenues, we may
never achieve profitability.

From our inception in December 1993, througleddeber 31, 2000, we have generated cumulative vevehapproximately $18.5 million
and have incurred net losses of approximately $asllfbn. We have experienced significant operatiogses each year since our inception
and expect these losses to continue for the negraleyears. For example, we experienced net lasfsagproximately $20.3 million in 2000,
$8.0 million in 1999, and $8.1 million in 1998. Aosses have resulted principally from costs inetiin research and development, sales anc
marketing, and general and administrative costscésted with our operations. These costs have eetkeeur revenue, which, to date, has
been generated principally from product sales. Wreet to incur additional operating losses anddhesses may be substantial as a result of
increases in expenses for manufacturing, marketigsales capabilities, research and product dewelnt and general and administrative
costs. We may never achieve profitability. Evewdf do achieve profitability, we may not be ablststain or increase profitability on a
quarterly or annual basis.

If we fail to successfully develop and commercialezour products, our revenue will not increase and @/will not achieve profitability.

We began full commercialization of our produat$lay 1999. Our success will depend on our abititcontinue to develop and expand
commercial sales of our ProteinChip System, inclgdiur ProteinChip Arrays. In addition, we may amaer difficulties in producing our
ProteinChip System or we may not be able to produsgonomically, we may fail to achieve expectedfgrmance levels, or we may have to
set a price for it that is unacceptable to ouramustrs. We may not be able to successfully deveatdpcammercialize our ProteinChip System
or any other products on a timely basis, achievieipated performance levels, gain industry acaggaof such products or develop a
profitable business.

If we are unable to maintain our licensed rights tahe SELDI technology, we may lose the right to prduce our ProteinChip Systems
and products based on the SELDI technology.

Our commercial success depends on our ahdlitgdintain our sublicenses to the SELDI technol®yg.acquired our core SELDI
technology, which was originally developed at treyBr College of Medicine, pursuant to royalty-begrsublicenses in the fields in which
we operate. Our rights under these sublicenseseaferth in agreements between MAS, the exclugiemsee of the Baylor patents, and our
subsidiaries, lllumeSys Pacific, Inc. and Ciphergerhnologies, Inc.

In July 2000, in response to MAS's claims thathad materially breached the sublicense agresnaauatthreatened termination of the
sublicense agreements, we filed a lawsuit agais$nd LumiCyte requesting a declaration that weefhihe right to sell information and
service products, including through our Biomarkésdovery Centers, and requesting a preliminarynciion preventing MAS from
terminating the sublicense agreements. In Octob@d2ve made additional claims against MAS and IGyte and added Dr. T. William
Hutchens as an individual defendant. Dr. Hutcheribeé Chief Executive Officer of both MAS and Lurgt€, a former officer and director of
Ciphergen, and the beneficial owner of approxinyat®.1% of the Company's outstanding common stock.

We believe that our cause of action has madtwae intend to pursue the litigation aggressivalthough we believe that the resolution of
the litigation will not harm our ability to contieuo pursue our business and strategy, litigasampredictable and we may not prevail. The
court may determine that LumiCyte or others posegshisive rights to provide information productelaservice products that we seek to
exercise as part of our business described irFtis 10-K. The sublicense agreements referreddeeaprovide for termination in the event
of material breach. Therefore, if we do not
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prevail in our cause of action, and if the coutedmines that we have materially breached the seitdie agreements, there is a risk that the
sublicense agreements could be terminated. Sulahaall of our revenue is derived from produatdying on technology covered by the
sublicense agreements. If the agreements werertat@d and we were unable to obtain a license &ethights, we would be precluded from
selling any SELDI-based products within the scopthe Baylor patents, we would no longer generatemnue from the sale of these products
and we would have to revise our business direcmhstrategy. See "Legal Proceedin



If we are unable to reduce our lengthy sales cycleur ability to become profitable will be harmed.

Our ability to obtain customers for our produdepends in significant part upon the perceptiah @¢ur products and services can help
enable protein biomarker discovery, characterinagiod assay development. From the time we makelindntact with a potential customer
until we receive a binding purchase order typictdies between a few months to one year. Our s#fl@s requires the effective
demonstration of the benefits of our products t significant training of many different departmentithin a potential customer. These
departments might include research and developpeabnnel and key management. In addition, we reagtuired to negotiate agreements
containing terms unique to each customer. We magmk substantial funds and management effort alydnotabe able to successfully sell
our products or services in a short enough timectoeve profitability.

We may need to raise additional capital in the futte, and if we are unable to secure adequate funds derms acceptable to us, we may
be unable to execute our business plan.

We currently anticipate that current cash resesiwill be sufficient to meet our anticipatedafiitial needs for at least the next two years.
However, we may need to raise additional capitahsoin order to develop new or enhanced productemwices, establish Biomarker
Discovery Centers and other facilities, acquire plamentary products, businesses or technologiessfmnd to competitive pressures. If we
are unable to obtain financing, or to obtain itameeptable terms, we may be unable to successfgigute our business plan.

If we are unable to establish the accuracy and uttly of our products, we will not achieve market aceptance.

We introduced our second generation ProteinGlggiem, Series PBS I, and second generationiR@tg Arrays in May 1999. The
commercial success of our ProteinChip System weilehd upon validating its accuracy and utilityddditional biological applications and
increasing its market acceptance by researchgrisarmaceutical and biotechnology companies, acadanal government research centers
and clinical reference laboratories. If the accyrafcour ProteinChip System in providing commeigiaiseful protein information proves to
be not equal to or better than current technologfiesuld seriously undermine market acceptanaeuofproducts and reduce the likelihood
that we will ever achieve profitability.

If we are unable to provide our customers with softare that enables the integration and analysis oftge volumes of data, the
acceptance and use of our products may be limited.

The successful commercial research applicatiaur products requires that they enable resessdberocess and analyze large volume
data and to integrate the results into other phaist®eir research. The nature of our software ks level of integration and analysis that is
adequate for many projects. However, if we do wotioue to develop and improve the capabilitieswfProteinChip Software to perform
more complex analyses of customer samples and ¢b im@easing customer expectations, our produasmot gain market acceptance, we
may lose our current customers and we may be umaldlevelop a profitable business.

22

If we do not effectively manage growth, managememitttention could be diverted and our ability to increase revenues and profitability
could be harmed.

We are rapidly and significantly expanding operations, which is placing a significant stramawr financial, managerial and operational
resources. For example, we have recently relocaiedorporate headquarters and plan to signifigantrease our worldwide sales force and
other personnel, and plan to establish additionainBrker Discovery Centers. These changes coukttditanagement attention or otherwise
disrupt our operations. In order to achieve andagarthis growth effectively, we must continue t@iove and expand our operational and
financial management capabilities and resourceseMer, we will need to effectively train, integratotivate and retain our employees.
failure to manage our growth effectively could dgmaur ability to increase revenue and becometpiné.

If we are unable to successfully expand our limitedhanufacturing capacity, we may encounter manufacttng and quality control
problems as we increase our efforts.

We currently have only one manufacturing fagidit which we produce limited quantities of ouof@inChip Arrays and ProteinChip
Readers. Some aspects of our manufacturing pracessg not be easily scalable to allow for productié our ProteinChip Arrays or
ProteinChip Readers in larger volumes, resultingigler than anticipated material, labor and ovadheosts per unit. As a result,
manufacturing and quality control problems mayeads we increase our level of production. We maybaable to increase our
manufacturing capacity in a timely and cost-effestnanner and we may experience delays in manufiagtoew products. If we are unable
to consistently manufacture our ProteinChip Arragd ProteinChip Readers on a timely basis becdubese or other factors, we will not be
able to meet anticipated demand. As a result, welos® sales and fail to generate increased revanddecome profitable.

We face intense competition in our current and potetial markets and if our competitors develop new tehnologies or products, our
products may not achieve market acceptance and mdgil to capture market share.



Competition in our existing and potential maskis intense and we expect it to increase. Cuyremir principal competition comes from
existing technologies that are used to perform nudrtie same functions for which we market our &rathip System. The major
technologies that compete with our ProteinChip &ysére liquid chromatography-mass spectrometry2&rdel electrophoresis-mass
spectrometry. In the life science research magketein research tools are currently provided loyimber of companies. Several companies
also provide products and services, some of whiap b competitive with ours. In many instancesdt@smpetitors may have substantially
greater financial, technical, research and othesurces and larger, more established marketing da&ibution and service organizations
than we do. Additionally, our potential customersynmternally develop competing technologies. Iffaigto compete effectively with these
technologies and products, or if competitors dgwelgnificant improvements in protein detectionteyss or develop systems that are easier
to use, our products may not achieve market aceeptand our sales may decrease.

If the government grants a license to others to th8ELDI technology, it may harm our business.

Some of the inventions covered by the sublieeaggeements were developed under a grant frorgearcy of the U.S. government and
therefore the government has a paid-up nonexclusingransferable license to those inventions aadight in limited circumstances to grant
a license to others on reasonable terms. If themowent exercises those rights our business caulthtmed.
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If a competitor infringes our proprietary rights, w e may lose any competitive advantage we may haveasesult of diversion of
management time, enforcement costs and the losstbé exclusivity of our proprietary rights.

