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PART |

We have made statements under the captfi@tsors That May Affect Our Results", "Managemebtiscussion and Analysis of
Financial Condition and Results of Operations”, sBess" and in other sections of this Form 10-K #ne forward-looking statements. You
can identify these statements by forward-lookingdgcsuch as "may", "will", "expect", "intend", "a&ipate”, "believe", "estimate”, "plan",
"could", "should" and "continue" or similar wordehese forward-looking statements may also userdiftephrases. We have based these
forward-looking statements on our current expeatatiand projections about future events. Exampglésward-looking statements include
statements about projections of our future resfltgperations and financial condition; anticipatkgbloyment, capabilities and uses of our
products and our product development activitieseduct innovations; the importance of proteonais® major focus of biology research;
the ability of our products to enable proteomicsesgch; the rate of growth within the market fastpin purification products; increasing the
size of our sales and marketing organization; exgsand future collaborations and partnerships;ahility to operate and expand our
Biomarker Discovery Centers® and secure the comalaights to biomarkers discovered at our BiomaiRescovery Centers; our ability to
expand and protect our intellectual property pdidfoncreasing the future sales volumes of consiles increasing operating costs, incluc
sales and marketing, research and developmengeamatal and administrative costs; anticipated &utasses; expected levels of capital
expenditures; increased manufacturing efficienares a corresponding decline in cost of revenuems@ntage of revenue; the outcome of
legal proceedings; the period of time for which existing financial resources and interest inconiiebe sufficient to enable us to maintain
current and planned operations; foreign currenchamnge rate fluctuations; and the market risk ofiovestments



These statements are subject to signifiéaks and uncertainties, including those idertifie the section of this Form 10-K entitled
"Management's Discussion and Analysis of FinarnCidition and Results of Operations—Factors Thay Mffiect Our Results", that could
cause actual results to differ materially from #hpsojected in such forward-looking statementstduerious factors, including the
Company's ability to generate significant growthumt sales while maintaining pricing; managing manufacturing costs, operating
expenses and cash resources consistent with as; ke ability of our ProteinChip® technology isabver protein biomarkers that have
diagnostic, theranostic and/or drug developmetitygtthe continued emergence of proteomics as pinfacus of biological research and
drug discovery; and our ability to protect and podenour proprietary technologies. We believe itriportant to communicate our
expectations to our investors. However, there neguents in the future that we are not able torately predict or that we do not fully
control that could cause actual results to diffeterially from those expressed or implied in ounfard-looking statements.

ITEM 1. BUSINESS
Overview

We develop, manufacture and market ourdii@hip Systems, which use patented Surface Entdraser Desorption/lonization
("SELDI") technology. The ProteinChip Systems ergtiotein discovery, characterization and assagldpment to provide researchers with
a better understanding of biological functionshat protein level. Protein characterization is thgetmination of the detailed identity of a
protein, including its sequence as predicted byctireesponding gene and any chemical modificatioimeduced after the protein is produc
Assay development is the simplification and optaian of a set of procedures to develop a methoddtecting and quantifying a specific
protein. Our ProteinChip Systems are novel, enghlitiols in the emerging field of protein-based byl research, known as proteomics.
While recent technological advances in DNA toolsehaubstantially changed the field of genomics aiheence of enabling protein analysis
tools has limited progress in proteomics resedPchteomics provides a direct approach to understgritle role of proteins in the biology of
disease, monitoring disease progression and thepéetic effects of drugs.
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We believe proteomics will be a major focus of bgital research by enhancing the researcher's stadeing of gene function and the
molecular basis of disease. In May 1999, we comialérdaunched our ProteinChip Biology System.

We develop, manufacture and sell our Pn@thip System family of proteomics research equigmehich includes (i) the ProteinChip
Biology System, a versatile system for protein gsialconsisting of a ProteinChip Reader and PrGigiim Software; (ii) the ProteinChip
Biomarker System, a system including Biomarkerd?at™ Software for advanced protein expressionilimgf (iii) the ProteinChip
AutoBiomarker System, a system including an Autd&avhich automates array processing; (iv) thedtn@hip Tandem MS Interface for
advanced identification work using tandem masstspeetry; (v) automation accessories such as tbenBk® 2000 Workstation and an
Autoloader to facilitate sample handling and inseethroughput; and (vi) other associated accessdrigs equipment is used in conjunction
with our ProteinChip Arrays, which are consumabtebips containing chemical or biochemical bindgitgs. In addition, we provide
associated SELDI technology contract research ses\through our Biomarker Discovery Centers togfofirther adoption of our products
and technology as an industry standard and to genszvenue by obtaining some combination of feeéscammercial rights related to
biomarkers discovered in our Biomarker Discoveryt€es in consideration for research services. \We dévelop, manufacture and sell
chromatography sorbents for large-scale purificatibproteins and are developing novel approaahesltiress process proteomics, an
emerging market driven by pharmaceutical compamyadtel to produce proteins for research, developaahtherapeutic manufacturing
purposes. We market and sell our products priméilesearchers in pharmaceutical and biotechnatogypanies, and academic and
government research laboratories.

Ciphergen Biosystems, Inc. was originatigarporated in California on December 9, 1993 utidlemame Abiotic Systems. In
March 1995, we changed our corporate name to GjgimeBiosystems and on May 23, 2000, we reincorpdrat Delaware. On July 31,
2001, we acquired BioSepra S.A., a wholly-ownedsglibry of Ciphergen located near Paris, Francéchvis engaged in the development,
manufacture and marketing of process chromatograptents.

Ciphergen's revenue is derived from thessaf interrelated products and services on a wuidlie basis. Although discrete components
that earn revenues and incur expenses exist, isignifexpenses such as sales and marketing andratg@administration are not incurred by
nor allocated to these operating units but ratheeaployed by the entire enterprise. Additionalg chief operating decision maker
evaluates resource allocation not on a produceogmaphic basis, but rather on an enterprise-wédésbTherefore, we have determined that
we operate in only one reportable segment, whithdgrotein research tools and collaborative ses/business.

Industry Background

Genes are the hereditary coding systernviofjl organisms. Genes encode proteins that aponsible for cellular functions. The study
genes and their functions has led to the discooEnew targets for drug development. The majorftgdraig targets are proteins, such as
receptors, hormones and enzymes. Although genaati@mss researchers to identify drug targets, itsdoet provide complete information on
how these targets function within an organism. idusources estimate that within the human gertber® are approximately 30,000 genes.
The initial structure of a protein is determinedabgingle gene. The final structure of a proteifméguently altered by interactions w



additional genes or proteins. These subsequentficetébns result in hundreds of thousands of déferproteins. In addition, proteins may
interact with one another to form complex strucsuteat are ultimately responsible for cellular forws.

Genomics allows researchers to establishelationship between gene activity and diseasaener, many diseases are manifested not
at the genetic level, but at the protein level. Tomplete structure of modified proteins cannotieermined by reference to the encoding
gene alone. Thus,

while genomics provides some information aboutalies, it does not provide a full understandingisdake processes.
The Relationship Between Proteins and Diseases

The entire genetic content of any organignmown as its genome, is encoded in strands ofyddmaucleic acid, or DNA. Cells perform
their normal biological functions through the gea@tstructions encoded in their DNA, which resultshe production of proteins. The
process of producing proteins from DNA is knowrgase expression or protein expression. Differemcéging organisms result from
variability in their genomes, which can affect teeels of gene expression. Each cell of the orgamgpresses 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 produleg 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 efha that alters a protein directly or indirectlyatiers the gene's level of protein expression.
These alterations interrupt the normal balanceratigins and create disease symptoms. A proteindnioen is a protein that is present in a
greater or lesser amount in a disease state vansosnal condition. By studying changes in protgomarkers, researchers may identify
diseases prior to the appearance of physical syngptBesearchers identify proteins by their moleowkight. In addition, researchers can
utilize protein biomarkers to identify new disegs¢hways to be used as drug targets. Disease pattasa groups of interacting proteins that
lead to disease if any one or more of the protisimdtered. Historically, researchers discoveradgin biomarkers as a byproduct of basic
biological disease research. This has resulteldeirvalidation by researchers of approximately 2@@gin biomarkers that are being used in
commercially available clinical diagnostic producise development of new diagnostic products has tieited by the complexity of
disease states, which may be caused or charactéyzeeveral or many interacting proteins. Diagiegatoducts that are limited to the
detection of a single protein may lack the abil@ydetect more complex diseases, and thus pro@scéts that are unacceptable for practical
use. Often the detection of patterns of multiplet@ns has proved more useful. In recent yeard\#imnal Institutes of Health, or NIH, has
recognized the importance of protein biomarkemsviarcoming this problem and their usefulness indimeelopment of new diagnostic and
therapeutic products. The NIH has established at gnagram (The Early Detection Research Netwarkuhd the discovery and clinical
validation of new protein biomarkers.

Limitations of Available Technologies for ProteosmiResearch and Protein Purificatir

Efforts to understand biology and to imprdkie diagnosis, monitoring and treatment of diseasive been dramatically enhanced
through advancements in modern genomic technologfesse new technologies have formed the basihéodevelopment of new analytical
tools, which are primarily directed at DNA and gemo analysis, but are not applicable to proteiragsh or proteomics. These new tools
have accelerated the ability to sequence and améihgzhuman genome. Historically, researchers gekelectrophoresis as a primary tool for
sequencing DNA. Gel electrophoresis measures hoa EINA fragment migrates through the pores of gelesponse to an applied electric
field over a fixed time interval. Electrophoresisai timeeonsuming, manual process that requires large ammafipure DNA to be useful. T
development of polymerase chain reaction, or PQ&yad researchers to amplify, or produce multigdpies of a fragment of DNA.
Researchers could then enhance the signal of araceints of DNA from an unprocessed biological samglich as tissue or blood, to a level
where measurement was possible. Successive advarteetinologies have produced faster, automatgdeseing machines and new,
biochip-based technologies. These new technoldgies dramatically improved the throughput and ssxpof DNA analysis. In addition,
these new technologies have reduced costs by Bingeautomation and reducing necessary labor.
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Although recent technological advances Hemreefited genomics, there have been fewer sigmfiadvances in proteomics. While DNA
has been relatively simple to study because @édte of detection and linear structure, proteifyaisahas been a far more difficult challenge.
The goal of proteomics is to determine the striecand function of proteins. Researchers use teahsiguch as tagging, amplification and
sequencing to analyze DNA, but researchers carsethese techniques effectively to study protdihese techniques can change the
structure of proteins and may change their chatiatitss or function, which would limit researcheability to identify and analyze samples. In
addition, these techniques do not allow researdoarsonitor or study how proteins interact, orderitify which proteins interact together, to
perform biological functions



Currently, researchers perform proteomgsgarch using gel electrophoresis and other prpteification 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 additithrese tools must be operated by researchers wititantial technical expertise. As a result,
proteomics research has not advanced at a ratearahie to that of genomics. New tools are needaidatite 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 clird@gnostics. Moreover, there is a bottleneck inrepd purification of proteins from either
native biological sources or from "gene to protéidlogically-manufactured proteins. Scientists tratstain proteins of interest from such
sources in large quantities for basic researchiegudrug discovery and development. In additiba,ibcreasing number of biological
therapeutics and monoclonal antibodies in clinidals and in pre-clinical development is creatinghortage in production capacity for such
products and an increased need to improve larde-paafication methods. Thus, there is a rapidiguging market for protein purification
products extending from benchtop research to laogde manufacturing.

The Ciphergen Solution

We develop, manufacture and market ourdir@hip Systems, which use patented Surface-Enddreger Desorption/lonization
("SELDI") technology. The ProteinChip Systems erglnlotein biomarker discovery, characterization asghy development. Our
ProteinChip Systems integrate the key steps oeproics research on a single, miniaturized biodBig. ProteinChip Systems incorporate
SELDI technology on the surface of a consumabletim which allows researchers to capture and aegbyoteins directly. Our ProteinChip
Systems enable rapid, reproducible, on-chip pragpression and protein analysis from complex lgiolal samples, such as whole blood,
tissue or saliva, without separation, tagging amgldication processes and with minimal prior pigdtion. SELDI enables protein detection
and quantification by reducing signals from unwdrtt@molecules that would otherwise obscure thesmesnent results.

We believe our ProteinChip Systems enaddearchers to identify and quantify proteins bgaimolecular weight detection and
measurement. Researchers can add chemicals or esagrany step during the process to greatly erehwecdetailed 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 camqbéo currently available methods. We
provide these capabilities to our customers byrgethem our ProteinChip Systems and/or our Biomabkscovery Center collaboration
services. We believe our ProteinChip Systems cablerprotein research in the following areas:

. Differential Protein Expression. Our ProteinChip Systems are designed to ermblegy researchers to rapidly conduct
studies in differential protein expression. Diffetial protein expression is the comparison of pnatexpressed in different,
usually related, biological samples, such as bkerdm from a diseased individual and blood serwm fan individual without
that disease. The differences include both diffeesrin the identities of the collection
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of proteins present in the samples, and differeircése amounts of a particular protein preseridth samples. Proteins that
are either present in one sample and absent iothiee, or present at different relative levels athbsamples, are potential
protein biomarkers of the disease. Further reseamhvalidate the use of potential protein biomesKer the diagnosis of the
disease or as targets for the discovery of druge#d the disease. In addition, the informatiorivéel from our ProteinChip
Systems enables scientists to compare genetic geesgarmation derived from DNA biochips, or miniazed biochips
containing DNA, to protein information, in orderbetter define protein function. Expression studied protein discovery that
previously were impossible to conduct or took marghyears can be performed on our ProteinChipeSysin days or even
hours. By quickly analyzing statistically signifidtanumbers of samples, biomarker candidates camalidated. Researchers
use quantitative assays of proteins developed &ifferential protein expression to diagnose and ioomnlisease.