Our commercial success depends in part onlality2to maintain and enforce our proprietary tighWe rely on a combination of patents,
trademarks and trade secrets to protect our teagp@nd brand. In addition to our licensed SELRht®logy, we also have submitted patent
applications directed to subsequent technologimptévements and application of the SELDI technolddyr patent applications may not
result in us being granted additional patents.

If competitors engage in activities that infrinour proprietary rights, our management's fodlldow diverted and we may incur significant
costs in asserting our rights. We may not be ssfgkis asserting our proprietary rights, which kebresult in our patents being held invalid
or a court holding that the competitor is not ining, either of which would harm our competitivesjtion. We cannot be sure that others
not design around our patented technology.

We also rely upon the skills, knowledge andegignce of our technical personnel. To help pravectrights, we require all employees to
enter into confidentiality agreements that prohiibé disclosure of confidential information to angooutside of us. These agreements ma
provide adequate protection for our trade secketsw-how or other proprietary information in the evehany unauthorized use or disclosi

If others successfully assert their proprietary ridhts against us, we may be precluded from making ansklling our products or we may
be required to obtain licenses to use their technogy.

Our success also depends on avoiding infringimthe proprietary technologies of others. Weaavare of third parties whose business
involves the use of mass spectrometry for the @mabyf proteins and DNA. Certain of these partig@gehissued patents or pending patent
applications on technology that they might assgairest us. If they successfully make such assestiwe may be required to obtain license
use that technology and such licenses may not &iéable on commercially reasonable terms, if at\&ié may incur substantial costs
defending ourselves in lawsuits against charggmtent infringement or other unlawful use of andthproprietary technology. Any such
lawsuit may not be decided in our favor, and ifave found liable, we may be subject to monetaryatgs or injunction against using their
technology.

If we are unsuccessful in obtaining a federal regigation for the SELDI trademark and we are succesgilly sued for trademark
infringement, we may be required to license the ma&ror change the name of our technology and incur asciated costs.

MAS has opposed our trademark applicationtier8ELDI mark on the basis of alleged earlier sk DI. That opposition remains
pending. As a result, we may not be successfubtaining a federal registration for the mark and/iba sued by Molecular Analytical
Systems for trademark infringement based on MotcAihalytical Systems' prior claimed rights to SieLDI mark. If Molecular Analytical
Systems is successful, we will have to licensetsig the mark or not use the name, and we wiiuigected to costs and damages.

We rely on single-source suppliers for many compomés of our ProteinChip System and if we are unabléo obtain components we
would be harmed and our operating results would sdér.

We depend on many single-source suppliershionecessary materials and components requiresséordnle our products. Because of
limited quantities of products manufactured at gizgge of our development it is not economicalbsfble to qualify and maintain alternate
vendors for most components of our ProteinChip Readd ProteinChip Arrays. We have occasionallyeerpced delays in receiving
components resulting in manufacturing delays. Ifare unable to procure tl
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necessary materials and components from our cuesrdors, we will have to arrange new sources pplsuand our materials and
components shipments could be delayed, harminglaility to assemble and manufacture our Protein@@pder and ProteinChip Arrays,
and our ability to sustain or increase revenuedtbel harmed. As a result, our costs could incraadeour profitability could be harmed.

If there are reductions in research funding, the allity of our existing and prospective research custmers to purchase our products
could be seriously harmed.

A significant portion of our products for resglause is likely to be sold to universities, gamraent research laboratories, private
foundations and other institutions where fundingdépendent upon grants from government agencieb,asithe National Institutes of Health.
Government funding for research and developmenflhetsiated significantly in the past due to changrecongressional appropriations.
Research funding by the government may be sigmifigaeduced in the future. Any such reduction magiously harm the ability of our
existing and prospective research customers tchpsecour products or reduce the number of Prot@in@ays used. Limitations in funding
for commercial, academic and biotechnology andmphaeutical companies that are the potential custofoe our ProteinChip System and
ProteinChip Arrays and cost containment pressurebibmedical research may limit our ability tolsmir products.

Consolidation in the pharmaceutical and biotechnolgy industries may reduce the size of our target m&et and cause a decrease in
our revenue.

Consolidation in the pharmaceutical and biotebdbgy industries is generally expected to occlan®ed or future consolidation among our
current and potential customers could decreasarsales of our technology and reduce the marketgroducts target. Any such
consolidation could limit the market for our prothiand seriously harm our ability to achieve otansprofitability.

If we are unable to attract clients for our Biomarker Discovery Centers, we may not be successful inrthering adoption of our
products and technology and achieving profitability

An element of our business strategy is to distaBiomarker Discovery Centers in part throughtparships with academic and government
research centers, and pharmaceutical and biotemiywobmpanies. Although we are currently in negiotiawith potential partners and
clients, to date we have entered into only a feghsarrangements. Failure to enter into additionarigements could limit adoption of our
products and prevent us from achieving profitailit

We rely on a continuous power supply to conduct ouoperations, and California's current energy crisiscould disrupt our operations
and increase our expenses.

California is in the midst of an energy crigiat could disrupt our operations and increaseegpenses. In the event of an acute power
shortage, California has on some occasions impleadeand may in the future continue to implemeuiting blackouts throughout Californi
We currently do not have backup generators orredtersources of power in the event of a blackawt,cur current insurance does not pro
coverage for any damages we or our customers nifer sis a result of any interruption in our powepgly. If blackouts interrupt our power
supply, we would be temporarily unable to contioperations at our main facility in Fremont. Any Bueterruption in our ability to continue
operations at our Fremont facility could damagereputation, harm our ability to retain existingstamers and to obtain new customers, and
could result in lost revenue, any of which coulbstantially harm our business and results of omerat
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Furthermore, the deregulation of the energyéty instituted in 1996 by the California govermmkas caused power prices to increase. If
wholesale power prices continue to increase, oaraing expenses will likely increase, as our nfadility is located in Fremont, California.

Our stock price has been highly volatile, and youmvestment could suffer a decline in value.

The trading price of our common stock has Heghly volatile and could continue to be subjectvide fluctuations in price in response to
various factors, many of which are beyond our ainincluding:

actual or anticipated variations in quarterly ofiecaresults;

failure to achieve, or changes in, financial estesdy securities analysts;



announcements of new products or services or téapical innovations by us or our competitors;

conditions or trends in the pharmaceutical, biotedbgy and life science industries;

announcements by us of significant acquisitiomatasgic partnerships, joint ventures or capital goiments;

additions or departures of key personnel;

sales of our common stock; and

developments regarding our patents or other irttieltd property or that of our competitors.

In addition, the stock market in general, arelNlasdag National Market and the market for teldgyocompanies in particular, have
experienced significant price and volume fluctuagithat have often been unrelated or dispropott#oteathe operating performance of those
companies. Further, there has been particulariliglan the market prices of securities of lifeisece companies. These broad market and
industry factors may seriously harm the marketgpatour common stock, regardless of our opergigrfprmance. In the past, following
periods of volatility in the market price of a coamy's securities, securities class action litigatias often been instituted. A securities class
action suit against us could result in substactiats, potential liabilities and the diversion cdimagement's attention and resources.

There may not be an active, liquid trading market 6r our common stock.

There is no guarantee that an active tradindceddor our common stock will be maintained on Mesdaq Stock Market's National Mark
You may not be able to sell your shares quicklgtdhe latest market price if trading in our stéckot active.

The large number of shares of our common stock whicrecently became eligible for public sale could eese our stock price to decline.

The market price of our common stock could iechs a result of sales of substantial amountgioEommon stock in the public market,
the perception that these sales could occur. litiaddthese factors could make it more difficudt s to raise funds through future offerings
of common stock. All of the shares sold in our rdlgecompleted initial public offering will be fréetransferable without restriction or furtt
registration under the Securities Act, except foy shares purchased by our "affiliates,” as defindgdule 144 of the Securities Act. The
remaining shares of common stock outstanding wiltrestricted securities" as defined in Rule 144ese shares may be sold in the future
without registration under the Securities Act,le extent permitted by Rule 144 or other exemptiorder the Securities Act.
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On January 11, 2001 we registered 2,797,211 sl common stock that are reserved for issuapoe exercise of options granted under
our stock option and employee stock purchase plEmsse shares can be sold in the public market igsoance, subject to restrictions under
the securities laws applicable to resales by afés.

Anti-takeover provisions in our charter and bylawsand under Delaware law could make a third party acqisition of us difficult.

Our certificate of incorporation and bylaws taon provisions that could make it more difficudr fa third party to acquire us, even if doing
so might be deemed beneficial by our stockholdEnese provisions could limit the price that investmight be willing to pay in the future
for shares of our common stock. We are also subjec¢rtain provisions of Delaware law that couddagt, deter or prevent a change in
control of us.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS
Quantitative and Qualitative Disclosure about Marke Risk

The primary objective of our investment actestis to preserve principal while at the same tin@ximizing the income we receive from
our investments without significantly increasingktiSome of the securities that we invest in masehmarket risk. That means that a change
in prevailing interest rates may cause the fainealf the principal amount of an investment totfhate. For example, if we hold a security
that was issued with a fixed interest rate at fiem{prevailing rate and the prevailing rate risies fair value of the principal amount of our
investment will probably decline. To minimize thisk in the future, we intend to maintain our polis of cash equivalents and st-term



investments in a variety of securities, includitognenercial paper, money market funds, governmennamndgovernment debt securities. The
average duration of all of our investments has g@lyebeen less than one year. Due to the sham-teature of these investments, we believe
we have no material exposure to interest rateatisging from our investments.