. Protein Characterization. Once a potential protein biomarker is identifia usual next step is the characterization of the
protein. Protein characterization is the processetérmining the identity of the protein and/or rtderizing aspects of its
physical structure. Using our ProteinChip Systdomspgy researchers can purify a rare protein feoomude 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 Systeamd comparing this pattern with fragment past@frproteins identified
in publicly available protein and genomic databaBased on this comparison, the researcher maplbdaidentify the
protein in the database that corresponds to thergwpntal protein. Identifying a protein can pravithe researcher with
information useful in understanding the biologytled sample being studied. Identifying the gene framich the protein
originates can provide useful structural or proiressiformation. Also, researchers can characteaggects of the physical
structure of a protein using our ProteinChip Systéonperform enzymatic-, chemical- or antibody-loa®sts 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 Intei@ts. Once a protein biomarker has been identifiedl@daracterized, 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 tt



severity or stage of a disease. Another assayeistaf protein interactions between the biomasket other proteins. This as:

is useful in tests of the biological function oétprotein that may be important for its role inedise. This assay is also useful in
drug discovery to identify drug candidates thagiifégre with protein interaction. Our ProteinChips®ms enable the researcher
to perform quantitative and protein interactionagssby selecting a limited number of chemical achemical surfaces and
optimizing the conditions for a particular typeasfsay. We believe assay simplification will spagttfional validation of
discovered biomarkers for both diagnostic and dlisgovery applications. Currently, researchers takay weeks or months

to accomplish this process using conventional teldgies. We believe our ProteinChip technology ieattuce this process to
days or even hours.

. Novel, High-Speed Protein Purification and Prodanti Researchers seek rapid purification of protéims either native
biological sources or from "gene to protein” biatadly manufactured proteins in order to condudibaesearch. Drug
developers need to obtain large quantities of prstef interest for target discovery, validatiorddarge-scale production of
therapeutics. Ciphergen's ProteinChip Systemsugfiréhe application of gradient wash conditionthevchromatographic
surfaces of these arrays which produces a stepehisen of
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retained compounds, may allow "on-chip" optimizatand purification of proteins in hours or dayssusrweeks or months
using existing methodologies. The "ohip" optimization method is akin to that accomipdid while utilizing columns for liqu
chromatography separations but the method allowpudfication using only microliters of biologicahmple versus milliliters
of biological sample, and it is thus particularbeful as "predictive protein chromatography" irgkxscale production.
Ciphergen's new method of purity analysis is caleateinChip Retentate Chromatography—Mass Speetirgr{RC-MS).
Moreover, Ciphergen also offers sorbents and chtognaphy products and services in the applicatidip@dictive protein
chromatography" or scaling up of the "on-chip" op#ation and purification process achieved using\R&

Our Market Opportunity

There are several types of laboratoriespgheform proteomics research and development. 8lleue our ProteinChip System,
chromatography products and Biomarker Discoveryt€erollaboration services can enable proteomissaneh in the following markets:

. Basic Biology Research. Basic biology research laboratories focus @nstiudy of general biological processes and the
understanding of the molecular basis of diseasererare over 300,000 scientists from academic asdrgment research
institutions pursuing this research worldwide. Mokthe techniques used by researchers in badiogyioesearch to study
proteins are labor intensive or have limited anedytcapabilities. We believe that the ease ofars®problem-solving
versatility of our ProteinChip Systems may enalibdogists to perform proteomics research at thairkstations in the
laboratory.

. Clinical Research and Diagnostics. Clinical research is focused on associatingiadi disease symptoms to changes in
certain proteins in the disease state versus indhmal state. In doing so, researchers seek tdifgenarkers, many of which
are proteins, or patterns of multiple markers taat be used to diagnose diseases early, assassameaesponse and monitor
treatment progress. Currently, physicians pursaiimical research lack a flexible, integrated, st@mlized tool to perform
protein biomarker discovery. We believe that owt@®nChip Systems and collaborative services maplerresearchers to
rapidly discover protein biomarkers and to devalmse biomarkers into clinical diagnostic tests.

. Pharmaceutical Drug Research and Developmen# current bottleneck in drug research is seaoyndcreening, during whi
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 developrtieg. In addition, over 50% of drug developmeriuf@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 toxigadal and therapeutic effects throughout the drexptbpment process. We
believe our ProteinChip Systems and collaboratireises can substantially improve preclinical depetent and clinical trial
effectiveness by greatly expanding the use of prdi®markers.

. Pharmaceutical Production Process Another current bottleneck appears in drugettigyment and production. The most
popular current method for preparative separatfqrateins is liquid chromatography (LC). In LC liasorbents, which have
complementary physicochemical properties to preteirninterest, are employed for selective adsonpfi@ design an LC
protein separation process is not a trivial operathowever, but rather a relatively long and systiéc task built essentially on
a trial and error approach. The application of BroteinChip System—the RC-MS method—is a rapidéitve method that
consumes minimal sample yet predicts



optimal separation conditions for largeale LC purification of proteins from complex lagical matrices. Furthermore, we ¢
offer our BioSepra process chromatography prodartsservices in the actual large-scale applicaifdhe preparative protein
separation conditions as determined using our PIChép Systems.

Business Strategy

We intend to establish our ProteinChip &yst as the enabling technology platform for probéamarker discovery and proteomics
research in the basic biological research, climestarch and diagnostics, and pharmaceuticaldisegvery and development process
markets. Key elements of our strategy are to:

. Accelerate Awareness and Acceptance of Our ProtémBystems. We intend to focus on expanding the installasiebof ou
ProteinChip Systems with leading academic, goventnpharmaceutical and clinical research laboresoid promote
awareness and acceptance of our technology. Iti@udive will support the use of our ProteinChigs&yms through customer
education and training as well as customer colkatiimns, such those we recently announced with Péimd Novartis, to
increase the applications and use of our Protem@hiays. Further, we intend to pursue commeradilan of our products
through our own sales and marketing organizatiddarth America, Western Europe, Japan and Chirdfaough distributo
or sales representatives in selected other patteaforld, including Australia, Israel, South Karéalaysia, New Zealand,
Singapore and Taiwan.

. Expand Product Development and InnovationWe intend to expand the scope of our produdf@®m by continuously
developing new products and applications baseduof®mteinChip technology. We believe that by exjiag the applications
of our technology and products and increasing tlugictionality, we will promote the use and acceptaof our ProteinChip
Systems by biology researchers. The ProteinChiguymis we are currently attempting to develop inelbdyher performance
proteomics systems and more compact, easier teausmns of our proteomics systems that can belyigked by researchers
in the laboratory.

. Establish and Operate Biomarker Discovery Center8oth directly and through partnerships, wendtéo continue
establishing and operating our Biomarker Discov@enters, which provide SELDI technology-based neseservices. By
performing contracted research projects and engdgiresearch collaborations, we intend not onlfosger further adoption «
our products and technology as an industry standartcalso to generate revenue by obtaining somegwtion of fees and
commercial rights related to biomarkers discovénenlir Biomarker Discovery Centers in considerafomresearch services.
We believe that these biomarker discoveries, whiely have diagnostic and/or therapeutic utility,Iddae our way of directly
participating in predictive medicine. We believattbur Biomarker Discovery Centers may acceleratméarker discovery and
validation in both pharmaceutical drug discoveoxitology and clinical trials, and in clinical reseh laboratories. We plan to
deploy the prototypes of our next-generation Pn@thip Systems to maintain a technological advanitagerr Biomarker
Discovery Centers. Examples of recent researchlmothtions include HIV research with the Aaron Dazwth AIDS Research
Center, cancer research with Novartis and pulmodi&gase research with Pfizer.

. Expand into the Process Proteomics MarketWe intend to leverage the use of RC-MS andefr@hip Systems to promote
BioSepra's business of chromatography sorbentargescale purification of proteins. Ciphergen and Bim@ehave integratt
their sales and marketing organizations and areldping a line of products to address process pnoies, an emerging mark
driven by pharmaceutical company demand to proguatins for research, development and therapewditufacturing
purposes.

. Expand Our Intellectual Property Portfolio. We include many issued, allowed and pendingrgaton the SELDI technology,
the ProteinChip Systems and BioSepra sorbentsricwvent patent portfolio and intend to expand gortfolio in several
areas of technology related to our business, imafudpplications of SELDI technology, biomarkeratigeries and sorbent
technology. We intend to continue to develop owppietary technologies and proprietary infrastruetn support of our
existing SELDI technology, ProteinChip Systems BrafSepra sorbents. For example, we intend to devedsv surface
chemistries for our ProteinChip Arrays, enhancemémbur ProteinChip Readers and advances in @lysis and database
ProteinChip Software, in order to broaden the rasfggpplications and opportunities that researcbansaddress. We intend to
continue to license and acquire technologies frtmers that complement our core capabilities antept@ur proprietary
technologies with patents and trade secrets.

Our ProteinChip Technology

Our ProteinChip technology is based on SEkibich combines laser-based molecular weightdiete with the use of a chemically or
biochemically active biochip array surface congeddrom proprietaryreated metal. Our ProteinChip technology enaldesarchers to apj
a crude biological sample, such as whole bloodssué, directly to the surface of a ProteinChipafriThese ProteinChip Arrays are desig



to select desired proteins from the sample thrafihity capture, which employs chemical processeBiochemical targets such as recept
antibodies or DNA probes. Researchers then wasl gvearemainder of the unused sample with a vadésplutions with varying stringen:
conditions, depending on the type of test perforridéis enhances the signal of the proteins of @stieon the biochip by reducing signals fr
unwanted biomolecules that would otherwise obsthaeneasurement results. The purified sample proteimain evenly distributed on the
surface of the ProteinChip Array. This even disttibn allows the researcher to accurately measutegaantify the proteins.

The researcher then places the Protein@higy in a specially developed laser-based, mobronkight detection analyzer, or
ProteinChip Reader. The ProteinChip Reader usaset beam to release the retained proteins froRrbteinChip Array surface. The
ProteinChip Reader accelerates the retained peoteid guides them through a flight tube under vactaia detector. The time of this fligh
directly related to the exact molecular weight @€te protein. This process allows the molecular tei§ a sample protein to be determine:
the researcher.

The researcher generates protein exprepsidites by examining the samples collected wiffedent affinity-based ProteinChip Arrays
or different stringency washes, and collectingittiermation under the different conditions. Usingr @roteinChip Systems, researchers can
compare protein expression profiles from differsainples, such as disease versus normal statedisphaly differences in the proteins
expressed. Proteins that are differently expressttk disease versus normal state may be newptuate 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 Systems and Related Products

Ciphergen'BProteinChip Systemare fully integrated platforms consisting of a Bie€Chip Reader to read ProteinChip Arrays and our
proprietary ProteinChip Software to analyze and agarprotein-

based information. The systems are used in congmutith consumable ProteinChip Arrays containihgmical or biochemical binding sites
on a biochip.

The ProteinChip Reader is a laser-basetggular weight detection system designed for usk wur ProteinChip Arrays. We designed
our ProteinChip Reader to be used in the labordigryasic biology researchers. Our ProteinChip Beadnsists of a nitrogen laser, high-
speed digital electronics, a vacuum system andralatd personal computer with our proprietary Pn@tkip Software for system control and
data analysis.

Our ProteinChip Software is designed tdlifate system operation by biology researcherfiwit experience in molecular detection
systems and minimal experience in protein analjf$is. software allows fully automated operationhaf ProteinChip Systems 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 Softwarevjgtes researchers with Internet access for rapgisbdae searches, which facilitates protein
identification. Furthermore, our ProteinChip Softevallows researchers to perform quantitative mdteeraction assays.

In May 1999, we commercially launched thet&®nChip System, Series PBS II, which we nowré&deas the ProteinChip Biology
System. In December 2001, we announced the inttimifuecf the ProteinChip Biomarker System which exigthe capability of a
ProteinChip Biology System by incorporating Biomarlatterns™ Software and ready-to-use profiling. Kihe system is designed for
advanced protein expression profiling and serves\assatile clinical proteomics platform for sdists in clinical disease and toxicological
research, pharmaceutical research and developarahtlinical diagnostics. In October 2002, we idtrced the new ProteinChip
AutoBiomarker System, which consists of a Proteip@iomarker System, a ProteinChip Autoloader aicamek® 2000 Workstation, to
increase sample throughput and automate the reatimgays.

OurProteinChip Arraysare typically used by researchers for protein esgiom profiling, characterization and quantitaretein
interaction applications. Our ProteinChip Arrayssist of a metal surface with multiple sample spdte treat these spots with our
proprietary coatings that are designed to capter&in families of proteins. We offer two standtyples of ProteinChip Arrays. One type has
ready-to-use chemical surfaces. This type is padity useful in performing differential protein gnession. The other type has pre-activated
surfaces that customers use to make their own misto biochemical surfaces. This type is partidulaseful in protein interaction studies.
We are not required to customize our ProteinChimys to meet client specifications. Researcherdatetypes of ProteinChip Arrays



perform protein identification and characterization

OurBiomarker Patterns Softwais designed to automate pattern recognition-basigtacal analysis methods to correlate protein
expression patterns from clinical samples with aligephenotypes. This multivariate data analysisvaoé solution addresses a key
component of the biomarker discovery process. Aomagnefit of the ProteinChip platform is in theaivery and correlation of multiple
biomarkers in a population of samples to rapidlljdade clinical, toxicological and cell pathway paltogy. As was the case in the
development of DNA array technology, the flood afalproduced by the instrument makes informatioisteritical to interpreting the results.
This software package combined with an updatedriaidker Wizard" module in the core ProteinChip Saftevpackage automatically
identifies multiple protein peaks that correlatéhwphenotype differences between samples.

Ciphergen Express™ Softwaisea new offering that provides a client-servelatienal database system for management and asalf/si
ProteinChip System data. High throughput collectiod analysis of muliilimensional SELDI data requires managing dataedlad sample:
ProteinChip Arrays, reagents and spectra. To niéeheed, CiphergenExpress Software provides adwdbdata
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handling, data mining and analysis capabilitiealtow rapid, automated analysis of multiple expenits over multiple conditions to identify
potential biomarkers.

OurProteinChip Tandem MS Interfaweas introduced in May 2001. The ProteinChip Tandéginterface can be affixed to certain
tandem mass spectrometers and thereby allow arcbsedo gather data regarding a biological sampieg both ProteinChip Arrays and
tandem mass spectrometry. The ProteinChip Tandenmi¢&ace allows for biochipased identification studies, epitope and phospaton
mapping and protein interaction analyses with déammass spectrometer.

A customized version of Beckman CoultBiegmek 2000 Workstatiomas first sold by us in late 2001. Available exalety through
Ciphergen, the Biomek 2000 is a device that autesiiquid handling when used in combination witlpli&rgen's 96- and 192-well
ProteinChip Array processors. Sample throughputbeaimcreased by five-fold or more while improvirgproducibility using this robotic
accessory. In addition, the Biomek 2000 can be ts@érform sample fractionation procedures prochip binding, thus increasing the
number of proteins detected from each sample.

In addition, we offer a number of relatedessories, such as bioprocessors, reagents,@pmrts and assorted kits designed for
proteomics research.