Our exposure to market risk for changes inrggerates relates primarily to the increase oradese in the amount of interest income we
earn on our available funds for investment. Ougtterm debt and capital lease agreements areedt finerest rates. We do not plan to use
derivative financial instruments in our investmpattfolio. We plan to ensure the safety and prest@w of our invested principal funds by
limiting default risks, market risk and reinvestrhesk. We plan to mitigate default risk by investiin high-credit quality securities.

All of our revenue is realized in U.S. dollathierefore, we do not believe that we currentlyehamy significant direct foreign currency
exchange rate risk.
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Stockholders of Cigka Biosystems, Inc.

In our opinion, the accompanying consolidatathbce sheets and the related consolidated stat®wferperations, of stockholders' equity
(deficit) and of cash flows present fairly, in alhterial respects, the financial position of Ciglegr Biosystems, Inc. and its subsidiaries at
December 31, 2000 and 1999, and the results afdperations and their cash flows for each of tired years in the period ended
December 31, 2000, in conformity with accountingpgiples generally accepted in the United State&rérica. These financial statements
are the responsibility of the Company's managenwemtresponsibility is to express an opinion orséhBnancial statements based on our
audits. We conducted our audits of these statenieiatscordance with auditing standards generalbgpied in the United States of America,
which require that we plan and perform the auditstitain reasonable assurance about whether t#ecfad statements are free of material
misstatement. An audit includes examining, on Blasis, evidence supporting the amounts and digids in the financial statements,
assessing the accounting principles used and &ignifestimates made by management, and evaluagngverall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

PRICEWATERHOUSECOOPERS LLP

San Jose, California
February 15, 2001
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CIPHERGEN BIOSYSTEMS, INC.

CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share data)

December 31,

2000 1999
ASSETS
Current asset
Cash and cash equivalel $ 107,63: $ 2,79¢
Accounts receivable, net of allowance for doub#ftitounts of $160 and $100, respectively 2,94¢ 68C
Accounts receivable from related parties 75 31¢
Inventories, net 1,32z 722
Prepaid expenses and other current a 96¢ 322
Total current assets 112,94¢ 4,841
Property and equipment, net 4,687 867
Goodwill and other intangible assets, net 37¢ 697
Notes receivable from related part 304 261
Investment in joint ventur 12 15€
Other long-term assets 61€ 22
Total assets $ 118,94¢ $ 6,84¢
IS
LIABILILITIES, CONVERTIBLE PREFERRED STOCK AND STOC KHOLDERS' EQUITY (DEFICIT)
Current liabilities:
Accounts payable $ 90€ $ 728
Accounts payable to related pa 13 42
Accrued liabilities 2,871 931
Deferred revenue 57¢ 161
Deferred revenue from related parties 137 134
Current portion of capital lease obligatic 234 121
Current portion of long-term debt 182 36€
Line of credit — 82t
Total current liabilities 4,92¢ 3,30¢
Deferred revenu 12€ 45
Deferred revenue from related parties 221 252
Capital lease obligations, net of current portion 307 184
Long-term debt, net of current portion 117 29¢
Other long term liabilitie: 95 —
Total liabilities 5,79¢ 4,08¢
IS
Commitments and contingencies (Note
Convertible preferred stock, $0.001 par value
Authorized: 12,900,000 shares at December 31, 1999
Issued and outstanding: 8,230,755 shares at Dece3tth&999 — 25,33¢
Preferred stock warrants (Note — 35¢E
Stockholders' equity (deficit):
Preferred stock, $0.001 par value
Authorized: 5,000,000 shares at December 31, ;
Issued and outstanding: none
Common stock, $0.001 par value
Authorized: 80,000,000 shares at December 31, 206@25,800,000 shares at December 31, 1999
Issued and outstanding: 26,783,731 shares at Dexe3ib2000 and 6,852,893 shares at December 39, 27 6
Additional paic-in capital 175,69« 9,81¢



Notes receivable from stockholde
Deferred stock compensation
Accumulated other comprehensive i

Accumulated deficit

Total stockholders' equity (deficit)

Total liabilities, convertible preferred stock astdckholders' equity (deficit) $

(1,299 (488)

(12,369 (3,687)

(24) =

(48,889 (28,589
113,15; (22,939
118,94t $ 6,84¢
| |

The accompanying notes are an integral part oktheasolidated financial statements.
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CIPHERGEN BIOSYSTEMS, INC.

CONDOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

Years ended December 31,

2000 1999 1998
Revenue
Product and maintenance revel $ 7,871 % 4,12¢ $  2,30¢
Revenue from related parti 1,064 882 628
Total revenue 8,93t 5,01( 2,93¢
Cost of revenue
Product and maintenance revel 2,89: 1,40z 84:
Revenue from related parti 587 30¢€ 22t
Total cost of revenu 3,48( 1,70¢ 1,06¢
Gross profit 5,45t 3,30z 1,86t
Operating expense
Research and developm: 7,47¢ 3,13¢ 4,73
Sales and marketir 9,001 4,98¢ 2,662
General and administratiy 11,32: 2,79¢ 2,10(
Amortization of intangible asse 31¢ 36E 27¢
Total operating expens 28,11¢ 11,29: 9,77¢
Loss from operation (22,667) (7,990 (7,909
Interest incom 2,64 24k 17t
Interest expens (170 (179 (48¢)
Other income (expense), r 27 37 17¢
Equity in net loss of joint ventul (144 (159 —
Net loss (20,30¢) (8,04¢) (8,057)
Dividend related to beneficial conversion featurpreferred stocl (27,229 — —
Net loss attributable to common stockholc $ (47,53) $ (8,046) $ (8,057
| | |

Net loss per share attributable to common stocldrsl



Basic and dilutes

Shares used in computing net loss per share dthlto common

stockholders

$ 4.09 $

11,63¢

(126 $  (1.62)

6,397

4,97(

The accompanying notes are an integral part oktheasolidated financial statements.

Balances, December 31, 1997
Net loss

Issuances of common stock fol
services

Issuance of common stock for
cash and notes receival
Issuance of common stock for
acquisition

Deferred stock compensation
Amortization of deferred stock
compensation

Balances, December 31, 1998
Net loss

Issuances of common stock foi
services

Issuance of common stock for
cash and notes receivable
Repurchase of common stock
Deferred stock compensati
Amortization of deferred stock
compensation

Balances, December 31, 1999

Comprehensive los

Net loss
Foreign currency translatior
adjustmen

Total comprehensive los

Issuances of common stock foi
services

Stock options exercise
Repayment of stockholder note
Repurchase of common stock
Deferred stock compensati
Amortization of deferred stock
compensation

Issuance of preferred stock ant
warrants with beneficial
conversion feature

Dividend related to beneficial
conversion feature of preferred
stock

Conversion of preferred stock
and warrants to common stock
and warrants

Issuance of common stock, ne!

CIPHERGEN BIOSYSTEMS, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)

Common Stock

(in thousands)

Accumulated

Additional Receivable Deferred Other
Paid-In Stock Comprehensive Accumulated
Shares Amount Capital Stockholders Compensation Loss Deficit Total
3,74¢ $ 3$ 1,86( $ (40) $ (711) $ — % (12,487 $ (11,379
_ _ — — — — (8,052) (8,057)
1,667 2 1,69:¢ — — — — 1,69¢
988 1 38t (346) — — — 40
462 — 537 — — — — 537
— — 1,477 — (1,477) — — —
— — — — 88C — — 88C
6,861 6 5,952 (386) (1,30¢) — (20,539 (16,27%)
— — — — — — (8,04¢€) (8,04¢€)
12 — 14 — — — — 14
33¢ — 36€ (34)) — — — 25
(359 — (239 23¢ — — — —
— — 3,722 — (3,727) — — —
— — — — 1,344 — — 1,344
6,852 6 9,81¢ (489) (3,687) — (28,58f) (22,939
— — — — — — (20,309) (20,309)
— — — — — (24) — (24)
(20,329)
15 — 174 — — — — 174
637 1 1,344 (891) — — — 454
— — — 65 — — — 65
(18) — (22) 20 — — — (1)
— — 17,98t — (17,985 — — —
— — — — 9,31( — — 9,31(
— — 27,22¢ — — — — 27,22¢
— — (27,229 — — — — (27,229)
12,97: 14 53,967 — — — — 53,98:



offering costs 6,32¢ 6 92,42¢ — — — — 92,43t

Balances, December 31, 20 26,78. $ 27 $ 175,69 $ (1,299 $ (12,369 $ 29 % (48,889 $ 113,15:
. __» ___®» & _________ _________§ _________§ B |