ProteinChip Systems and related produatsribmted 94%, 75% and 62% of revenue in 2000, 20@12002, respectively.
Biomarker Discovery Centers

Our Biomarker Discovery Centers, which pdevSELDI technology-based research services, dnidhwve are operating directly and
through partnerships and client relationships efiofitrther adoption of our products and technolagyan industry standard and generate
revenue by obtaining some combination of fees amangercial rights related to biomarkers discoveredur Biomarker Discovery Centers in
consideration for research services. We intendstoogter and characterize new protein biomarkerspatiggrns of biomarkers from biological
samples provided by our future collaborators. Weele that our Biomarker Discovery Centers may ege biomarker and biomarker
pattern discovery and validation in pharmaceutita discovery, toxicology and clinical trials, aindclinical research laboratories. We
intend to deploy the prototypes of each next-gaimrdroteinChip System and other specialized eqgaig and software to maintain a
technological advantage in our Biomarker Discov@enters. In addition, we seek to obtain commerdggls related to biomarkers
discovered in our Biomarker Discovery Centers.

We believe that biomarkers and their uséiagnostics are patentable. The Biomarker Disgo@amters have established revenue and
license generating project contracts with the MDJéwson Cancer Center, the Prostate Cancer CerEastdrn Virginia Medical School, The
Johns Hopkins University School of Medicine, Aaidiamond AIDS Research Center and other academigawernment institutions,
commercial biotechnology companies and pharmacduwampanies, including Pfizer and Novartis. Thassect contracts specify the types
of samples that will be analyzed, outline the wiarke done and specify a fee and license rightthfoproject. We have commercialization
rights under many of these collaborations.

Our Biomarker Discovery Centers performeggi-upon analyses on customer samples in ordéhey discover biomarkers and
biomarker patterns for a variety of differentigdssification and predictive purposes, or sequeadicplar proteins to obtain a probability of
match between known and unknown proteins (positigatification), or a determination that the pratbas not been previously identified.
The terms of a project contract include our quotatf a fee for a specified analysis plan on andgefisample set. We cannot currently
estimate the commercial significance of rightsitmiarkers that we may acquire. Their value depemdhe significance of the discovery
made. We seek to be the primary licensee for medszs of biomarkers discovered under our projentracts, although this is not always
case. We expect that our Biomarker Discovery Cemntat



10

extend the analysis capabilities of our customéeseby increasing awareness of the range of chintdogies and thereby increasing sales of
our ProteinChip Systems.

While most of our Biomarker Discovery Cantentracts are fee-f@ervices arrangements, we had one funded resezdateelopmer
agreement with the Israel-U.S. Binational IndusfRasearch and Development Foundation ("BIRD"),chhwvas funding research we were
undertaking with Mindsense Biosystems, Ltd., using SELDI technology to discover potential biomaskior the diagnosis and monitoring
of major depression. Our funding from BIRD will emd2003. Revenue from the BIRD grant totaled $498,in 2001 and $128,572 in 2002.

Ciphergen has sponsored research at varistittions, including Johns Hopkins Universitydathe Eastern Virginia Medical School.
We spent approximately $69,000 in 2000, $1.1 nriliio2001 and $1.3 million in 2002 in the form afsh, equipment and consumables on
such sponsored research.

We have leased facilities for our BiomarRéscovery Centers in Copenhagen, Denmark, in Malv@ennsylvania, and as part of our
headquarters facility in Fremont, California. ltel@002, Ciphergen Biosystems KK, our majority-odseabsidiary, leased facilities for a
Biomarker Discovery Center in Yokohama, Japan. \Westhired managerial and scientific staff for thigsslities and will evaluate the
establishment of additional Biomarker Discovery @esin the future. We also provide financial aachhical support for a Biomarker
Discovery Center at Johns Hopkins University.

In communications with us, Molecular An&gl Systems ("MAS") has asserted that the subdieergreements to the SELDI technology
do not extend to our providing services in protezio customers as we currently do, which is plaouo Biomarker Discovery Center
strategy. See "Legal Proceedings." We believethwsublicense agreements do grant us the rightotade services in this manner, and we
plan to continue pursuing our Biomarker Discovepn@r strategy as we attempt to resolve our dispitleMAS. However, if, as a result of
litigation, it should be determined that these\ati#is at our Biomarker Discovery Centers are belythe scope of the sublicense agreements,
we may be required to cease operation of the Bikenddiscovery Centers or significantly alter thadtivities.

BioSepra and Our Process Chromatography and Proce$¥roteomics Businesses

Ciphergen's BioSepra Process Division loas technical competencies in the area of comp@sitmnic and inorganic) material and
biological separation sciences. For over 25 y&isSepra has focused this expertise on the devadopand use of chromatographic sorbents
for large-scale manufacturing of natural and recomutit proteins, vaccines and antibodies. BioSepmatgposite chromatography sorbents
combine very rigid and stable base materials wigh binding efficiency hydrogels to yield produdtst are physically strong and chemically
stable with high binding capacity and excellentassafion properties. These unique composite sorterable biopharmaceutical
manufacturers to produce biological drugs moreldyiceduce operational costs and improve produelity. The broad technology base on
which these sorbents are based also allows furadiration for a wide variety of applications.

Among the mosecent and promising technologies within the Bia@dprocess Division product offering are industsiadbents based
the use of dual-mode and mixed-mode interactiods'afiinity” ligands. The application of these techogies makes it possible to develop
unique separation mechanisms which can give cusmhighly efficient alternatives to traditional rhetls. Promising new technologies for
antibody purification and expanded bed chromatduydpr the capture of target molecules from unfikzdifeed streams are also being
developed.

Ciphergen's BioSepra Process Division hagla range of products suitable for biopharmacalifproduction. Many of BioSepra's
sorbent brands such as Spherosil®, Spherodex®cri®, Ultrogel®, HyperD® and HyperCel@re currently used in the clinical product
of
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biopharmaceuticals, including full-scale manufaicigiof FDA-registered products in both North Amerend Europe.

With the acquisition of BioSepra, Cipherdes also been able to combine chromatography alaweint expertise with SELDI-based
ProteinChip technology to begin a new approachraten purification called "Process Proteomics"isTiew approach combines the
previously separate operations of purification mgtation and protein analysis. This single-stepcbip approach offers the potential to
dramatically accelerate and simplify purificatioeveélopment and analysis.

Our process chromatography and proceseqmuts businesses contributed 0%, 14% and 26%vehue in 2000, 2001 and 2002,
respectively



Sales and Marketing

We have developed a direct sales forceanttNAmerica, Western Europe, Japan and Chinas@les process involves on-site
applications problem-solving, scientific publicat® product demonstrations, seminars, exhibitsy@ations and meetings, word of mouth,
direct mail, advertising and the Internet. We hdesigned our sales process to increase market m@gsref our ProteinChip Systems,
Biomarker Discovery Center services and BioSeprhesds, and promote acceptance of our productsamites.

Our sales force includes program managéis,all have sales experience, and field reseaniemtists, most of whom have Ph.D. deg
in biology or biochemistry. Generally each prognaranager works with a team of two to four field stigts. The primary responsibility of
the program manager is to manage sales effortspiitmary responsibility of the field research stigtnis to provide solutions to biological
problems for our customers and sales prospectaghrapplications development, scientific semingist scientific publications with
customers and product demonstrations. In additienfield research scientists serve as our prirffialy representatives for after-sales
customer service and technical support. As of Falyra8, 2003, we had 23 program managers and brésearch scientists.

We formed Ciphergen Biosystems KK in Jajpadanuary 1999 as a joint venture with SumitomepGration to distribute our products
in Japan. The joint venture agreement is for tearyérom January 1999. We originally invested $826,for 30% of Ciphergen Biosystems
KK. In March 1999, we signed a distribution and keting agreement granting Ciphergen Biosystems likKetxclusive right to distribute our
products in Japan for ten years, and we were 28,800 by Ciphergen Biosystems KK. In August 2002 exercised our right to purchase
an additional 40% at a cost of approximately $4@8,®ot including cash recorded from the resulbnginess consolidation, bringing our
ownership interest in Ciphergen Biosystems KK t&67/O0e are responsible for providing the Japandsé yenture with its working capital.

We have also established relationships digtributors and sales representatives who cowstrAlia, Israel, South Korea, Malaysia, M
Zealand, Singapore and Taiwan.

Our sales and marketing organization d@3emfember 31, 2002 consisted of 112 employees, @hom have Ph.D. or M.D. degrees. We
intend to modestly increase the size of our satdsnaarketing organization in North America, WestEurope, Japan and China over the next
12 months.

Geographic Information

Information about the geographies in whighoperate can be found in Part Il, Item 8 of Bosm 10-K in the Notes to Consolidated
Financial Statements at Note 17, "Segment Infoiwnagind Geographic Data."
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Existing Customers

The following is a partial list of our costers, several of which have multiple ProteinChypt&ms.

Pharmaceutical and Biotechnology Academic and Government

Abbott Laboratorie:
Abgenix

Amgen

AstraZenec:
Aventis

BASF

Bayer

Becton Dickinsor
Bristol-Myers Squibk
Boehringer Ingelhein
Centocot

Cephalor

DSM Biologics

Eli Lilly

Genentecl

Genetics Institut
GlaxoSmithKline

Human Genome Scienc

Innogenetic:

Janssen Pharmaceutic

Johnson & Johnsc

Aaron Diamond AIDS Research Cen
Brigham and Women's Hospil

British Columbia Cancer Agenc
Brown University

Burnham Institute

Children's Hospital of Philadelph
Cornell Medical Schoc

Dana Farber Cancer Cen

Duke Medical Schoc

Emory University

Harvard School of Public Heal
Imperial Cancer Research Foundali
Imperial College Prion Un

Indiana Universit-Purdue Universit
INSERM

International Medical Cent-Japar
Johns Hopkins University School of Medici
Lawrence Livermore National Laboratori
Massachusetts General Hosp
Massachusetts Institute of Technolc
McGill University



MDS Pharmze MD Anderson Cancer Cent

MediGene Medical College of Georgi

Merck Medical Research Council (Cambridg
Mitsubishi Welpharm: Mount Sinai Medical Schoc
Neurochen National Cancer Ceni-Japar
Neurogenetic: National Institutes of Health, National Cancer itusé
Novartis Osaka Universit

Novo Nordisk Pasteur Institut

Orion Pharmaceutica Riken Brain Science Institu

Pfizer Rockefeller University

Pharmaciz Royal Free Hospite

Proctor & Gamble Rutgers Universit

Purdue Pharmaceutic: Stanford Universit

Quest Diagnostic Tulane University Medical Cent
Roche Tokyo University

Sankya University of Arizona
Scherin¢-Plough University of California, Berkele
Seronc University of California, Los Angele
Sumitomo Pharmaceutice University of Marylanc

Syngentze University of Notre Dami

Syr-X Pharmaceutical University of Southern Californi
Takeda Chemice University of Uppsal:

Tanabe Pharmaceutic: USEPA

Wyeth Virginia Prostate Cente
Yamanouchi Pharmaceutic: Wright State Universit

Takeda Chemical, Sumitomo Pharmaceutitrisinational Medical Center-Japan, National Cai@amter-Japan, Osaka University,
Riken Brain Science Institute, Tanabe Pharmacdstarad Yamanouchi Pharmaceuticals are customersrafapanese subsidiary, Ciphergen
Biosystems KK. This
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joint venture accounted for approximately 5% of mwenue in 2001 and approximately 2% in 2002 goayur acquisition of majorit
control. No customer accounted for more than 10%uofrevenue in 2001 or 2002.

Research and Development

Our ProteinChip System is a single techgplplatform, which we believe can be easily optimdiZor use in many markets. This
flexibility allows us to rapidly introduce new ajidtions and products that can be transferred fsomfield to another. We have ongoing
technology development programs for our ProteinGtrifays, materials, surface chemistries, high-dgrsbchip formats and manufacturing
processes. In applied research, we are develogwgapplications in differential protein expressigoantitative protein interaction assays
protein characterization. Research and developefénts related to our ProteinChip Readers incliedearch in the automation of sample
introduction, high-sensitivity detection, improvemén system resolution and quantitation. In additiwve are developing new SELDI-based
accessories for high resolution, tandem mass speetry, whose capabilities will further enhance BusteinChip Systems. We have also
worked on improvements to the ProteinChip TandemliM&face to increase sensitivity significantlyerhcompared to other laser
desorption/ionization ("LDI") Qg-TOF devices. Indition, we have introduced new matrices for LDI QQF analysis to extend the utility of
this approach.

The acquisition of BioSepra and its relatchnologies has further allowed us to pursue cleemistry developments. Our research and
development efforts have included demonstratioasloteins retained on our ProteinChip Arrays wihtain chemistries and surfaces
resemble the ones isolated using beads. We sgehrwote and improve the prediction of ion exchasggaration chromatography conditions
using our ProteinChip Systems. We are also workmgew developments associating beads and bioaiapsnly for prefractionation of
proteins, but also for improved protein-proteirenatction applications.

In addition to pursuing research and dgualent related to our research tools business, ghrour Biomarker Discovery Centers we are
attempting to discover and validate protein bioreeskhat may have diagnostic and/or therapeutiityufrhese activities are more fully
discussed in "Biomarker Discovery Centers" above.

Manufacturing

We design, manufacture and distribute BnGlieip Systems and Arrays, including related instentation, consumables, accessories,
software and services, in our Fremont, Califoraiility, which is registered under ISO 9001:2000r Eertain components of our ProteinC
Systems, we rely upon suppliers, including Stanfedearch Systems, which also performs specifisgjdeervices for certain compone



of our ProteinChip Readers. We perform final asdgrabd quality control on our ProteinChip Readdrewa facility. We purchase extruded
aluminum for our ProteinChip Arrays from a thirdyasupplier. External vendors etch and base coaPooteinChip Arrays. We apply all
chemistries to the ProteinChip Arrays and perfanrpriocess and final quality control at our faciliWe outsource the manufacture of
ProteinChip Tandem MS Interfaces to a contract rfaaturer in Reno, Nevada. We develop software torRroteinChip Systems in-house,
and provide multivariate data analysis softwareulgh an OEM arrangement with Salford Systems. Vpelgwa robotic accessory for sample
processing through an OEM arrangement with Beck@auiter. We intend to continue and may expand tibeantracting portions of our
manufacturing processes when we think it best Byes the suppliers' manufacturing expertise, redoasts or improves our ability to meet
customer demand. The raw materials and componetst igguired in our manufacturing operations gdheaae readily available. However,
we use single-source suppliers for some key compsrend manufacturing services, and finding altermendors for these items could be
difficult.
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Through our wholly-owned subsidiary BioSepw~e manufacture chromatography sorbents at ailitygust outside Paris, France which
was built in 1999 and specifically designed for deeelopment and manufacture of sorbents. We peaeaw materials from well-established
chemical suppliers and from subcontractors for sanigue materials. The production is performed ediog to our ISO 9001:2000 registe!
quality system standards that we intend to stiavienfprove continuously as required and in respooigeir customers' recommendations.
Manufacturing and quality control are performedading to verified and approved standard opergtimgedures and the release of each lot
is done after a quality assurance review. Planitsade routinely provided to the QA/QC groupsafje pharmaceutical manufacturers. We
intend to work continually toward increasing théwoe manufactured and better absorbing our overbesis.

Intellectual Property

Ciphergen's intellectual property includgsortfolio of owned, co-owned or licensed patemts patent applications. This portfolio
increased significantly with Ciphergen's acquisitad BioSepra in July 2001. As of December 31, 2@Q2 patent portfolio included 28
issued United States patents, 81 pending UnitegSgmtent applications and numerous pending papgtications and issued patents outside
the United States. These patents and patent applisaare directed to several areas of technologpprtant to Ciphergen's business including
our core SELDI technology and its applications t@irobiochips, sorbents, instrumentation, softwaard biomarkers. The issued patents
covering the SELDI and RC-MS technologies expireaaitous times from 2013 to 2018. The issued pateotering BioSepra's process
chromatography technology expire at various timesf2012 to 2018.

We derive our rights to the core SELDI tealogy through royalty-bearing sublicenses thatddalar Analytical Systems, Inc. ("MAS")
granted to our wholly owned subsidiaries, lllume8geific, Inc. and Ciphergen Technologies, Incd #tmough agreements for the purchase
by Ciphergen of IllumeSys Pacific and Ciphergenhhedogies stock. MAS holds an exclusive licenseedain patents from the owner,
Baylor College of Medicine. The MAS sublicensesvyie Ciphergen with the exclusive right to practice Baylor patents and to use all or
any part of the Baylor Patents and certain techgyotteveloped by Baylor and by MAS to make, usd, effer for sale, and import any
instrumentation, device or non-drug consumabldudiog any information product or any service résglfrom such use, for use by
customers in the life science, drug discovery dimical diagnostics laboratory markets worldwidey;, laboratory-based products or services
for the consumer market, and for purely intern& tesdevelop, make and sell any drug or drug réletfarmation. We are obligated to pay
MAS a royalty equal to 2% of net revenues that eragate related to each sublicense for four yeans the date of first commercial sale,
with an annual maximum royalty payment of $500,p@0sublicense. The date of first commercial salden the sublicense to lllumeSys
Pacific was April 1997 and we completed our royalhigations under that agreement in April 2001. Ndge the exclusive right to any
improvements we make to the SELDI technology andhawee filed patent applications on several suchravgments.

We are presently engaged in litigation iitAS, LumiCyte, Inc., and T. William Hutchens oule scope of our rights under the MAS
sublicenses. In June 2000, MAS claimed that theatipe of our Biomarker Discovery Centers and useeotain software constituted a
material breach of the terms of the MAS sublicens&5S also threatened to terminate the subliceiighe alleged breaches were not cured.
We believe that we have not committed any maténaach of the sublicense agreements. In July 2080iled suit against MAS asking the
court, among other things, for a declaration of exalusive rights to use the licensed technolodye 3pecific facts and the status of this
dispute with MAS are more fully described in thetéas That May Affect Our Results and Legal Prodegsisections hereof.
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We also hold licenses or options to licelmisenarkers developed using SELDI technology, the af these biomarkers and related
intellectual property. The institutions and comganfirom which we hold such licenses or optionscenise include, among others, Eastern
Virginia Medical School, The Johns Hopkins UniversPfizer Inc., Aaron Diamond AIDS Research Ceiatadl Biosite Incorporated.
Ciphergen's intellectual property portfolio alsalirdes copyrights on our ProteinChip Software. \eeha license to improve and sell
Biomarker Patterns Software from Salford Systenigh€gen's intellectual property portfolio alsolirtes registered U.S. trademarks for,
among other things, the name "Ciphergen," our dréigéogo and the ProteinChip mai



Competition

Although we believe that we are currenily bnly company selling and delivering productsvaih integrated 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 technologiés.anticipate that competition will come primaritgm companies providing products tl
incorporate established technologies, such asleerephoresis, liquid chromatography and masstspeetry.

In order to compete effectively, we willatkto demonstrate the advantages of our Protein&fspems over alternative technologies and
products. We will also need to demonstrate thergiaieeconomic value of our ProteinChip productatiee to these alternative technologies
and products. Some of the companies that provigetroducts include the Applied Biosystems divigsibApplera, the Micromass division
of Waters Corporation, Amersham Biosciences, Bid-Raboratories, Bruker Daltonics, Perkin-Elmer, theQuest Corporation and several
smaller reagent and equipment companies. Our fetureess will depend in large part on our abilitgstablish and maintain a competitive
position with respect to these and future techrielng

We offer proteomics services through owrBarker Discovery Centers. Our Biomarker Discoveenters may compete with companies
in the proteomics services area. We expect anasarg number of companies to provide proteomicgices in the future.

Our BioSepra chromatography business fageetition from established suppliers, most ngtétshersham Biosciences but also
including BioRad Laboratories, Merck, Millipore, Tosoh and othé&mersham Biosciences is the market leader wilitingee market share a
presence in the production of all U.S. Food andgDXdministration (FDA) recombinant drugs approvediate. Amersham Biosciences has a
wide selection of products, manufacturing econorofescale and a highly trained sales force. Ourrisuccess will depend on winning over
customers with superior or specialized processprotcs methods and products.

In many instances, our competitors haweiththave substantially greater financial, techhicasearch and other resources and larger,
more established marketing, sales, distributionsardice organizations than we do. Moreover, coitggetmay have greater name
recognition than we do, and may offer discounta asmpetitive tactic. Our competitors may succeetieveloping or marketing technologies
or products that are more effective or commerciattyactive than our products, or that would reralertechnologies and products obsolete.
Also, we may not have the financial resources,neth expertise or marketing, distribution or suggm@pabilities to compete successfully in
the future.

Environmental Matters and Laser Regulations

International, federal, state and locabiegments relating to the discharge of substanteste environment, the disposal of hazardous
wastes, and the sale and use of lasers as paut &froteinChip Readers may have an impact on onufaaturing operations and sales. We
believe that we are in material compliance withl@gple environmental and laser and radiologicalltielaws and
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regulations. To date, compliance with regulatoguisements concerning environmental matters aretdasas been accomplished without
material effect on our liquidity or capital resoesc We have not made, nor do we anticipate the toemhke, material capital expenditures to
comply with environmental and laser and radiologiezalth laws and regulations.

Employees

As of December 31, 2002, we had 323 fufietiemployees worldwide, including 112 in sales rmwadketing, 108 in research and
development, 69 in manufacturing and 34 in admiatigtn. Fifty-seven of these employees are empl@é®ioSepra. One hundred four of
our employees have M.D. degrees or Ph.D. degrestseimistry, biology or biochemistry, and many atpegts in software and engineering.
We have also engaged an additional 22 individuaisa@dependent contractors. None of our U.S. empglewee covered by a collective
bargaining agreement, though many of our Europegsiayees are covered under national labor agreesnéfe believe that our relations
with our employees are good. Ciphergen's succdbkdepiend in large part on our ability to attrantiaetain skilled and experienced
employees.

Available Information

Ciphergen routinely files reports and otiddormation with the SEC, including Forms 8-K, KGand 10-Q. The public may read and
copy any materials we file with the SEC at the SH@Iblic Reference Room at 450 Fifth Street, NWashington, D.C. 20549. The public
may obtain information on the operation of the RuBleference Room by calling the SEC at 1-800-SB8080The SEC maintains an Internet
site that contains reports, proxy, and informastatements, and other information regarding isstiatsfile electronically with the SEC. The
address of that site fgtp://www.sec.gov.

Ciphergen maintains an Internet websitectvimcludes a link to a site where copies of ouruah report on Form -K, quarterly report:



on Form 10-Q, current reports on Form 8-K, and ainents to those reports filed or furnished purstm@ection 13(a) or 15(d) of the
Exchange Act may be obtained free of charge as asoaasonably practicable after they are eleaadigifiled with, or furnished to, the SE
These materials may be accessed by accessing bsitevathttp://www.ciphergen.corand selecting "Investors." Paper copies of these
documents may also be obtained free of charge king/to us at Ciphergen Biosystems, Inc., Inve&etations, 6611 Dumbarton Circle,

Fremont, CA 94555.
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ITEM 2. PROPERTIES

Our principal facility is located in Frentpalifornia. The following chart indicates thecilities that we lease, the location and size of

each facility and its designated use.

Location

Approximate
Square Feet

Operation

Expiration Date

Fremont, California

Malvern, Pennsylvani
Woburn, Massachuset
Reno, Nevad

Fresno, Californit

Cergy-St. Christophe, France

Copenhagen, Denmark

Goettingen, German
Zurich, Switzerlanc
Beijing, China
Guildford, Englanc
Tokyo, Japal

Yokohama, Japan

61,000 sq.

3,000 sq.
3,000 sq.
1,000 sq.
1,000 sq.

44,000 sg.

2,000 sq.

600 sq.
600 sq.
3,000 sq.
1,000 sq.
1,000 sq.

4,000 sq.

fi

fi

Research and development
including Biomarker Discovel
Center, manufacturing,
marketing and sales,
administratior

Biomarker Discovery Centt
Process proteomics I
Research and developm
Research and developmt
Research and development,
manufacturing, marketing and
sales, administratio

Biomarker Discovery Center,
sales

Sales
Sales
Sales
Sales
Sales, administratio

Biomarker Discovery Center,
sales

Lease expires 2008

Lease expires 20(

Lease expires 20(

Lease expires 20(

Lease expires 20(

Capital lease expires 2011, at which time the
property can be acquired for a nominal amount

Lease expires 2006

Lease expires 20(

Lease expires 20(

Lease expires August, 20
Monthly lease

Lease expires December, 2(

Lease expires 2005

Currently, we are not subleasing any o$é&ecilities to anyone else. We believe our exgstipace will be sufficient for our needs
through at least the end of 2003, after which we firal it necessary to add to our facilities if waamted by our growth.

We intend to renew the leases or find caalpe space for our Beijing and Tokyo facilitiesemithose leases expire in 2003.

ITEM 3. LEGAL PROCEEDINGS

We are currently a party to three legacpedlings.
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(1) Ciphergen Biosystems, Inc., Ciphergen Technologiesand lllumeSys Pacific, Inc. v. Molecular Aytadal Systems, Inc.,
LumiCyte, Inc. and T. William HutcherOn July 12, 2000, we filed a lawsuit in the Supe@ourt of the State of California against Molea!
Analytical Systems, Inc. ("MAS") and LumiCyte, In€LumiCyte") requesting a declaration of our righihcluding that Ciphergen has the
right to sell information and service products, aeguesting a preliminary injunction preventing Mf&8m terminating the sublicense
agreements. In October 2000, we made additionahslagainst MAS and LumiCyte, and added T. WilliHotchens as an individual
defendant. Hutchens is the Chief Executive Offmfdooth MAS and LumiCyte, as well as a former adfiand director of Ciphergen. He is
presently the beneficial owner of less than 10%iphergen’s outstanding common stock. Ciphergetisraseeks, among other things,
damages and injunctive relief against defendamtarifair competition, misappropriation of trade rsgs, and breach of contract, as well as an
injunction precluding defendants from operatingCiphergen's licensed markets. In October 2000, MA& LumiCyte filed a crossemplaint
against Ciphergen, Ciphergen Technologies, Inc.liiundeSys Pacific, Inc., the three plaintiffs whifiled the underlying lawsuit against
MAS and LumiCyte described above. The cross-comphdieges claims for breach of contract, interaidnterference with prospective
economic advantage, unfair competition, misappetiom of trade secrets and declaratory relief rdigarthe rights of the parties under the
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&jpkergen and MAS have entered into an
agreement that provides that MAS' license termamatiotices are suspended pending the conclusitmsofawsuit. In May 2001, we amenc
our complaint and brought additional claims agaMaiS, LumiCyte and Hutchens.

(2) Molecular Analytical Systems, Inc. v. CiphergensBgtemsThe proceeding was filed December 9, 1999 in thitddrStates
Trademark and Appeal Board. We applied for redistneof the term "SELDI" as a trademark. MAS hapaged registration of the trademark
and is seeking to have the trademark registeréd mame instead. The Trademark and Appeal Boasagtspended the proceeding until
resolution of the lawsuit described above.

(3) OnJuly 27, 2001, we served a demandrbitration on T. William Hutchens under theyJ28, 1998 Stock Exchange Agreement
among Ciphergen, Ciphergen Technologies, Inc., lhérts and others. The demand for arbitration asgetdiutchens, who was a selling
shareholder of Ciphergen Technologies, made repiasens and warranties to Ciphergen about the wetnof Ciphergen Technologies'
business and its ownership of assets that areargrtty certain claims asserted in the cross-compfééd by MAS and LumiCyte and,
therefore, that he must pay Ciphergen's attornegs &nd indemnify Ciphergen for any losses it migtur resulting from filing of the cross-
claims, regardless of their merit. The parties heyeed to stay the arbitration until the earlfefAogust 1, 2002, or the resolution of any of
several of plaintiffs' and cross-complainants' eausf action.

A trial relating to these matters was scied to begin on March 3, 2003. However, the pardigreed jointly to remove the case from the
March 3, 2003 trial calendar and have been engageettiement discussions. The settlement termeuotly under discussion involve
Ciphergen receiving a grant or assignment of rightexchange for Ciphergen's payment of approaigai3 million and approximately
1.25 million shares of Ciphergen common stock, e as up to $10 million in royalties over a 10-ypariod. The parties would also
exchange mutual releases of certain claims in adiorewith the settlement. In light of the businegportunities presented by settlement and
the risks and uncertainties and costs associatidcantinued litigation, management believes tie#tement on agreeable terms would en
Ciphergen to further exploit its products, techiggl@and services, including its rapidly growing Biarker Discovery Center services busin
However, there can be no assurance that the paitlesxecute and deliver definitive settlementegments on these terms, or at all.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vbthesecurity holders during the fourth quarte2062.

PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Our common stock has been quoted on thdddpiational Market under the symbol "CIPH" sirfoe éffective 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 14, 2003 was $5.00 per share. The follguétle sets forth the high and low sales pricespare of our common stock as reported
on the Nasdaq National Market for the periods iatd.