The accompanying notes are an integral part oktheasolidated financial statements.
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CIPHERGEN BIOSYSTEMS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Years Ended December 31,

2000 1999 1998

Cash flows from operating activitie
Net loss $ (20,309 $ (8,046 $ (8,052

Adjustments to reconcile net loss to cash usegerating activities:

Depreciation and amortization 1,297 945 1,041
Stock issued for servict 553 14 1,77¢
Amortization of deferred stock compensation ancebated vesting of stock optio 9,31( 1,34¢ 88C
Amortization of debt discount 4 19 22¢
Equity in net loss of joint venture 144 15¢ —
Preferred stock issued in lieu of interest — — 91
Loss on disposal of fixed assi 48 164 67

Changes in operating assets and liabilities:
Accounts receivable, net (2,269 12 (685)
Accounts receivable from related parties 243 62 (380)
Inventories, ne (407) 8 (428
Prepaids and other current as: (647) 92) (114)
Other long-term assets (596) (22) —
Accounts payable and accrued liabilities 2,12¢ 467 76
Accounts payable to related parties (29) (327) 24¢€
Deferred revenu 501 81 334
Deferred revenue from related parties (28) 134 —
Other long-term liabilities 95 — —
Net cash used in operating activit (9,967) (5,077) (4,917)

Cash flows from investing activitie

Purchase of property and equipment (4,609 (602) (19€)
Issuance of notes receivable to related party (43) (19) (22€)
Investment in joint venture — (315 —

Net cash used in investing activiti (4,647 (93€) (422)

Cash flows from financing activitie

Proceeds from issuance of common stock, net ofiissicosts 92,43t — —
Repurchase of common stock 1) — —
Proceeds from exercise of stock options and wasrant 1,46( 95 40
Repayment of stockholder not 65 — —
Proceeds from issuance of preferred stock, netsofance costs 26,90z 1,01¢ 9,66¢
Principal payments on capital lease obligations (200) (70) —

Proceeds from long-term debt — 467 2,742



Repayments of long-term debt (370 (526) (522
Borrowings under line of credit 285 2,55¢ —
Repayments under line of cre (1,110 (1,729 —
Net cash provided by financing activiti 119,46¢ 1,81( 11,92¢
Effect of exchange rate changes (24) — —
Net increase (decrease) in cash and cash equis. 104,83« (4,209 6,58¢€
Cash and cash equivalents, beginning of pe 2,79¢ 7,00z 41€
Cash and cash equivalents, end of period $ 107,63: $ 2,79¢  $ 7,002
IEEEEEE S
Supplemental cash flow informatio

Interest paid $ 143 % 14C  $ 174

Supplemental schedule of non-cash investing areh@img activities:
Acquisition of property and equipment under cagialse: 43€ 218 18€
Common stock issued in exchange for notes recesviabi stockholder 891 327 34¢€
Preferred stock issued upon conversion of convertibtes payable — — 4,00(
Repurchase of common stock for cancellation of icéeeivable 20 23¢ —
Dividend related to beneficial conversion featuf@m@ferred stock 27,22¢ — —
Issuance of warrants in connection with notes pley — — 19C
Common stock issued in acquisition of Ciphergenhfietogies, Inc. — — 537
Conversion of accrued interest into stockholdeenot — 14 —
Deferred stock compensation recognized on optiantgrand acceleration of vesting 17,98t 3,72¢ 1,471
Transfer of fixed assets to inventc 192 — —
Conversion of preferred stock and warrants to comstock and warran 53,98! — —

The accompanying notes are an integral part oktheasolidated financial statements.
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CIPHERGEN BIOSYSTEMS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization and Summary of Significant Accouning Policies
The Company

Ciphergen Biosystems, Inc. (the "Company"),alihivas reincorporated in the State of Delawarainé 21, 2000, develops, manufactures
and sells ProteinChip Systems, which consist gialiable ProteinChip Arrays, ProteinChip ReadersRanteinChip Software for life science
researchers. These products are primarily soldolodists at pharmaceutical and biotechnology camgs and academic and government
research laboratories.

Basis of Presentation

The accompanying consolidated financial stateémr 1999 and 1998 include the accounts of the@any and its three wholly-owned
subsidiaries. In February 2000, the Company estaddi a new subsidiary in Denmark, which is incluiteithe consolidated financial
statements for 2000. All intercompany transactioase been eliminated in consolidation.

The Company reports its minority ownership iiegt in Ciphergen Biosystems, K.K., a joint ventiwdapan, using the equity method of
accounting. Intercompany profits have been elingidamh the consolidated financial statements.

Use of Estimates

The preparation of financial statements in comity with generally accepted accounting princspie the United States of America requires
management to make estimates and assumptiondfiztttae reported amounts of assets and lialsliied disclosure of contingent assets
liabilities at the date of the financial statemesntsl the reported amounts of revenues and expduoseg the reporting period. Actual rest



could differ from those estimates.
Certain Risks and Uncertainties

The Company's products and services are clyremcentrated in a single segment of the lifelsceé research field which is characterized
by rapid technological advances and changes iewstrequirements. The success of the Company demenmanagement's ability to
anticipate or to respond quickly and adequatelgthnological developments in its industry, charigezistomer requirements or industry
standards. Any significant delays in the developneerintroduction of products or services could davmaterial adverse effect on the
Company's business and operating results.

The Company licenses certain technologiesdtetised in products that represent substantithlbf #s revenues. An inability to retain
such technology licenses could result in a matadakrse effect to the Company. Additionally, sahthe components used in its products
are from single-source suppliers. If the Companyniable to obtain such components, its financiabidmon and operating results could be
significantly impacted.

Cash and Cash Equivalents
The Company considers all highly liquid investits purchased with an original maturity of threanths or less to be cash equivalents.
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Fair Value of Financial Instruments

The carrying amounts of certain of the Compafigancial instruments including cash and cashvatgnts and accounts payable
approximate fair value due to their short matusitiBased on borrowing rates currently availabldnéoCompany for loans with similar terms,
the carrying value of its debt obligations approies fair value.

Concentration of Credit Risk

Financial instruments that potentially subjlet Company to a concentration of credit risk csinsi cash and cash equivalents and acct
receivable. Most of the Company's cash and casivaguts as of December 31, 2000 were depositdd fim&ncial institutions in the United
States and exceeded federally insured amountsCoéh®pany also maintains minimal cash deposits watfikb in the United Kingdom,

France, Germany, Denmark and Canada. The Companydb@&xperienced any losses on its deposits bf aad cash equivalents. The
Company's accounts receivable are derived frons sasle to customers located in North America, Eeigom Asia. The Company performs
ongoing credit evaluations of its customers' finahocondition and generally does not require celiat The Company maintains an allowance
for doubtful accounts based upon the expectedatiibty of accounts receivable.

Ciphergen Biosystems, K.K. accounted for 11%ew@Enue in both 2000 and 1999. No other custoeyumted for more than 10% of
revenue in 2000 or 1999.

Inventories
Inventories are stated at the lower of standasd, which approximates average cost, or markieiev
Property and Equipment

Property and equipment are stated at cost apcediated on a straight-line basis over the estidhaseful lives of the related assets.
Computer equipment is depreciated over three ykdrsratory equipment over five years, office ftuné and equipment over three to five
years, and demonstration equipment over two yéasehold improvements are depreciated over tise am. Gains and losses upon a
disposal are reflected in operations in the yeatiggosition.

Gooduwill and Other Intangible Assets

Intangible assets arose from the Company'sisitigns. Goodwill is being amortized on a straifjhe basis over five years. Other
intangible assets consisted of acquired workfontgch was amortized on a straight-line basis otgeestimated useful life of three years.

Long-lived Assets

Long-lived assets are reviewed for impairmehémwevents or changes in circumstances indicateatfiging amount of an asset may not be
recoverable. Recoverability is measured by comparis the asset's carrying amount to future netseoedinted cash flows the assets



expected to generate. If such assets are consittebeimpaired, the impairment to be recognizedésasured by the amount by which the
carrying amount of the assets exceeds the projeisedunted future net cash flows arising fromdhsets.

Revenue Recognition

The Company recognizes revenue in accordanteStaff Accounting Bulletin No. 101, "Revenue Rguoition in Financial Statements."
Revenue from product sales is recognized upon gtodu
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shipment provided no significant obligations remaul collections of the receivables are deemedgmebRevenue from research contracts
is recognized as the work is performed. The Compaoggnizes revenue for ongoing maintenance cdstratably over the period of the
service contract. Licensing product and distributights are recognized ratably over the term chsagreements.

Research and Development Costs

Research and development expenditures areagh&mgpperations as incurred. Software is an ialegrmponent to our product and is not
sold separately except as part of ongoing mainmaantracts. Software development costs incurrélde research and development of new
products are expensed as incurred until technabépasibility is established. To date, productd apgrades have generally reached
technological feasibility and have been releaseddte at substantially the same time.