Sale Price

High Low




Fiscal 2000:

Fourth Quarter $ 39.4¢ $ 9.5C
Fiscal 2001

First Quarter 13.5( 3.7

Second Quarter 8.0C 4.1t

Third Quarter 6.6€ 2.0¢€

Fourth Quarter 8.0t 2.6€
Fiscal 2002:

First Quarter 8.2t 5.2t

Second Quarter 6.9 2.57

Third Quarter 3.94 2.3t

Fourth Quarter 3.8 2.6¢

We currently expect to retain future eagsinf any, for use in the operation and expansfoour business and do not anticipate paying
any cash dividends in the foreseeable future. Adarich 14, 2003, there were approximately 2,75@ s of our common stock.

Recent Sales of Unregistered Securities

On July 24, 2002, we issued 49,450 shdresramon stock to Stanford Research Systems dta pf $2.65 per share pursuant to a joint
development agreement. The agreement providehddssuance of Ciphergen common stock based ugoatttinment of specified
development milestones. Under the same agreemensswed

. 25,800 shares on June 2, 2000 at $2.33 per share;

. 12,900 shares on November 30, 2000 at $11.00 pee;sh
. 10,750 shares on April 12, 2001 at $4.45 per share;

. 12,900 shares on July 9, 2001 at $5.88 per share;

. 17,200 shares on December 5, 2001 at $5.17 pes; sirad

. 10,750 shares on December 14, 2001 at $5.19 per.sha

The issuance of these securities was degortael exempt from registration, in reliance upewt®n 4(2) of the Securities Act of 1933,
a transaction by an issuer not involving a pubffering. Appropriate legends were affixed to thelg@ies issued.
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Securities Authorized for Issuance Under Equity Corpensation Plans

Ciphergen currently maintains three eqbiged compensation plans that have been approvibe Isyockholders—the 1993 Stock
Option Plan, which was approved by the stockholdei®993 and is referred to as the "1993 Plan,'20@0 Stock Plan, which was approved
by the stockholders in 2000 and is referred tdas'2000 Plan," and the 2000 Employee Stock PuecR&n which was approved by the
stockholders in 2000 and is referred to as the FESP

. 1993 Plan. Certain stock option grants remain outstandingur officers, employees, directors and constdtander this
plan. However, the authority to grant new awardseunrthis plan terminated in 2001. The Board cominto administer this
plan with respect to the options that remain ountiitag.

. 2000 Plan.  Stock option awards may be granted under @ Plan. The 2000 Plan is administered by, and eaard grar
must be approved by, the Board or a committeeeBibard. Persons eligible to receive awards uride2000 Plan include o
officers, employees, directors and consultantsh&igen's non-employee directors are also eliginedrtain automatic stock
option grants under the 2000 plan. The Board amaraittee of the Board will determine the purchaseepfor any shares of
our common stock subject to an award under the 2089, the vesting schedule (if any) applicableaoh award, the term of
each award, and the other terms and conditionaaf award, in each case subject to the limitatadriee 2000 Plan.

. ESPP. Subject to limits, all of our officers and elayees are eligible to participate in the ESPP. EB®P generally operal
in successive 6-month purchase periods. Partidgarthe ESPP may purchase common stock at thefezath purchase
period at a purchase price equal to 85% of the lafithe fair market value of the stock at the begig of the offering period
or the end of the purchase period. The administiEtthe ESPP may allow participants to contribupeto 15% of their eligibli



compensation to purchase stock under the planEBRP plan is administered by the Board or a coramiif the Board.

In addition, we entered into a joint deyet®ent agreement with Stanford Research Systemshrugry 1995, subsequently amended in
June 2000. It provides for the issuance of Ciphegmmmon stock based upon the attainment of spdaifevelopment milestones. We also
granted warrants to an equipment financing compaii@97 and 1998 which are still outstanding. Thetsek grants and warrants have not
been approved by the stockholders.

Summary Table. The following table sets forth, for each of R#pgen's equity-based compensation plans, the nuofisbares of
Ciphergen common stock subject to outstanding optand rights, the weightedrerage exercise price of outstanding options tla@umbe
of shares available for future award grants asesfdinber 31, 2002.
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Equity Compensation Plan Table

Number of Shares of
Common Stock Remaining

Number of Shares Available for Future
of Common Stock to Issuance Under Equity
be Issued Upon Weighted-Average Compensation Plans
Exercise of Exercise Price of (excluding shares
Outstanding Options Outstanding Options reflected
Plan Category and Rights and Rights in the first column)
Equity compensation plans approved by
security holder: 3,276,94(1)$ 4.64 443,58(2)
Equity compensation plans not approved by
security holder: 9,01((3)$ 3.54 96,75((4)
Total 3,285,95 $ 4.64 540,33t

1) Includes outstanding stock options for 1,097,72dresk under the 1993 Plan and 2,117,683 shares timed2000 Plan. Also includes
61,545 shares after giving effect to purchases uhaeESPP for the purchase period that will endlaly 1, 2003 based on participant
contributions through December 31, 2002.

2 Includes 429,651 shares for the 2000 Plan. On dariuaf each year during the term of the 2000 Pilaa total number of shares
available for award purposes under the 2000 Pldrnngrease by the lesser of (i) 2,150,000 sh&iigs% of the outstanding shares of
common stock on the last day of the immediatelgg@ding fiscal year, or (iii) an amount determingdie Board. The aggregate
number of shares available for issuance under@b8 Plan increased by 1,100,000 shares on Januaf03. The data presented in
this table was calculated as of December 31, 26@2aes not reflect the January 1, 2003 increals®. iAcludes 13,935 shares for the
ESPP. On January 1 of each year during the teitimedESPP, the total number of shares availablsdi@s under the ESPP will
increase by the lesser of (i) 430,000 shares]l%i)of the outstanding shares of common stock otesfteday of the immediately
preceding fiscal year, or (iii) an amount deterrdilg the Board. The aggregate number of sharetablafor sale under the ESPP
increased by 250,000 shares on January 1, 2003 aod included in the table above.

(3) Warrants to purchase 9,010 shares of common sémekin outstanding. These warrants expire in 2005.

(4) 96,750 shares of common stock remain issuable opapletion of development milestones by StanfordeRech Systems.
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ITEM 6. SELECTED FINANCIAL DATA

The following tables reflect selected sumyr@nsolidated financial data for each of the fagt fiscal years. This data should be read in
conjunction with the consolidated financial statetseand notes thereto, and with Item 7, "Managem&iscussion and Analysis of Financ
Condition and Results of Operations" in this Foi®aKL

Years Ended December 31,




2002 2001 2000 1999 1998
(in thousands, except per share data)
Statement of Operations Data:
Revenue:
Products $ 33,56 $ 15,74:  $ 7,35¢  $ 3,96 $ 2,30(
Products revenue from related parties 827 1,192 1,06¢ 882 62E
Services 4,91( 2,11t 512 165 8
Total revenue 39,30( 19,04¢ 8,93t 5,01(C 2,93:
Cost of revenue
Products 10,09t 5,51¢ 2,77¢ 1,35¢ 84z
Products revenue from related parties 334 434 587 30€ 22t
Services 2,32¢ 664 11¢ 48 —
Total cost of revenue 12,75¢ 6,61« 3,48( 1,70¢ 1,06¢
Gross profit 26,54: 12,43t 5,45¢ 3,30z 1,86¢
Operating expenses:
Research and development 20,75¢ 12,89¢ 7,47 3,13¢ 4,73
Sales and marketing 20,32: 14,30: 9,001 4,98¢ 2,662
General and administrati\ 15,00¢ 13,02( 11,32¢ 2,79¢ 2,10(¢
Amortization of intangible assets 82¢ 65C 31¢€ 36E 27¢
Write-off of acquired in-process technology — 1,00( — — —
Total operating expenses 56,91: 41,86¢ 28,11¢ 11,29: 9,77¢
Loss from operation (30,370) (29,43) (22,667 (7,990 (7,909
Interest and other income (expense), net 1,391 3,762 2,351 (56) (243
Income attributable to minority interest (32 — — — —
Loss before provision for income tax (29,017 (25,669 (20,309 (8,04¢€) (8,052)
Provision for income taxes 61 143 — — —
Net loss (29,077) (25,817) (20,309 (8,04€) (8,057)
Dividend related to beneficial conversion featuf@m@ferred stock — — (27,229 — —
Net loss attributable to common stockholc $ (29,079 $ (25,817 $ (47,53) $ (8,046) $ (8,057)
| | | I |
Basic and diluted net loss per share attributabtmon stockholders( $ (1.08) $ 0.9 $ (4.09 $ (1.2¢) $ (1.62)
| | | I |
Weighted average shares used in computing basidiandd net loss per share
attributable to common stockholders 26,96t 26,51: 11,63¢ 6,397 4,97(
| | | I |
As of December 31,
2002 2001 2000 1999 1998
(in thousands)
Balance Sheet Data:
Cash, cash equivalents and investments in securitie $ 42,54.  $ 77,12¢ 107,63: $ 2,79¢ 7,00z
Working capital 47,66 70,89( 108,02( 1,53:¢ 6,61¢€
Total asset 87,61t 106,81¢ 118,94¢ 6,844 11,14«
Long-term debt and capital lease obligations, iditlg current portion 2,81¢ 2,61(C 84C 97C 862
Convertible preferred stock and warrants — — — 25,69 24,61¢
Total stockholders' equity (defici 68,35¢ 93,22¢ 113,15: (22,939) (16,27%)
1) The share and per share data shown above havedsated to reflect Ciphergen's 0.43-for-one restsck split, effective September 28, 2000.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview

We develop, manufacture and sell our Pn@kip Systems, which use patented Surface Enhdrasst Desorption/lonization
("SELDI") technology. The ProteinChip Systems cethef consumable ProteinChip Arrays, a Protein@#ader and ProteinChip Software.
We market and sell our products primarily to reskdiiologists in pharmaceutical and biotechnologmpanies, and academic and
government research laboratories. In 1997, we aegliiumeSys Pacific, Inc., which holds specifights to the SELDI technology for the
life science research market. Our first designetiraanufactured system, the ProteinChip SystemeS@&MBS |, was available for shipment in
the third quarter of 1997. In 1997, we also esthigld a subsidiary in the U.K. and began direcingeih Europe. During 1999, we initiated an
expanded marketing program and in May began shipibie ProteinChip System, Series PBS I, the ctiwersion of which is now referred
to as the ProteinChip Biology System. In 1999, ige astablished a joint venture with Sumitomo Ceoagion to distribute our products in
Japan. During 2000, we began offering researchcesnand established Biomarker Discovery CenteEBémont, California; Copenhagen,
Denmark; and Malvern, Pennsylvania.

In 2001, we introduced the ProteinChip Baoker System, which utilizes sophisticated thirdiypaoftware to automate pattern
recognition-based statistical analysis methodscamclate protein expression patterns from clinggahples with disease phenotypes. We alsc
began selling the Biomek 2000 Workstation, a rabaticessory which is manufactured by Beckman Coaitd which has been optimized
use with our ProteinChip Biomarker System to inseesample throughput and reproducibility. In additiwe expanded our product offering
with a SELDI ProteinChip interface to high-end tamdmass spectrometers, which we developed and whiohnufactured for us by a third
party manufacturing company in Reno, Nevada. Oy 3i1) 2001, Ciphergen acquired the BioSepra prodessnatography business from
Invitrogen Corporation for approximately $12.3 maifl in cash and the assumption of approximatel? $#llion in debt. BioSepra S.A., a
wholly-owned subsidiary of Ciphergen located neanid? France, currently has 57 employees who dpyvebanufacture and market products
for the large-scale process chromatography maviethave integrated the BioSepra business intoalas &ind marketing organization and
are developing a line of products to address peopesteomics, an emerging market driven by pharotaad company demand to produce
proteins for research, development and therapenditufacturing purposes.

In 2002 we opened an office in Beijing, @hihired local staff and began direct selling mn@. On August 31, 2002, we increased our
ownership interest in Ciphergen Biosystems KK,Xapanese joint venture we formed with Sumitomo G@pon in 1999, from 30% to 70¢
Shortly thereafter, we opened a Biomarker Discov@pter at the Yokohama facility of Ciphergen Brisyns KK. In October 2002, we
launched the ProteinChip AutoBiomarker System,&oraated version of our ProteinChip Biomarker Systehich incorporates an
Autoloader and a Biomek robot to increase samplautihput and automate the reading of ProteinChipysr:.

Since 1997, we have used our resourcesapitinto develop and expand our proprietary Pra@éiip Systems and related consumables
and to establish a marketing and sales organizédiocommercialization of our products. We havenalsed our resources to establish
Biomarker Discovery Centers to provide researchices to our clients and to foster further adoptidour products and technology. In
addition, we acquired the BioSepra process chragnaphy business which expanded our proteomics ptedwsiness. We also used our
funds to establish a joint venture to distribute products in Japan and to increase our ownershipei joint venture to majority control. Sir
our inception we have incurred significant losses as of December 31, 2002, we had an accumulafécitaf $103.8 million.
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Our sales are currently driven by the needbetter tools to perform protein discovery, @werization, purification, identification and
assay development. Revenue from the sale of oteiR@hip Systems, consumable ProteinChip Arrayd,dmomatography sorbents is
recognized at the time of shipment, provided naifitant obligations remain and collections of tieeeivables are deemed probable. We
generally offer our customers a opear warranty on ProteinChip Systems, ProteinChiiprfaces and accessories. We recognize revenm
ongoing maintenance contracts ratably over theogdenf the contracts, which is generally 12 mon@wrently, most of the units of our
ProteinChip System placed in the field generatecamring revenue stream from the sale of consurealile expect the volume of
consumables purchased to increase over time asncert become increasingly familiar with the tecbggland adopt our ProteinChip
Systems for a broader range of proteomics resgaograms. Revenue from Biomarker Discovery Cergsearch contracts generally is
recognized based upon the achievement of milestones

Our expenses, excluding stdmsed compensation, have consisted primarily dsdnsurred in manufacturing our ProteinChip Sy
including materials, labor and overhead costs, etarg and sales activities, research and developpregrams, litigation, and general and
administrative costs associated with our operatidgve expect our cost of revenue to increase irithge as we sell additional units of our
ProteinChip System, Arrays and chromatography sush&ut to decrease as a percent of total revaswee gain efficiencies from spreading
our fixed costs over a greater number of units.e&fgect our selling expenses to increase as wentanto commercialize our products and
expand our sales force. We expect our researclderalopment expenses to increase in the futureeasowtinue to develop and improve
products, and as we fund efforts at our Biomarkisc@very Centers to discover, validate and patemharkers that may have diagnostic
and/or therapeutic utility. We expect our general administrative expenses to increase to supperverall growth of our operations. As a
result, we expect to incur losses for at leasnwd year. Our current level of revenue is insigfit for us to become profitable. To become
profitable, we will need to increase unit sale®wif ProteinChip Systems and Arrays, and chromapdgraorbents



We have a limited history of operations aredanticipate that our quarterly results of ogeres will fluctuate for the foreseeable future
due to several factors, including market acceptaficarrent and new products, the length of thesalcle and timing of significant orders,
the timing and results of our research and devetoprafforts, the introduction of new products by competitors and possible patent or
license issues. Our limited operating history mak@zurate prediction of future results of operatidifficult or impossible.

Deferred stock-based compensation for aptgranted to employees is the difference betweefair value of our common stock on the
date such options were granted and their exercise.Stockbased compensation for options granted to congsliamperiodically remeasur
as the underlying options vest.

Critical Accounting Policies and Estimates

Ciphergen's discussion and analysis dirtmcial condition and results of operations aaeda upon Ciphergen's consolidated financial
statements, which have been prepared in accordeititaccounting principles generally accepted i thnited States of America. The
preparation of these financial statements req@ipbergen to make estimates and judgments thattdffe reported amounts of assets,
liabilities, revenues and expenses, and relatazlodisre of contingent assets and liabilities. Cigkea bases its estimates on historical
experience and on various other assumptions tediedreved to be reasonable under the circumstatieesesults of which form the basis for
making judgments about the carrying values of asmed liabilities that are not readily apparentrfrather sources. Actual results may differ
from these estimates under different assumptiomsoditions.

25

Ciphergen believes the following criticakbaunting policies affect its more significant judgnts and estimates used in the preparatis
its consolidated financial statements. (See Naittthe Notes to Consolidated Financial Statements.)

Revenue Recognitic

We derive our revenue from primarily twaiszes: (i) products revenue, which includes haréweonsumables and software licenses,
and (ii) services and support revenue which induBi®marker Discovery Center services, maintenamaiming and consulting revenue. As
described below, significant management judgmemtsestimates must be made and used in connecttortive revenue recognized in any
accounting period.

We recognize revenue from the sales ofesystand consumables when:

. persuasive evidence of an agreement exists,

. the price is fixed or determinable,

. the product has been delivered,

. no significant obligations remain, and

. collection of the receivable is reasonably assured.

Delivery generally occurs when the product is dead to a common carrier or when the customerveséhe product, depending on the
nature of the arrangement.

Revenue from Biomarker Discovery Centeeagsh contracts generally is recognized based tipachievement of substantive
milestones described in the contracts. Revenue @nefmont payments is deferred and recognized ratabdy the expected life of the contre
Our training is billed based on published courss f@nd consulting services are billed based o daiés. We generally recognize revenue as
these services are performed.

We currently provide for the estimated dostepair or replace products under warranty @titne of sale. Payments for maintenance
services are usually prepaid, and the revenuefésréd and recognized ratably over the contracttevhich is generally 12 months.

At the time of the transaction, we asselssther the price is fixed and determinable and hdretr not collection is reasonably assured.
We assess whether the price is fixed and deterneitssed on the payment terms associated withahedction. If a significant portion of 1
payment is due after our normal payment terms, kivaie 30 to 90 days from invoice date in most caesitwe treat the price as not being
fixed and determinable. In these cases, we recegrizenue for the extended portions of the paymetiiey become due. We assess
collectibility based on a number of factors, inéhglpast transaction history with the customer #lrgdcreditworthiness of the customer. We
do not request collateral from our customers. Ifde&rmine that collection of a payment is not oeably assured, we defer the revenue until
the time collection becomes reasonably assured;hnikigenerally upon receipt of ca



For all sales, except for small amountsasfsumables, we use a binding purchase order dsreé of an arrangement. Sales through out
distributors are evidenced by a master agreemev@rgimg the relationship together with binding ghase orders on a transaction by
transaction basis.

For arrangements with multiple elements ééaample, undelivered software maintenance angdastip we allocate revenue to each
component of the arrangement using the fair vaddi¢lse elements. Fair values for ongoing mainterare based upon separate sales of
renewals to other customers. Fair values for sesyisuch as training or consulting, are based spparate sales by us
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of those services to other customers. We defemtevattributable to any undelivered elements abdequently recognize the revenue as
those goods or services are delivered.

Allowance for Doubtful Accoun

We maintain allowances for doubtful accauior estimated losses resulting from the inabditypur customers to make required
payments. These reserves are determined by ()zimgspecific customer accounts that have knowpotential collection issues, and
(2) reviewing the length of time receivables aréstanding and applying historical loss rates toapiag of the accounts receivable balances.
If the financial condition of Ciphergen's customeese to deteriorate, resulting in an impairmentheir ability to make payments, additional
allowances would be required.

Inventory Reserve

We write down our inventory for estimateadtess and obsolete inventory equal to the differdsatween the cost of inventory and the
estimated market value based upon assumptions aliate demand, market conditions and the relehsew products that will supersede
older ones. Such estimates are difficult to makdeucurrent volatile economic conditions. Reviearsexcess inventory are done on a
quarterly basis and required reserve levels ailzded with reference to our projected ultimataegesof that inventory. In order to determine
the ultimate usage, we take into account recersdatecasts, historical experience, projectedlebsence and our current inventory levels.
Our marketing department plays a key role in oueiriory review process by providing updated saesdasts and managing new product
introductions. If actual market conditions are I&ssrable than those projected by managementtiaddi inventory write-downs may be
required.

Valuation of Long-Lived Assets Including Acquirathhgible Assets

We review long-lived assets, which inclymleperty, plant and equipment and acquired idexitifi intangibles, for impairment whenever
events or changes in circumstances indicate tieatdtrying amount of an asset may not be recoweréthpairment evaluations involve
management estimates of the useful lives of thetaissd the future cash flows they are expectgemerate. An impairment loss is
recognized when estimated undiscounted future ftasis expected to result from the use of the aglkest net proceeds expected from
disposition of the asset (if any) are less tharctreying value of the asset. This approach ales osir estimates of future market growth,
forecasted revenue and costs and appropriate discates. Actual useful lives, cash flows and ofaetors could be different from those
estimated by management and this could have a ialagéfiect on our operating results and financiaifion. When impairment is identified,
the carrying amount of the asset is reduced tesitisnated fair value. Deterioration of our businesa geographic region or within a business
segment in the future could also lead to impairnaeiiistments as such issues are identified.

Goodwill Impairment

We perform goodwill impairment tests onaamual basis and more frequently when events andnastances occur that indicate a
possible impairment of goodwill. In determining vter there is an impairment of goodwill, we caltelthe estimated fair value of the
reporting unit in which the goodwill is recordedngsa discounted future cash flow method. We thempare the resulting fair value to the
net book value of the reporting unit, including dadll. If the net book value of a reporting uniteeeds its fair value, we measure the amount
of the impairment loss by comparing the implied failue of the reporting unit's goodwill with tharcying amount of that goodwill. To the
extent that the carrying amount of a reporting'smjbodwill exceeds its implied fair value, we rgeize a goodwill impairment loss. We
performed our annual impairment test in 2002 andletermined that no impairment had occurred. Theadinted future cash flow method
used in the first
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step of our impairment test involves significartireates including future cash inflows from estinthtevenues, future cash outflows from
estimated project cost and general and adminig#rabsts, estimates of timing of collection andrpaxt of various items and future grov



rates as well as discount rate and terminal vedsaraptions. Although we believe the estimates asdraptions that we used in testing for
impairment are reasonable and supportable, sigmifichanges in any one of these assumptions cootlipe a significantly different result.

Warranty Reserves

We accrue for warranty costs based on fhéstictrends in product failure rates and the ekgeenaterial and labor costs to provide
warranty services. If we were to experience aneiase in warranty claims compared with our histbesgerience, or if costs of servicing
warranty claims were greater than the expectationshich the accrual had been based, our grossimsazguld be adversely affected.

Contingencies

We are subject to legal proceedings relaiadtellectual property licensing matters. Basedhe information available at the balance
sheet dates and through consultation with our legahsel, we assess the likelihood of any adveidgnjents or outcomes to these matters, a:
well as potential ranges of probable loss. If Isss® probable and reasonably estimable, we veitircea reserve in accordance with Statel
of Financial Accounting Standards No. 5 ("SFAS 5Ac¢counting for Contingencies". Any reserves refsat may change in the future due to
new developments in each matter.

Deferred Taxe

We record a valuation allowance to redusedeferred tax assets to the amount that is nikely Ithan not to be realized. While we have
considered future taxable income and ongoing prugied feasible tax planning strategies in assesbimgeed for the valuation allowance, in
the event we were to determine that Ciphergen wbeldble to realize its deferred tax assets itfiLttuge in excess of its net recorded amount,
an adjustment to the deferred tax asset would &seréncome in the period such determination waseniakewise, should we determine that
Ciphergen would not be able to realize all or p&its net deferred tax asset in the future, anstdjent to the deferred tax asset would be
charged to income in the period such determinatias made.

Results of Operations
Comparison of Years Ended December 31, 2002, 2@, 2000
Revenut

Product revenue was $34.4 million in 20816.9 million in 2001 and $8.4 million in 2000. Th@3% increase in product revenue from
2001 to 2002 was primarily the result of increagei sales of ProteinChip Systems and Arrays, anceased purchases of higher-end
configurations, aided by the increase in the sfasuo sales force, new product offerings and inseelamarket acceptance of SELDI
technology, as well as increased chromatographhests revenue for BioSepra. BioSepra revenue maisded for only five months of 2001
following its acquisition on July 31, 2001. Produetenue would have grown approximately 70% if Bipf& revenue was excluded for both
2002 and 2001. The 101% increase in product revrooe2000 to 2001 was due to a number of factockiding the acquisition of BioSepra
and increased unit sales of ProteinChip System®\ammys. Excluding the BioSepra acquisition, pradevenue would have grown
approximately 70% from 2000 to 2001.
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Service revenue was $4.9 million in 2002 19illion in 2001, and $513,000 in 2000. The 13R%tease in service revenue from 2001
to 2002 was primarily due to an increase in revému® maintenance contracts driven by growth iniostalled base, as well as an increa:
revenue from collaboration services handled thraughBiomarker Discovery Centers. The 312% incréam®a 2000 to 2001 was driven by
increased revenue from collaboration services teahtifirough our Biomarker Discovery Centers, as a&lhn increase in revenue from
maintenance contracts.

We expect to see overall revenue growthppiroximately 65-80% in 2003, for total forecas2€@3 revenue of $65-70 million. Based
primarily on the seasonality we've experiencedh@last three years, we would expect approximdi@®p of annual revenues to be in the first
quarter, 22% in the second quarter, 27% in thel thirarter and 33% in the fourth quarter.

Cost of Revenue

Cost of product revenue was $10.4 millior2002, $6.0 million in 2001, and $3.4 million iG@. The 75% increase in cost of product
revenue from 2001 to 2002 resulted from an incréasait sales of our ProteinChip Systems and Asyag well as increased sales volume of
chromatography sorbents for BioSepra. BioSeprasaaevenue was included for only five month2001 following its acquisition on
July 31, 2001. The gross margin for product revénaoeeased from 65% in 2001 to 70% in 2002. Thigriowement, including an improved
gross margin at BioSepra, was largely due to matwuifimg efficiencies as production volumes of Pird@hip Systems, Arrays and BioSepra
sorbents increased. The 77% increase in cost dluptaevenue from 2000 to 2001 resulted from areim®e in unit sales of our ProteinC



Systems and Arrays, as well as the inclusion of#ies of chromatography sorbents from BioSepra.grbss margin for product revenue
increased from 60% in 2000 to 65% in 2001. Thisrompment was largely due to manufacturing efficies@s unit volumes of our
ProteinChip Systems and Arrays increased, partidfget by the inclusion of BioSepra, which hadwaér gross margin. Stock-based
compensation expense in cost of product revenueb24,000 in 2002, $232,000 in 2001, and $269,0@DDO.

Cost of service revenue was $2.3 millio2002, $664,000 in 2001, and $119,000 in 2000. 2661 to 2002, cost of service revenue
increased 251% due to increased field service togisovide service for a greater number of maiatee contracts, and increased
collaboration expenses at our Biomarker Discovesgt€rs. The gross margin for service revenue dsedefiom 69% in 2001 to 53% in 20
due to an increase in staffing needed to expandahacity of our field service force. The numbefield service engineers effectively grew
by more than 80% from 2001 to 2002. We experiefigher-than-usual field service costs related tw peoducts and we also experienced a
slightly lower overall gross margin for BiomarkeisBovery Center collaborative service projectsdf2 From 2000 to 2001, cost of service
revenue increased 458% due to increased collaboretipenses at our Biomarker Discovery Centersrammdased field service costs to
provide service for a greater number of maintenaocgracts. The gross margin decreased from 772000 to 69% in 2001 due to an
increase in staffing needed to expand the capagcitie capabilities of our Biomarker Discovery Centend field service force.

We expect our overall gross margin to bha68-70% range during 2003.
Operating Expenses
Research and Developme

Research and development expenses wer& $#ilon in 2002, $12.9 million in 2001, and $#r8llion in 2000. From 2001 to 2002,
research and development expenses increased 6atarilyidue to a 62% increase in headcount, exatusfithe BioSepra acquisition,
thereby increasing payroll and related costs apprately $4.2 million. Collaboration and consultiegpenses associated with research and
development projects, including Biomarker Discov€snter activities, increased
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approximately $1.7 million. The cost of materiaf&lasupplies used in our labs, as well as experpaigrment and depreciation on capital
equipment, increased $1.4 million as we devotecermesources to new and ongoing projects. The iiciusf BioSepra for a full year also
added to our research and development expensese ifteeases were partially offset by a decling7&6,000 in stock-based compensation
expense. One non-cash milestone payment to StaRfmsdarch Systems in the form of a stock granlirigt&131,000 was made in 2002 as
compared to stock grants to Stanford Research i8gste2001 totaling $268,000.