Stock-based Compensation

The Company accounts for its stock-based ensgl@pmpensation arrangements in accordance witlisrns of Accounting Principles
Board Opinion No. 25 ("APB 25"), "Accounting fordgk Issued to Employees" and complies with theldssze provisions of Statement of
Financial Accounting Standards ("SFAS") No. 123¢¢Aunting for Stock-Based Compensation." Under 2ZBBunearned compensation
expense is based on the difference, if any, om#te of the grant, between the fair value of then@any's stock and the exercise price.
Unearned compensation is amortized and expensaetardance with Financial Accounting Standards 8daterpretation No. 28. The
Company accounts for stock issued to non-emploiyeascordance with the provisions of SFAS No. 188 Bmerging Issue Task Force
No. 9€-18, "Accounting for Equity Instruments that arsued to Other Than Employees for Acquiring, or enfdnction with Selling, Goods
or Services."

Income Taxes

The Company accounts for income taxes usindjabdity method. Under this method, deferred tssets and liabilities are determined
based on the difference between the financial si@tée and the tax bases of assets and liabilitieg ehacted tax rates in effect for the year in
which the differences are expected to affect texaiitome. A valuation allowance is established wieressary to reduce deferred tax assets
to the amounts expected to be realized.

Foreign Currency Translation

The functional currencies of the Company'sifpresubsidiaries are the local currencies. Accaylginall assets and liabilities of the foreign
operations are translated into U.S. dollars aterurperiod end exchange rates, and revenues aedsegare translated to U.S. dollars using
average exchange rates in effect during the pefibd.gains and losses from foreign currency traioslaf these subsidiaries' financial
statements are recorded directly into a separatgonent of stockholders' equity under the captidectimulated other comprehensive loss."
Foreign currency transaction gains and losses havbeen significant.

Net Loss per Share

Basic net loss per share attributable to comstockholders is computed by dividing net losskaitable to common stockholders for the
period by the weighted average number of commoreshautstanding during the period. Diluted net jesisshare attributable to common
stockholders is computed by dividing the net lassbaitable to common stockholders for the perigdhe weighted average number of
common and potential common shares outstandinggltine period, if their effect is dilutive. Poteaittommon shares include common stock
subject to repurchase and incremental
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shares of common stock issuable upon the exerEseak options and warrants and upon the conversiaonvertible preferred stoc



The following table sets forth the computatidrbasic and diluted net loss per share attribatédicommon stockholders for the periods
indicated (in thousands, except per share amounts):

Years Ended December 31,

2000 1999 1998

Numerator:
Net loss attributable to common stockholc $ (4753) $ (8,046 $ (8,059

Denominator

Weighted average common shares outstan 12,11¢( 6,75( 5,621
Weighted average unvested common shares subjegptochas: (47%) (359) (651)
Denominator for basic and diluted calculati 11,63¢ 6,397 4,97(

| | |
Basic and diluted net loss per share attributabsmmon stockholdel $ (4.09 $ (1.26) $ (1.62)
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The following table sets forth the potentiadsds of common stock that are not included in theedl net loss per share attributable to
common stockholders calculation above because smduould be anti-dilutive for the periods indich{é thousands):

Years Ended December 31,

2000 1999 1998
Effect of dilutive securities

Convertible preferred stock outstanding — 8,231 7,981
Common stock subject to repurchase 50t 392 57¢
Stock options outstanding 1,492 561 43¢
Common stock warrants outstanding 9 242 26€
2,00¢ 9,42¢ 9,271

I I I

Recent Accounting Pronouncements

In June 1998, the Financial Accounting Stansl&@dard ("FASB") issued Statement of Financial Asding Standards No. 133,
"Accounting for Derivative Financial Instrumentsdafior Hedging Activities" ("SFAS 133") which prowvd a comprehensive and consistent
standard for hedging activities. In June 1999 RA&B issued Statement of Financial Accounting Saadsl No. 137 which defers the effect
date of SFAS 133 to years beginning after Jun€Q80. The Company does not anticipate that thetamopf SFAS 133 will have an impact
on its results of operations or financial condition

2. Balance Sheet Components (in thousands)

December 31,

2000 1999

Inventory, net:
Raw materials $ 60t $ 471
Work in progress 39¢ 10z
Finished goods 324 14¢
$ 1,322 $ 722

Property and equipment:
Machinery and equipment $ 3,17t $ 1,47



Leasehold improvements 2,13¢ 48

Computers and equipment 78t 304
Furniture and fixtures 524 19¢

6,62( 2,017
Less: accumulated depreciation and amortization (1,939 (1,150

$ 4687 $ 867
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Property and equipment includes $830 and $4@2uipment under capital leases at December 310 a0d 1999, respectively.
Accumulated amortization of assets under capitedde totaled $318 and $123 at December 31, 2000928 respectively.

Accrued liabilities:

Payroll and related expenses $ 1,242 $ 452
Security deposit 332 —
Legal and accounting fees 331 182
Rent and related liabilities 484

Other accrued liabilities 48€ 291

$ 2871 $ 931

3. Investment in Joint Venture

In January 1999, the Company entered intord janture agreement with a Japanese companyrnoddimited liability corporation,
Ciphergen Biosystems, K.K., to be incorporated unide commercial code of Japan. The Company indek3@5,000 in exchange for 30%
ownership of the joint venture. The Company hafuture funding commitments to Ciphergen BiosystekhK,. Commencing after the fiscal
year ending December 31, 2001, the Company hasptiien to purchase, based on a predetermined farpride, an aggregate of 40%
Ciphergen Biosystems, K.K. from its joint ventuitper each year within 30 days of the receiphefjbint venture's audited financial
statements. Such buyout option terminates autoaiti80 days after the receipt of the joint ventsigudited financial statements for the year
ending December 31, 2004. The Japanese partnbligaied to provide or arrange for working capftalthe joint venture until the Company
purchases the additional 40% ownership, at whiole the joint venture must repay such financing amange its own working capital
financing. The Company's proportionate share ofdhe venture's losses were recorded in the statémf operations as naperating losse
Approximately 11% of the Company's revenues in 12000 and 1999 were from sales to the joint venture

In connection with the joint venture agreemém, Company entered into a distribution and mamgedgreement with the joint venture
whereby the joint venture would distribute the Camgs products in the life science research maiketapan. In exchange for providing
trading, technical support, equipment demonstrataomd seminars, the Company received a non-reflmmgagment of approximately
$315,000. Such payment is included in deferredmegend is being recognized as other income o&6ryear period, the term of the joint
venture agreement.
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4. Long-term Debt (in thousands)

December 31,

2000 1999

Notes payable to a financial institution, bearinggiest between 14.8% and 17.

collateralized by equipment and inventory, wittnpipal and interest payable monthly

through May 200( $ — 3 29
Notes payable to a financial institution, bearinggiest between 14.7% and 16.

collateralized by equipment and inventory, wittpipal and interest payable monthly

through August 200 29t 584



Notes payable to a related party, bearing intexe$8%, collateralized by certain equipm

with principal and interest payable monthly throddgarch 200C — 50

Notes payable to a financial institution, bearingpiest at 6%, collateralized by cert

equipment, with principal and interest payable rhignthrough November 20C 4 7
29¢ 67C

Unamortized discounts related to stock warrants¢M) — (5)
29¢ 665

Less: current portio (182 (36€)

$ 117 $  29¢

The notes payable to financial institutions subject to certain covenants, including restriedion the payment of dividends and the sale of
assets. At December 31, 2000, the Company wasnblation of any covenants.

Scheduled principal payments on notes paydtideeember 31, 2000 are as follows:

2001 $ 18z
200z 117

$ 29¢
|
5. Line of Credit

On June 23, 1999, the Company entered intaraamd security agreement with a bank for a lineredit. At December 31, 1999, the
Company had $825,000 outstanding under a $1.5omitievolving line of credit collateralized by acotsireceivable and other assets of the
Company. The line of credit expired on August ZB)@and was not renewed.

6. Commitments and Contingencies
Capital Leases

The Company leases certain machinery and eguiponder capital lease agreements with an indegmffitiance company which expire
through May 1, 2003.
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As of December 31, 2000, future minimum leaggnpents under capital lease agreements were as/fofin thousands):

2001 $ 29t
2002 251
2003 90
Total minimum lease paymer 63€
Less: amount representing inter (95)
Present value of minimum lease payme $ 541
Less: current portio (239
Non-current portior $ 307

|

Operating Leases

The Company leases various equipment andtfasiin Fremont, California; Malvern, Pennsylvaaia Copenhagen, Denmark. The
facility leases expire in July 2008, September 2808 March 2003, respectively. Under the terméeffacility leases in Fremont and
Malvern, the Company is responsible for common amaantenance. Total rent expense under all leastsf sublease income, was $896,



$397,000 and $221,000 for the years ended DeceBlhb@000, 1999 and 1998, respectively.

As of December 31, 2000, future minimum leasgnpents under the operating leases were as folliovisousands):

2001 $ 1,037
2002 2,457
2003 2,91¢
2004 2,971
2005 and afte 11,38:

$ 20,76(

|

Contingencies
The Company is currently party to two legalqaredings.