From 2000 to 2001, research and developewpenses increased 73%, due in part to a 47%aiseria staffing, exclusive of the
BioSepra acquisition, thereby increasing payrotl eglated costs approximately $2.5 million. Thetadsnaterials and supplies used in our
labs, as well as expensed equipment and depretaticapital equipment, increased $1.3 million asdevoted more resources to new and
ongoing projects. Expenses associated with our Biker Discovery Center collaborations, such astieewe have with the Johns Hopkins
University School of Medicine, increased approxiehat1.1 million, while facilities costs attributieito research and development increased
about $675,000. The acquisition of BioSepra addedhly $467,000 to our research and developmergresgs. Stock-based compensation
expense in research and development expenses siedt@a$l.1 million from 2000 to 2001. Four nonkcaslestone payments to Stanford
Research Systems in the form of stock grants tg@R68,000 were made in 2001. Two non-cash mitespayments to Stanford Research
Systems in the form of stock grants totaling $50Q,@ere made in 2000.

Stock-based compensation expense in résaartdevelopment expenses was $95,000 (includs§131,000 in milestone payments
described above) in 2002, $851,000 in 2001 (indgdhe $268,000 in milestone payments describedegband $2.0 million in 2000
(including the $521,000 in milestone payments dbsdrabove). Certain stock-based compensation egpeas reversed in 2002 due to the
cancellation of stock options for a consultant vehservice to Ciphergen ended during the period.

We expect research and development expén$asrease in 2003 as we develop new instrumehip,surfaces and sorbents, and as we
increase activities through our Biomarker Discov@snters to discover, validate and patent biomarker

Sales and Marketing

Sales and marketing expenses were $20l@mih 2002, $14.3 million in 2001, and $9.0 nohi in 2000. From 2001 to 2002, sales and
marketing expenses increased 42%, largely duegttehipayroll-related costs as a result of an 188e#se in the sales and marketing staff,
exclusive of the BioSepra and Ciphergen Biosyst&iiscquisitions, thereby increasing payroll anditetl costs approximately $3.1 million.
The cost of materials and supplies used in thd,feed well as travel, consulting and promotionéléies increased $2.0 million as we
increased our sales activities. The inclusion @f3ipra and Ciphergen Biosystems KK also added zippately $1.6 million to our sales and
marketing expenses. These increases were padiédigt by a decline of $521,000 in stock-based aamsption expense. From 2000 to 2001,
sales and marketing expenses increased 59%, latgegn by payroll and related costs from an 81%éase in the sales and marketing staff
and an increase in promotional activities as nevdpets were introduced. These increases were Ihadffset by a decline in sto-basec



compensation expense of $476,000 from 2000 to 28@tk-based compensation expense in sales ancttimgriexpenses was $398,000 in
2002, $919,000 in 2001, and $1.4 million in 200@& ¥¢pect sales and marketing expenses to incre@88B as we continue to grow our
sales force and increase our promotional activities

General and Administrative

General and administrative expenses webeO$illion in 2002, $13.0 million in 2001, and $3million in 2000. From 2001 to 2002,
general and administrative expenses increased [b5gely
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driven by higher legal and patent fees of $1.4iamland by a 17% increase in the administrativlf, staclusive of the BioSepra acquisition,
thereby increasing payroll and related costs apprately $692,000. The inclusion of BioSepra alsdeatito our general and administrative
expenses. These increases were partially offsatdscrease of $1.3 million in stoblesed compensation expense. From 2000 to 2001rad
and administrative expenses increased 15%, ladyalgn by an increase in legal and patent feedf #illion. In addition, payroll and
related expenses increased $1.0 million as therasimative staff grew 53%, exclusive of the BioSepcquisition. The BioSepra acquisition
added $95,000 to our general and administrativersgs. Costs related to being a public company, asiinvestor and public relations,
increased approximately $900,000. Facilities catitibutable to administration increased $295,@ttl|e costs associated with the recruiting
of new staff increased $273,000. These were pgrbéfiset by a decline in stock-based compensatfo$3.3 million. Stock-based
compensation expense in general and administrakgenses totaled $1.6 million in 2002, $2.9 millior2001, and $6.2 million in 2000. We
expect general and administrative expenses toaseran 2003 as we add necessary infrastructungpimost increased activity and complexi

Amortization of Intangible Asse

Amortization of intangible assets was $829,in 2002, $650,000 in 2001, and $318,000 in 260@m 2001 to 2002, amortization of
intangible assets increased 28% due to the amidotizaf acquired completed technology and pategitsted to our acquisition of BioSepra
July 31, 2001. From 2000 to 2001, amortizatiomtdmgible assets increased 104% due to the amtootizat acquired completed technology
and patents related to our acquisition of BioSeprduly 31, 2001. We adopted Statement of Fina#gabunting Standards No. 142
("SFAS 142"), "Goodwill and other Intangible Assétsn January 1, 2002, and therefore the amortimadf goodwill recorded for earlier
business combinations ceased upon the adoption date

Write-Off of Acquired In-Process Technology

In connection with the purchase of BioSepra recorded a $1.0 million charge to acquiregnoeess technology in 2001. The amount
was determined by identifying research projectsafbich technological feasibility had not been ekshied and no alternative future uses
existed. The value of the projects identified tarbprogress was determined by estimating the éutash flows of the product and discoun
those net cash flows back to their present val@ediscount rate consistent with the inherent aisthe particular project. The net cash flows
from the identified in-process projects were expédtb commence at various times from 2002 to 2@@4ircluded estimates of research and
development costs needed to bring each project fioourrent state of development to a point of swrcial feasibility. The cash flows were
based on expected future revenues, cost of reveseling, general and administrative costs, reseand development costs needed to
maintain the project throughout its life cycle, applicable income taxes for the projects. Thealist rates used in the present value
calculations were derived from the weighted-aveiagst of capital of BioSepra and adjusted upwanetiect additional risks inherent in the
development life cycle of the particular projeaicB discount rates ranged between 19% and 25%l forogects. Development of the
technologies remains a risk to us due to factarsiding the remaining effort to achieve technolagjfeasibility, rapidly changing customer
markets and competitive threats from other companie

Interest and Other Income (Expense),

Interest income was $1.5 million in 2002, 3million in 2001, and $2.6 million in 2000. THecrease from 2001 to 2002 was due to a
decrease in investment balances and lower inteatest. The increase from 2000 to 2001 was duageraverage investment balances
resulting from the net proceeds of our initial palaiffering in September 2000.
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Interest expense was $152,000 in 2002, $060n 2001, and $170,000 in 2000. The increasa 2001 to 2002 was due to the addition
of the debt of Ciphergen Biosystems KK. The de@desm 2000 to 2001 was due to declining debt ldarin 2001 prior to the addition of
the debt acquired with BioSepra.

Other income (expense) was $0 in 2002, 1FHM) in 2001 and $27,000 in 2000. The increask?61,000 from 2001 to 2002 w



mainly due to a reduction in Delaware franchiseliahility. The majority of the decrease of $228)d8om 2000 to 2001 was due to Delaw
franchise tax as a result of reincorporating irt Htate.

We recorded our 30% share of the loss neclby Ciphergen Biosystems KK, totaling $0 in 20822,000 in 2001 and $144,000 in
2000, as equity in net loss of joint venture. Chare of the net loss for Ciphergen Biosystems Ki e additional $62,000 for 2002 and
$142,000 for 2001, but we were limited to our duesis for recording losses from this joint ventuneler the equity method of accounting for
investments.

Subsequent to our acquisition of majoriyteol of Ciphergen Biosystems KK on August 31, 20@e attributed $32,000 of the joint
venture's income to SC BioSciences' (a subsidibumitomo Corporation) minority interest.

Income Taxe

We have incurred net losses since incegtimhconsequently are not subject to corporateniectaxes in the United States to the extent
of our tax loss carryforwards. At December 31, 2@@2had net operating loss carryforwards of appnakely $82.4 million for federal and
$25.6 million for state tax purposes. If not utiliz these carryforwards will begin to expire begigrin 2009 for federal purposes and 2003
for state purposes. We have research credit cawgfds of approximately $2.1 million and $1.9 naillifor federal and state tax purposes,
respectively. If not utilized, the federal carryf@rds will expire in various amounts beginning 002. The California credit can be carried
forward indefinitely. The utilization of net opeirag loss carryforwards to reduce future income sax#él depend on our ability to generate
sufficient taxable income prior to the expiratidrtioe net operating loss carryforwards. In addititne maximum annual use of the net
operating loss carryforwards may be limited inafitons where changes occur in our stock ownership.

We incur income tax liabilities in mostthg other countries in which we operate. We haeel it operating loss carryforwards to
minimize our income tax liability in France. We &xqp to use up these net operating loss carryforsvaetore the end of 2003, resulting in
higher French income tax liabilities in the future.

Liquidity and Capital Resources

From inception through December 31, 2002 have financed our operations principally with 87illion from the sales of products
and services to customers and with net equity fimays totaling approximately $145.8 million. Thiciudes the $92.4 million initial public
offering in September 2000 and the $26.9 millione&eE Preferred Stock financing in March 2000. e cash, cash equivalents and
investments in marketable securities of $42.5 orilland working capital of $47.7 million at DecemBé&r 2002. Long-term debt and capital
lease obligations at December 31, 2002 were $2lBmcompared to $2.6 million at December 31, 20Diis increase is attributable to the
acquisition of Ciphergen Biosystems KK and the ag#tion of $376,000 of related debt.

Net cash used in operating activities waig.& million in 2002, which was primarily the ressaf net operating expenses. We expect net
cash used in operating activities to decrease @3 2@ our revenue increases. We currently belteatecurrent cash resources will be suffic
to meet our anticipated financial needs for attl#as next two years.
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Net cash provided by investing activitiessv$7.4 million in 2002, which consisted of net unidies of investment securities of
$10.9 million and cash acquired upon acquisitio€ighergen Biosystems KK of $1.3 million, partlyfs#t by property and equipment
purchases of $4.4 million. We also used $446,00futchase additional common stock of Ciphergenygiesns KK. We expect to acquire
additional capital equipment on an ongoing basiw@sdd staff, increase capacity and improve ctipabi We anticipate capital expenditu
of approximately $5.0 to $6.0 million in 2003.

Net cash used in financing activities wa883nillion in 2002, largely as a result of repayitseof Ciphergen Biosystems KK short-term
debt.

Ciphergen currently expects to fund expemds for capital requirements as well as liquidieds from a combination of available cash
and marketable securities balances, as well asaite generated funds. We may be required to raikbtional capital through a variety of
sources, including the public equity market, prveihancings, collaborative arrangements and deatlditional capital is raised through the
issuance of equity or securities convertible irgqaiy, our stockholders may experience dilutiord anch securities may have rights,
preferences or privileges senior to those of tHddrs of the common stock. Additional financing nmet be available to us on favorable
terms, if at all. If we are unable to obtain finang; or to obtain it on acceptable terms, we mayreble to execute our business plan.

The following summarizes Ciphergen's casitral obligations at December 31, 2002, and thecefuch obligations are expected to have
on our liquidity and cash flow in future periods thousands).

Less than Beyond
Total 1 Year 1-3 Years 4-5 Years 5 Years



Contractual obligation:

Capital lease obligations $ 2,966 $ 544 3% 726 3% 62z $ 1,072
Non-cancelable operating lease obligations 19,68¢ 3,88¢ 7,30t 6,55¢ 1,93¢
Total contractual cash obligatio $ 22,65, $ 443 $ 8,03 $ 7,180 $ 3,00¢

Ciphergen has complied with all covenamtstber requirements set forth in its credit agreets.
Recent Accounting Pronouncements

In November 2002, the Financial Account8tgndards Board ("FASB") issued FASB Interpretatitm 45 ("FIN45"), "Guarantor's
Accounting and Disclosure Requirements for Guaemticluding Indirect Guarantees of Indebtedné&tioers.” FIN 45 requires that a
liability be recorded in the guarantor's balanoeeslupon issuance of a guarantee. In addition45lKequires disclosures about the guarat
that an entity has issued, including a reconciliatbf changes in the entity's product warrantyiliiéds. The initial recognition and initial
measurement provisions of FIN 45 are applicabla prospective basis to guarantees issued or modifter December 31, 2002. The
disclosure requirements of FIN 45 are effectivefiioancial statements ending after December 152200 are currently assessing the
impact, if any, of adopting this standard.

In November 2002, the Emerging Issues Faske ("EITF") reached a consensus on Issue N@1QORevenue Arrangements with
Multiple Deliverables." EITF Issue No. 00-21 prosgguidance on how to account for arrangementsrbalive the delivery or performance
of multiple products, services and/or rights to assets. The provisions of EITF Issue No. 00-2Lapiply to revenue arrangements entered
into in fiscal periods beginning after June 15,200/e are currently assessing the impact, if ahgdopting this standard.

In December 2002, the FASB issued StatemmfelRinancial Accounting Standards ("SFAS") No. 148ccounting for Stock-Based
Compensation, Transition and Disclosure.” SFAS Ni@&@
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provides alternative methods of transition for &umtary change to the fair value based method odaating for stock-based employee
compensation. SFAS No. 148 also requires thatalisces of the pro forma effect of using the faluganethod of accounting for stotlasec
employee compensation be displayed more prominantlyin a tabular format. Additionally, SFAS No8l#quires disclosure of the pro
forma effect in interim financial statements. Trensition and annual disclosure requirements of SRA. 148 are effective for fiscal years
ended after December 15, 2002. The interim discéosequirements are effective for interim perioddieg after December 15, 2002. We
have no current plans to change our method of axtcwufor employee stock-based compensation. We kawmplied with the annual
disclosure requirement in our 2002 consolidatedrfaial statements.

In January 2003, the FASB issued FASB prttation No. 46 ("FIN 46"), "Consolidation of Vable Interest Entities, an Interpretation
of ARB No. 51." FIN 46 requires certain variabléeirest entities to be consolidated by the primanydficiary of the entity if the equity
investors in the entity do not have the charadtesi®f a controlling financial interest or do r@tve sufficient equity at risk for the entity to
finance its activities without additional subordieé financial support from other parties. FIN 4@ffective immediately for all new variable
interest entities created or acquired after JanB8arR003. For variable interest entities createaoguired prior to February 1, 2003, the
provisions of FIN 46 must be applied for the firgerim or annual period beginning after June TR We are currently assessing the
impact, if any, of adopting this standard.

FACTORS THAT MAY AFFECT OUR RESULTS

We expect to continue to incur net losses in 2008éthe early part of 2004. If we are unable to sigficantly increase our revenues, we
may never achieve profitability.