Ciphergen Biosystems, Inc., Ciphergen Technedpdnc. and lllumeSys Pacific, Inc. v. Molecudaralytical Systems, Inc., LumiCyte, Inc.
and T. William Hutchens.On July 12, 2000, the Company filed a lawsuihia Superior Court of the State of California agaMolecular
Analytical Systems, Inc. ("MAS") and LumiCyte, INELumiCyte") requesting a declaration that Ciphardnas the right to sell information
and service products, including through its BionearRiscovery Centers, and requesting a prelimiimgonction preventing MAS from
terminating the sublicense agreements. In Octob@d.2he Company made additional claims against MASLumiCyte, and added T.
William Hutchens as an individual defendant. Dri¢hens is the Chief Executive Officer of both MA®Id_umiCyte, a former officer and
director of Ciphergen, and is the beneficial owofeapproximately 12.1% of the Company's outstandimgmon stock. Ciphergen's action
seeks, among other things, damages and injuneatiief against defendants for unfair competitionsapipropriation of trade secrets, and
breach of contract, as well as an injunction priclg defendants from operating in Ciphergen's beeihmarkets. In October 2000, MAS and
LumiCyte filed a cross-complaint against Cipherg@iphergen Technologies, Inc. and lllumeSys Padific., the three plaintiffs which filed
the underlying lawsuit against MAS and LumiCytea#sed above. The cross-complaint alleges claim$érfeach of contract, intentional
interference with prospective economic advantag&iucompetition, misappropriation of trade sesr@td declaratory relief regarding the
rights of the parties under the
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two technology transfer sublicense agreements leetWEAS and Ciphergen. The cross-complaint alsosteterminate the sublicense
agreements, to obtain injunctive relief, to prevese of alleged trade secrets of MAS, and dam&jpbkergen and MAS have entered into an
agreement that provides that MAS's license terngnatotices are suspended pending the conclusitimiofawsuit.

Molecular Analytical Systems, Inc. v. Cipher@@osystems. The proceeding was filed December 9, 1999 irlLthited States Trademark
and Appeal Board. The Company has applied for tregisn of the term "SELDI" as a trademark. MAS lbaposed registration of the
trademark and is seeking to have the trademarktexgi in its name, instead. The Trademark and &@peard has suspended the
proceedings until resolution of the lawsuit desedilabove.

Although the ultimate outcome of these matierot presently determinable, management belithaishe resolution of all such pending
matters will not have a material adverse effecthenCompany's consolidated financial position, ltesaf operations or cash flows. However,
should the outcome of these matters be unfavotalitee Company, the impact could be material toaGbepany's consolidated financial
position, results of operations or cash flow.

7. Stockholders' Equity (Deficit)
Stock Split

On September 26, 2000 the board of directodssémckholders approved a 0.43-for-1 reverse ssptikof the common and preferred stock.
All share and per share amounts for all periodsgmted in the accompanying consolidated finantiééments have been adjusted
retroactively.

Initial Public Offering

The Company had its initial public offeringR®") of 5,500,000 shares of common stock on Septe2f®, 2000 at a price of $16 per sh
On October 3, 2000 the underwriters exercised thygion to purchase an additional 825,000 sharesmwimon stock. The IPO generated
aggregate gross proceeds of approximately $101l@mior the Company. The net proceeds to the Camypvere approximately
$92.4 million, after deducting underwriting discésiand commissions of approximately $7.1 milliod @xpenses of the offering



approximately $1.7 million. Concurrent with the P& of the Company's preferred stock and pretesteck warrants automatically
converted to common stock and common stock warreggpectively.

Convertible Preferred Stock

In February 1995, the Company entered intard flevelopment agreement with Stanford Researste8ys which was amended in June
2000. It provides for the issuance of a total d9,943 shares of Series B preferred stock. Undsratpieement, 476,113 shares of Series B
preferred stock at $2.33 per share were issued thgoclosing of the Company's Series B financinlylarch 1995, 118,250 shares were
issued in October 1996 upon the achievement diitstemilestone, and 118,250 shares were issu&éptember 1997 upon the achievement
of the second milestone. In June 2000 and Nove2®@0, additional milestones were attained and ZbsB@res of Series B preferred stock
valued at $379,000 and 12,900 shares of commok stdued at $142,000 were issued, respectively.réh®ining 197,800 shares will be
issued as common stock upon the achievement ofi@uaiali milestones.

In March 2000, the Company issued 4,468,07@eshaf Series E preferred stock ("Series E") a3®b per share resulting in net cash
proceeds of $26.9 million. The difference betwdendonversion price and the fair market value paresof the common stock on the
transaction date resulted in a beneficial converfature of $26.7 million which has been reflecsd preferred stock dividend in the
consolidated financial statements. In connectiah Wie Series E financing, the Company issued
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the underwriter warrants to purchase 63,053 shr8eries E preferred stock for $6.395 per shahe. Warrants had a fair value of $8.32 per
share based on a calculation using the Black-Sstoggon-pricing model at the time of issuance. @bgregate amount allocated to the
warrants based on the relative value of the wasramthe Series E preferred stock was $213,000ldrch 2000, the underwriters exercised
the 63,053 warrants. The resulting difference betwihe exercise price of the warrants and fair etar&lue of the common stock underlying
the Series E preferred stock resulted in an additibeneficial conversion feature of $542,000 andhte these warrants were exercised. This
has been reflected as a preferred stock dividetiteironsolidated financial statements.
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8. Stock Options, Warrants and Employee Stock Puiase Plan
1993 Stock Option Plan

The Company has reserved 3,493,750 shareswohoao stock for sale to employees, directors andutemts under its 1993 Stock Option
Plan (the "Plan™). Under the Plan, options may fteaed at prices not lower than 85% and 100% ofdhlenarket value of the common stc
for nonstatutory and statutory stock options, reipely. Options are exercisable when granted arcth sinvested shares are subject to
repurchase upon termination of employment. Shdwddemployment of the holders of common stock stiltfjerepurchase terminate prior to
full vesting of the outstanding shares, the Compaay repurchase all unvested shares at a pricghpee equal to the original exercise price.
At December 31, 2000, a total of approximately 80B,shares of common stock were subject to repaechg the Company at a weighted
average repurchase price of $2.10 per share. Utisgdroptions generally expire ten years from #ite of grant (five years for incentive
stock options granted to holders of more than 10%@Company's common stock).

2000 Stock Plan

In April 2000, the stockholders approved th8@&tock Plan (the "New Plan"). The Company hasresl 1,075,000 shares of common
stock for sale to employees, directors and constgltander this new stock option plan. Under the éawn, options may be granted at prices
not lower than 85% and 100% of the fair market gadfithe common stock for nonstatutory and stayudtwck options, respectively. During
2000 there was no activity under this New Plan.

Activity under the two Plans was as followstfiousands, except per share data):

Options Outstanding

Shares Number of Price Weighted
Available Per Aggregate Average
for Grant Shares Share Price Exercise Price
Balances, December 31, 19 47€ 93€ $ 0.12-0.3t $ 30 $ 0.3z
Shares reserved for the P 18z

Options grante: (539 53¢ 0.35-1.1¢€ 382 0.7z



Options cancele 42 (42 0.35-1.1¢€ (32 0.7¢

Options exercise — (98¢) 0.35-1.1¢€ (38¢) 0.3¢
Balances, December 31, 19 16€ 43¢ 0.1z-1.1¢ 272 0.6z
Shares reserved for the P 51€

Options grante: (50%) 50t 1.1€ 58€ 1.1€
Options canceled / shares repurche 402 (44) 0.2:-1.1¢€ (30 0.6¢
Options exercise — (339 0.2:-1.1¢ (36€) 1.0¢
Balances, December 31, 19 582 561 0.12-1.1¢€ 463 0.8¢
Shares reserved for the Ple 2,064

Options grante: (1,629 1,62¢ 3.4¢ 5,66¢ 3.4¢
Options canceled/shares repurche 11¢€ (99) 0.22-3.4¢ (220) 2.21
Options exercise — (599 0.22-3.4¢ (1,34%) 2.217
Balances, December 31, 20 1,14C 1,49 $ 0.12-3.4¢ $ 456 $ 3.0¢
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The options outstanding and currently exerdeship exercise price at December 31, 2000 werelasifs:

Options Outstanding and Exercisable

Weighted
Number Average Remaining Exercise
Outstanding Contractual Life Price

17,20( 3.2 years $ 0.12

26,707 5.6 year: 0.2z

44,61 6.5 year: 0.3t

153,52¢ 8.2 year: 1.1¢

1,250,41: 9.3 year: 3.4¢€
1,492,45i
I

Fair Value Disclosures

The Company applies the measurement princgfl@$B 25 in accounting for its stock option plaksd compensation expense for opti
granted been determined based on fair value ajrtivet date as prescribed by SFAS No. 123, the Coypaet loss per share attributable to
common stockholders would have increased to thégosnea amounts indicated below (in thousands, edxgepshare data):

Years Ended December 31,

2000 1999 1998

Net loss attributable to common stockhold:

As reportec $ (47,53) $ (8,04¢) $ (8,052)
Pro forma $ (4892) % (848)$  (8,25¢
Basic and diluted net loss attributable to common
stockholder per shar
As reportec $ (4.09 $ (1.2¢) $ (1.62)
Pro forma $ 4.20 $ 1.39 % (1.67)

The value of each option grant is estimatethendate of grant using the Black-Scholes optiaoimpg model in 2000 and the minimum
value method in 1999 and 1998 with the followinggived assumptions:

Years Ended December 31,

2000 1999 1998

Risk-free interest rat 6.2% 5.6% 5.4%



Expected average lif 5 year 5 year 5 year
Expected dividend — — —
Volatility 75% n/e n/e

The expected average life is based on the gggmthat stock options on average are exercisgehbs after they are granted. The risk-free
interest rate was calculated in accordance witlgthat date and expected average life. The exepcise of all options granted during the
three years ended December 31, 2000 was lesshibanarket value of the underlying stock on theeetpe grant dates. The weighted-
average fair value of options granted during treryended December 31, 2000, 1999 and 1998 wa32%0.26 and $0.16 per share,
respectively.
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Stock-Based Compensation

During the period from April 1997 through Deds#n 31, 2000, the Company recorded $24.6 milliostotk-based compensation in
accordance with APB 25, SFAS 123 and Emerging &3ask Force 968, related to stock options granted to consultantsemployees. F
options granted to consultants, the Company detexunthe fair value of the options using the Blackdes option pricing model with the
following assumptions: expected lives of five yeaveighted average risk-free rate between 5.4%6a2th; expected dividend yield of zero
percent; volatility of 75% and deemed values of m@m stock between $0.70 and $14.67 per share. Stookensation expense is being
recognized in accordance with FIN 28, an acceldrataortization method, over the vesting periodthefrelated options, generally five ye:

The allocation of stock-based compensation es@éy functional area was as follows (in thousands

Years Ended December 31,

2000 1999 1998
Cost of revenu $ 26 $ 39 % 2
Research and developmt 1,45¢ 20¢€ 167
Sales and marketir 1,39 47€ 33
General and administrati 6,192 625 67¢&
Total stocl-based compensatic $ 931C $ 13424 $ 88C

Warrants

During 2000, outstanding warrants to purch&®623 shares of preferred stock were exercisetbfal proceeds of $1.0 million. Warrants
exercised after the Company's initial public offigrivere exercised for common stock. At DecembefB@0, the Company had 9,010
common stock warrants outstanding at a weightechgeeexercise price of $3.54 per share.

Employee Stock Purchase Plan

In April 2000, the stockholders approved th@@&mployee Stock Purchase Plan, under which #igimployees may purchase common
stock of the Company through payroll deductionscRases are made semi-annually at a price eqtiat tower of 85% of the closing price
on the applicable offering commencement date or 86#%e closing price at the end of the purchasimgeThe Company has reserved
215,000 shares of common stock for issuance to@raps under this Plan. There was no activity utidsmplan in 2000.
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9. Income Taxes

The Company accounts for income taxes usindjabdity method. Under this method, deferred tssets and liabilities are determined
based on the difference between the financial szt and tax bases of assets and liabilities ubimgurrent tax laws and rates. Valuation
allowances are established when necessary to reldfiesred tax assets to the amounts expectedrigalized.

Based on the available objective evidence, igament believes it is more likely than not thatrle¢ deferred tax assets will not be fully
realizable. Accordingly, the Company has providddllavaluation allowance against its net defertaxi assets at December 31, 2C



Deferred tax assets (liabilities) consistetheffollowing (in thousands):

December 31,

2000 1999
Deferred tax assets and liabiliti¢
Net operating loss carryforwar $ 10,78: $ 7,57¢
Research and development and other credits 1,29z 93t
Depreciation and amortization 48E 37t
Other 751 417
Total deferred tax asse 13,31 9,30¢
Less: valuation allowanc (13,319 (9,30€)
Net deferred tax ass $ — $ —

Reconciliation of the statutory federal incotae to the Company's effective tax:

2000 1999
Tax at federal statutory ra (34)% (34)%
State, net of federal bene 2 2
Research and development cre @ 1
Change in valuation allowan: 20 30
Stocl-based compensatic 17 5
Provision for income taxe 0% 0%
] ]

As of December 31, 2000, the Company had netabing loss carryforwards of approximately $28illiom for federal and $14.8 million
for state tax purposes. If not utilized, theseyfarwards will begin to expire beginning in 2009 federal purposes and 2002 for state
purposes.

The Company has research credit carryforwardpproximately $888,000 and $534,000 for fedenal state income tax purposes,
respectively. If not utilized, the federal carryf@rd will expire in various amounts beginning ir020The California credit can be carried
forward indefinitely.

The Internal Revenue Code limits the use ofopetrating loss and tax credit carryforwards inaarsituations where changes occur in the
stock ownership of a company. In the event the Gomhas had a change in ownership, utilizatiomefdarryforwards could be restricted.

10. Employee Benefit Plans

The Company maintains the Ciphergen Biosystéms 401(k) Savings Plan for its U.S. employed® Plan allows eligible employees to
defer up to 20%, subject to the Internal Revenugi&eannual contribution limit, of their pretaxrapensation in certain investments at the
discretion of the employee. Under the Plan, the @amy is not required to make Plan contributionse Tompany had not made any
contributions to the Plan as of December 31, 2000.
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11. Related Parties

At December 31, 2000, the Company had two maesivable totaling $230,000 from an officer, watth imputed interest rate of 6.0%. The
notes are repayable on or before December 30, Z2aifitionally, the Company has various notes reaigle from stockholders in the
aggregate amount of approximately $1,294,000 relmtehe early exercise of stock options. Thesesbave five year terms, bear interest
between 5.59% and 6.85% and are collateralizetidymderlying stock and other personal assetq1¢ills receivable related to the early
exercise of options become due immediately upaniteation of employment.

During the years ended December 31, 2000, 866 the Company recorded revenue in the amount,66%,000 and $882,00



respectively, on sales to related parties. Theles seere transactions related to the sale of eqenprnd consumables to customers who hold
minority investments in the Company. Additionalyach year the Company recorded approximately $81906ther income for services
performed under the Ciphergen Biosystems, K.Krithistion and marketing agreement. The Company glsohased $352,000 and $617,000
of inventory in 2000 and 1999, respectively, frone @f its related parties, and in 2000 made noh-pagments in the form of Ciphergen
stock to this related party under the terms ofirat jdevelopment agreement. (See Note 7.)

12. Segment Information

The Company operates in one business segmaaiCdmpany sells its products and systems direxityistomers in North America and
Europe, and through distributors in Asia.

Revenue for geographic regions reported bel@wased upon the customers' locations. Long-kassets, predominately property and
equipment, are reported based on the locationeosisets. Following is a summary of the geograpfacmation related to revenues, long-
lived assets and information related to significaurgtomers for the years ended December 31, 2099, 4nd 1998:

2000 1999 1998

Revenue

North America $ 554C $ 3,14: $ 1,92¢

Europe 2,32 1,32( 643

Asia 1,06¢ 54¢ 364
Total: $ 8,93t $ 5,01C $ 2,93¢

Long-lived assets

North America $ 432¢ $ 771 $ 78¢
Europe 363 a0 2
Total: $ 4687 $ 867 $ 791

13. Subsequent Events
Swiss Subsidiary

In January 2001, the Company established ddiabsin Switzerland, Ciphergen Biosystems AGg¢éory out sales and marketing
activities.

14. Quarterly Consolidated Financial Data (Unaudied)

The following table presents certain unauddedsolidated quarterly financial information foethight quarters ended December 31, 2000.
In our opinion, this information has been prepasedhe same basis as the audited consolidatedciadestatements and includes all
adjustments (consisting

48

only of normal recurring adjustments) necessamrésent fairly the unaudited quarterly results mérations set forth herein.

Second Fourth
First Quarter Quarter Third Quarter Quarter Fiscal Year

(in thousands, except per share data)

Net sales
2000 $ 1,49 $ 2,14¢ $ 2,33t $ 2,95¢ $ 8,93t
1999 552 1,231 1,261 1,96( 5,01(
Gross profit
2000 922 1,20¢ 1,307 2,01¢ 5,45t

1999 32€ 771 841 1,36¢ 3,30z



Net loss

2000 (2,659 (6,552) (6,177 (4,929 (20,309

1999 (2,25)) (2,979 (1,957 (1,870) (8,04¢)
Net loss attributable to common stockholc

2000 (29,885 (6,557) (6,177) (4,929 (47,537

1999 (2,25)) (1,979 (1,957) (1,870 (8,04¢€)

Basic and diluted net loss per share attributable t
common stockholdel

2000 (4.55) (0.9¢) (0.89) (0.15) (4.0
1999 (0.36) (0.31) (0.31) (0.29) (1.26)

Quarterly and annual earnings per share acelled¢d independently, based on the weighted agaramber of shares outstanding during
the periods.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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PART IlI

ITEM 10. DIRECTORS AND OFFICERS OF THE REGISTRANT

The information regarding our directors andaafifs is incorporated by reference from "Electiédoectors" in our Proxy Statement for «
2001 Annual Meeting of Stockholders.

Section 16(a) of the Securities Exchange Adt384, as amended (the "Exchange Act") require€tirapany's Executive Officers and
Directors and persons who own more than ten pe(d@€8b) of a registered class of the Company's gaaiturities to file reports of
ownership and changes in ownership with the Seesaritnd Exchange Commission (the "Commission")tahadNational Association of
Securities Dealers, Inc. Executive Officers, Diogstand greater than ten percent (10%) stockholttersequired by Commission regulation
to furnish the Company with copies of all Sectid@{e) forms they file. The Company believes thaEakcutive Officers and Directors of the
Company complied with all applicable filing requitents during the fiscal year ended December 310.200

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorated by reference from our definitive Proxy Stagat referred to in Item 10 above under
the heading "Executive Compensation and Other W&atte

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this Item is incorated by reference from our definitive Proxy Statat referred to in Item 10 above under
the heading "Security Ownership of Certain Benafi€lwners and Management."

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS

The information required by this Item is incorated by reference from our definitive Proxy Stagat referred to in Item 10 above under
the heading "Certain Relationships and Relatedsgetions."
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PART IV

ITEM 14. EXHIBITS, CONSOLIDATED FINANCIAL STATEMEN TS, SCHEDULES AND REPORTS ON FORM 8-K

@ The following documents are filed as part of thisri 10-K:
1)
Index to Financial Statements:
Page
Report of Independent Accountal E
Consolidated Balance She: 30
Consolidated Statements of Operati 31
Consolidated Statements of Stockholders' De 32
Consolidated Statements of Cash Flt 33
Notes to Consolidated Financial Statem 34
)

Financial Statement Schedules:

The following financial statement schedule gfl@rgen Biosystems, Inc. for the years ended Dbeedil, 2000, 1999 and 1998 is filed as
part of this Annual Report and should be read mjwaction with the Consolidated Financial StaterseritCiphergen Biosystems, Inc.

Schedule [I—Valuation and Qualifying Accounts

All other schedules have been omitted sincedgaired information is not present in amountdisieht to require submission of the
schedule or because the information required isidted in the financial statements or notes thereto.

(b)

Reports on Form 8-K

On November 13, 2000, Ciphergen Biosystems,filed a current report on Form 8-K regarding @@mpany's filing of an amended
complaint in its lawsuit against Molecular AnalgiSystems, Inc., LumiCyte, Inc., and T. Williamteluens.

©
Exhibits:

Number Description of Document

3.2**  Amended and Restated Certificate of IncorporatioReygistran
3.4**  Amended and Restated Bylaws of Regist
4.1** Form of Registrant's Common Stock Certific
10.1** Form of Preferred Stock Purchase Agreen
10.2** Fourth Amended and Restated Investors Rights Ageeedated March 3, 20(
10.3** 1993 Stock Option Pla
10.4** Form of Stock Option Agreeme
10.5** 2000 Stock Plan and related form of Stock Optione&gen
10.6** 2000 Employee Stock Purchase F
10.7** 401(k) Plar
10.8** Form of Warran
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10.9** Form of Proprietary Information Agreement betwess Registrant and certain of its employ
10.10** Lease Agreement dated March 15, 1996 betweeroNéarterprises, LLC and Registrant and
amendments there
10.11** Lease Agreement dated March 20, 1996, betweeroN&mterprises LLC and Registrant and
amendments there
10.12** Lease Agreement dated January 28, 2000, betwedRetistrant and John Arrillaga, Trustee of
John Arrillaga Survivor's Trust and Richard T. Bedirustee of the Richard T. Peery Separate
Property Trust, and Amendment No. 1 dated as ofuau§, 200(
10.13** Employment Agreement dated as of August 24, 2088yden William E. Rich and the Registr:
10.14** Sublease Agreement between the Registrant and BayRatwork, dated as of August 25, 2(
10.23** MAS License Agreement with lllumeSys Pacific, Idated April 7, 199
10.24** MAS License agreement with Ciphergen Technolqdies (formerly ISP Acquisition
Corporation) dated April 7, 19¢
10.25** Joint Venture Agreement between Registrant and ®umoi Corporatiot
10.26** Distribution and Marketing Agreement between Regnt and Ciphergen Biosystems, K.K. dated
March 24, 199¢
10.27** Joint Development Agreement between RegistrantSaadford Research Systems, Inc., dated
February 2, 1995 and amendment the
21.1** Subsidiaries of Registra
23.1 Consent of PricewaterhouseCoopers LLP, Indepersissduntants
24.1 Power of Attorney (see page &
27.1** Financial Data Schedu

*%

Incorporated by reference from our registratiomesteent on Form S-1, registration number 333-328&2lared effective by the
Securities and Exchange Commission on Septemb&028),
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SIGNATURES

Pursuant to the requirements of Section 13¢d)lof the Exchange Act, the registrant has dalysed this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

CIPHERGEN BIOSYSTEMS, INC

By: /s/ WILLIAM E. RICH, PH.D.

William E. Rich, Ph.D
President and Chief Executive Offic

Dated: March 30, 2001

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that eaehspn whose signature appears below constituteagpaints William E. Ric
and Matthew J. Hogan, and each of them, his trddamful attorneys-in-fact, each with full power sibstitution, for him in any and all
capacities, to sign any amendments to this reppRaym 10-K and to file the same, with exhibitsréte and other documents in connection
therewith, with the Securities and Exchange Comianis$ereby ratifying and confirming all that eaaftsaid attorneys-in-fact or their
substitute or substitutes may do or cause to be tgrvirtue hereof.

Pursuant to the requirements of the Exchandethis report has been signed below by the folhmaypersons on behalf of the registrant and
in the capacities and on the dates indicated.

Signature Title Date




/s/ WILLIAM E. RICH, PH.D. President and Chief Executive Officer, and
Director March 30, 2001
William E. Rich, Ph.D (Principal Executive Officer)

/sl MATTHEW J. HOGAN Chief Financial Officer

(Principal Financial Officer)

March 30, 2001
Matthew J. Hogal

/s/ DANIEL M. CASERZA Corporate Controller

(Principal Accounting Officer)

March 30, 2001
Daniel M. Caserz

/sl JOHN A. YOUNG

Director March 30, 2001
John A. Younc
/s MICHAEL J. CALLAGHAN

Director March 30, 2001

Michael J. Callagha

/s/ BARBARA J. DALTON
Director March 30, 2001
Barbara J. Dalto
/sl JEAN-FRANCOIS FORMELA
Director March 30, 2001
Jeal-Frarcois Formele
/s/ WILLIAM R. GREEN
Director March 30, 2001
William R. Greer
/sl JAMES L. RATHMANN

Director March 30, 2001

James L. Rathmar

/s/ DANIEL VAPNEK
Director March 30, 2001

Daniel Vapnel
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REPORT OF INDEPENDENT ACCOUNTANTS
ON FINANCIAL STATEMENT SCHEDULE

To the Board of Directors and Stockholders of Cigke Biosystems, Inc.

Our audits of the consolidated financial stagets referred to in our report dated February 08,12appearing in this Form 10-K also
included an audit of the consolidated financiatesteent schedule listed in Item 14(a)2 of this FAO¥K. In our opinion, this consolidated
financial statement schedule presents fairly, imalterial respects, the information set forth éiremwhen read in conjunction with the related
consolidated financial statements.

PRICEWATERHOUSECOOPERS LLP

San Jose, California
February 15, 2001
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SCHEDULE Il

CIPHERGEN BIOSYSTEMS, INC.

VALUATION AND QUALIFYING ACCOUNTS

Years ended December 31, 2000, 1999 and 1998
(in thousands)

Additions Balance
Balance at Charged to Other at End
Beginning of Year Earnings Deductions Charges of Year
Allowance for doubtful accounts:
31 Dec 2000 $ 10C 60 — — 16C
31 Dec 1999 40 60 — — 10C
31 Dec 1998 — 40 — — 40
Inventory reserve:
31 Dec 2000 69 38 — — 107
31 Dec 1999 20€ 5 — (142)(1) 69
31 Dec 1998 134 117 — (45)(2) 20€
Deferred tax valuation allowance:
31 Dec 2000 9,30¢ 4,00¢ — — 13,31:
31 Dec 1999 6,701 2,60% — — 9,30¢
31 Dec 1998 4,96¢€ 1,73¢ — — 6,701
Warranty reserve:
31 Dec 2000 61 111 98 — 74
31 Dec 1999 43 10¢ 91 — 61
31 Dec 1998 — 2 — 45 (2) 43

@)

Represents a reclassification between propertyegngpment, and inventory reserve.

@)

Represents a reclassification between inventogrvesand warranty reserve.
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SIGNATURES

POWER OF ATTORNEY

REPORT OF INDEPENDENT ACCOUNTANTS ON FINANCIAL STAMENT SCHEDULE
SCHEDULE Il CIPHERGEN BIOSYSTEMS, INC. VALUATION AN QUALIFYING ACCOUNTS

EXHIBIT 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by sxfee in the Registration Statement on Form S-8 888-53530) of Ciphergen Biosystems,
Inc. of our reports dated February 15, 2001 redatinthe financial statements and the financigkst@nt schedule which appear in this Form
10-K.

PRICEWATERHOUSECOOPERS LLP

San Jose, California
March 29, 2001

End of Filing
Powered By Hlai‘{kij' .

© 2005 | EDGAR Online, Inc.