From our inception in December 1993 throDgitember 31, 2002, we have generated cumulatwemoe of approximately
$76.8 million and have incurred net losses of apipnately $103.8 million. We have experienced siigaifit operating losses each year since
our inception and expect these losses to contiouatfleast the next year. For example, we expee@met losses of approximately
$29.1 million in 2002, $25.8 million in 2001 and®32 million in 2000. Our losses have resulted ppalty from costs incurred in research
and development, sales and marketing, litigatiod, general and administrative costs associatedaittoperations. These costs have
exceeded our revenue, which, to date, has beemajederincipally from product sales. We expedntur additional operating losses and
these losses may be substantial as a result a&fases in expenses for manufacturing, marketingales, research and product development,
and general and administrative costs. We may resst@eve profitability. Even if we do achieve prafiflity, we may not be able to sustain or
increase profitability on a quarterly or annualibz



If we are unable to further establish the utility d our products, our products and services may notehieve market acceptance.

The commercial success of our ProteinClygte8ns and Arrays and chromatography sorbents depgon validating their utility for
important biological applications and increasingitimarket acceptance by researchers in pharmaaéatid biotechnology companies,
academic and government research centers andatlieference laboratories. If our products aredsshonstrated to be more effective in
providing commercially useful protein informatidman other existing technologies, it could seriousigermine market acceptance of our
products and reduce the likelihood that we willreaghieve profitability.
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If we are unable to attract additional clients forour Biomarker Discovery Centers and satisfy theselients, we may not be successful i
furthering adoption of our products and technologyand achieving profitability.

An element of our business strategy isperate Biomarker Discovery Centers in part thropagftnerships with academic and
government research centers, and pharmaceuticdiatrethnology companies. Although we are curreintlyegotiation with potential
partners and clients, to date we have enteredimfoa few such arrangements. Failure to enteradiitional arrangements or expand
existing relationships could limit adoption of qanoducts and prevent us from achieving profitailit

If we fail to successfully continue to develop andommercialize our products, our revenue will not icrease, we will not achieve
profitability, and we may not be able to successfly maintain and grow a profitable chromatography-based protein purification
business.

Our success depends on our ability to ooetito develop and expand commercial sales of mieiAChip Systems, including our
ProteinChip Arrays. We may encounter difficultiagproducing our ProteinChip Systems or we may eadtile to produce them
economically, we may fail to achieve expected penfince levels, or we may have to set prices tmateniwider adoption by customers. We
may not be able to successfully develop and comalae our ProteinChip Systems or any other proslocta timely basis, achieve
anticipated performance levels, gain industry ataoege of such products, successfully combine chtognaphy product expertise with
ProteinChip technology or develop a profitable hass.

If we fail to continue to develop the technologieae base our products on, we may not be able to sessfully foster further adoption of
our products and services as an industry standardjevelop new product offerings or generate revenueytobtaining commercial rights
related to biomarker discoveries.

The technologies we use for our Protein(yptems and for our chromatographic sorbentseseamd complex technologies which are
subject to change as new discoveries are made.diéeaveries and further progress in our field aseatial if we are to maintain and expand
the adoption of our product offerings. Developmafithese technologies remains a substantial risistdue to various factors including the
scientific challenges involved, our ability to fimthd collaborate with others working in our fiedahd competing technologies which may
prove more successful than ours.

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

Our commercial success depends on outyatilimaintain our sublicenses to the SELDI tecbgg! In July 2000, in response to MAS'
claims that we had materially breached the subdieergreements and its threat to terminate theceusié agreements, we filed a lawsuit
against MAS and LumiCyte requesting a declaratioouo rights, including that we have the right &l énformation and service products, ¢
requesting a preliminary injunction preventing MASm terminating the sublicense agreements. In @at@000, we made additional claims
against MAS and LumiCyte and added Dr. T. Williamtéhens as an individual defendant. Hutchens i€thief Executive Officer of both
MAS and LumiCyte, as well as a former officer amector of Ciphergen. He is presently the beneffioianer of less than 10% of Cipherge
outstanding common stock. In October 2000, MAS lamahiCyte filed cross-claims against Ciphergen dadiubsidiaries. In May 2000, we
amended our complaint and brought additional clagainst MAS, LumiCyte, and Hutchens. We beliexa tur causes of action have merit
and we intend to pursue the litigation aggressiifedysettlement cannot be reached. Although wiebelthat the resolution of the litigation
will not harm our ability to continue
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to pursue our business and strategy, litigatiamjzredictable and we may not prevail. The court ghetgrmine that LumiCyte or others
possess exclusive rights to provide informatiordpists and service products that we have offeradayr seek to offer as part of our business.
The sublicense agreements referred to above prémidermination in the event of material breachefiefore, if we do not prevail in our
cause of action, and if the court determines thahave materially breached the sublicense agresptéete is a risk that the sublicense
agreements could be terminated. Substantiallyfallorevenue is derived from products relying echinology covered by the sublicel



agreements. If the agreements were terminated andese unable to obtain a license to these rigigsyould be precluded from selling any
SELDI-based products within the scope of the Baghtents, we would no longer generate revenue fhensale of these products and we
would have to revise our business direction aratesly. See "Legal Proceedings."

If our BioSepra Process Division fails to developew products, we may not be able to grow or maintaithis operation in the face of
larger entrenched competitors.

While the market is large and growing foramatographic processes, BioSepra's potentiaboess may remain with the entrenched
suppliers they currently use. BioSepra will needdwelop new products and look to replace entreshshippliers by offering superior
products. Customers having to separate proteins traditionally been slow to adopt new technologée®n when those new technologies
offer considerable advantages over existing, pragproaches. Even if BioSepra chromatography pitsdutd services are more efficient
of higher quality than alternatives, conservatiustomers may favor established products and corapani

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

Our ability to obtain customers for our guets depends in significant part upon the peroggtat our products and services can help
enable protein biomarker discovery, characteriradiod assay development. From the time we makalin@intact with a potential customer
until we receive a binding purchase order typictdles between a few weeks to a year or more. &es effort requires the effective
demonstration of the benefits of our products aag nequire significant training, sometimes of malifferent departments within a potential
customer. These departments might include researglidevelopment personnel and key managementditicad we may be required to
negotiate agreements containing terms unique tio @astomer. We may expend substantial funds andgeanent effort and may not be able
to successfully sell our products or services $hart enough time to achieve 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 believe that current cash veses will be sufficient to meet our anticipatemincial needs for at least the next two years.
However, we may need to raise additional capitahsoin order to develop new or enhanced productgmwices, increase our Biomarker
Discovery Center activities undertaken for our ageount, or acquire complementary products, bus@sesr technologies to respond to
competitive pressures. If we are unable to obtaiarfcing, or to obtain it on acceptable terms, vag ipe unable to successfully execute our
business plan.

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 appicatf our products requires that they enable mebeas to process and analyze large volt
of data and to integrate the results into othesphaf their research. The nature of our softwaables a level of integration and analysis that
is adequate for many projects. However, if we doaontinue to develop and improve the capabilities
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our ProteinChip Software to perform more complealgses of customer samples and to meet increasstgroer expectations, our products
may not increase their market acceptance, we nsgydar current customers and we may be unablevelajea profitable business.

If we do not effectively manage growth, managemertttention could be diverted and our ability to increase revenue and achieve
profitability could be harmed.

We are rapidly and significantly expandmg operations, which is placing a significant istran our financial, managerial and
operational resources. For example, over theastears we have increased our worldwide salegfand other personnel significantly, w
plans for further expansion, and have establisheth&rker Discovery Centers with plans to expandt theope and volume of activity. These
changes could divert management attention or otBerdisrupt our operations. In order to achievermaadage this growth effectively, we
must continue to improve and expand our operatiandlfinancial management capabilities and ressuidereover, we will need to
effectively train, integrate, motivate and retaimr employees. Our failure to manage our growthcgiffely could damage our ability to
increase revenue and become profitable.

Because our business is highly dependent on key endves and scientists, our inability to recruit am retain these people could hinder
our business expansion plans.

Ciphergen is highly dependent on its exgeutfficers and its senior scientists and engisie®ur product development and marketing
efforts could be delayed or curtailed if we lose siervices of any of these people. To expand @@areh, product development and sales
efforts, we need additional people skilled in arsash as bioinformatics, biochemistry, informatsmvices, manufacturing, sales, marke



and technical support. Competition for qualifiedpdmyees is intense. We will not be able to expamdbwusiness if we are unable to hire, train
and retain a sufficient number of qualified empleye

If we are unable to successfully expand our limitedhanufacturing capacity for ProteinChip Readers andArrays and BioSepra
sorbents, we may encounter manufacturing and qualit control problems as we increase our efforts.

We currently have only one manufacturingjlfiy at which we produce limited quantities ofrd@roteinChip Arrays and ProteinChip
Readers, and one manufacturing facility at whichpnagluce chromatography sorbents. Some aspects ofi@nufacturing processes may not
be easily scalable to allow for production in largelumes, resulting in higher than anticipatedemat, labor and overhead costs per unit. As
a result, manufacturing and quality control probdemeay arise as we increase our level of productie may not be able 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 products on a rbelsis because of these or other factors, wenailbe able to meet anticipated demanc
a result, we may lose sales and fail to generateased revenue and become profitable.

We may experience failure rates for our ProteinChipSystems and Arrays, and for related accessorie$dt are higher than we
anticipated, particularly for newer products beingintroduced.

Our products and the components used ipmgucts are based on complex technologies. Ifdaihgére rates for our products are higher
than anticipated, we may experience increased wigrcdaim activity and increased costs associatitl servicing those claims. We may also
find it necessary to increase our warranty accrneal/lting in a decreased gross profit.
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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 potentianiets is intense and we expect it to increasere@tly, our principal competition comes from
other technologies that are used to perform marleogame functions for which we market our Pr@éip System. The major technologies
that compete with our ProteinChip System are lighicbmatography-mass spectrometry and 2D-gel elglotiresis-mass spectrometry. In the
life science research market, protein researcts @madl services are currently provided by a numbeompanies. In the large-scale
chromatography market, there are several largecdaompetitors. In many instances, Ciphergen'spetitors may have substantially greater
financial, technical, research and other resowsceslarger, more established marketing sales loligioin and service organizations.
Additionally, our potential customers may intergalevelop competing technologies. If we fail to q@ate effectively with these technologies
and products, or if competitors develop significiamprovements in protein detection systems, devsygtems that are easier to use, or
introduce comparable products that are less expensur products may not achieve market acceptandeur sales may decrease.

If the government grants a license to the SELDI tdmology to others, it may harm our business.

Some of the inventions covered by the seblse agreements were developed under a granafiagency of the U.S. government and
therefore the government has a paid-up nonexclusinéransferable license to those inventions aaditht in limited circumstances to grant
a license to others on reasonable terms. If themowent exercises those rights our business ceulthtmed.

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 paruomlaility to maintain and enforce our proprietaights. We rely on a combination of pate
trademarks, copyrights and trade secrets to protgdiechnology and brand. In addition to our Imeth SELDI technology, we also have
submitted patent applications directed to subsegeehnological improvements and application of $fie DI technology. Our patent
applications may not result in additional patents.

If competitors engage in activities thdtiimge our proprietary rights, our management'sifowill be diverted and we may incur
significant costs in asserting our rights. We may/bre successful in asserting our proprietary sigivhich could result in our patents being
held invalid or a court holding that the competi®not infringing, either of which would harm otmmpetitive position. We cannot be sure
that competitors will not design around our patdrigzhnology.

We also rely upon the skills, knowledge argderience of our technical personnel. To helpegatoour rights, we require all employees
and consultants to enter into confidentiality agreats that prohibit the disclosure of confidentiérmation. These agreements may not
provide adequate protection for our trade seckeisw-how or other proprietary information in the evehainy unauthorized use or disclosi

If others successfully assert their proprietary rignts 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 gifrqnon the proprietary technologies of others. akkeaware of third parties whose business
involves the use of mass spectrometry for the aiabyf proteins and DNA, and third parties whossitess involves providing
chromatography sorbents and media. Certain of thad&s have issued patents or pending patenicafiphs on technology that they
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might assert against us. If they successfully nsalah assertions, we may be required to obtaindie®to use that technology and such
licenses may not be available on commercially realste terms, if at all. We may incur substantiatsalefending ourselves in lawsuits
against charges of patent infringement or otheawfll use of another's proprietary technology. Angh lawsuit may not be decided in our
favor, and if we are found liable, we may be sufdjeanonetary damages or injunction against udieg 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&or change the name of our technology and incur asciated costs.

MAS has opposed our trademark applicatiorttfe SELDI mark on the basis of alleged earlss of SELDI. The outcome of that
opposition remains pending. As a result, we maybeosuccessful in obtaining a federal registrafiwrihe mark and may be sued by MAS
trademark infringement based on MAS' claimed pugg rights to the SELDI mark. If MAS is successtus, will have to license rights to the
mark or not use the name, and we will be subjetctebsts and damages.

We rely on single-source suppliers for many compomés of our ProteinChip Systems, processing servicésr our ProteinChip Arrays
and raw materials for our chromatography sorbentsand if we are unable to obtain these components amdw materials, we would be
harmed and our operating results would suffer.

We depend on many single-source supplarthe necessary raw materials and componentsresbig manufacture our products. We
also rely on some single-source subcontractorsddrin outsourced manufacturing services. Sontleese suppliers are small companies
without extensive financial resources. Becaus@efimited quantities of products we currently miacture, it is not economically feasible to
qualify and maintain alternate vendors for most ponents of our ProteinChip Readers, processindcssrior our ProteinChip Arrays and
many raw materials for our chromatography sorbeffeshave occasionally experienced delays in recgikaw materials, components and
services, resulting in manufacturing delays. Ifave unable to procure the necessary raw matec@isponents or services from our current
vendors, we will have to arrange new sources oplsugind our raw materials and components shipmamikl be delayed, harming our abi
to manufacture our products, and our ability tdausor increase revenue could be harmed. As dtyesu costs could increase and our
profitability could be harmed.

We utilize technology in our ProteinChip Tandem MSInterfaces on which Applied Biosystems/MDS Sciex lsgatent rights.

If we are unable to maintain or extend agireement with Applied Biosystems/MDS Sciex whiennpits us to utilize technology covel
under their patents and sell our ProteinChip TanWSrinterfaces, we will not be able to continuesédi this product and we will lose a
revenue stream which constituted approximately 3%uorevenue in 2002.

If there are reductions in research funding, the aliity of our existing and prospective customers t@urchase our products could be
seriously harmed.

A significant portion of our products amdsto universities, government research laborasprivate foundations and other institutions
where funding is dependent upon grants from goveniragencies, such as the National Institutes afthlleGovernment funding for research
and development has fluctuated significantly ingtast due to changes in congressional appropr&at®esearch funding by the government
may be significantly reduced in the future. Anytsweduction may seriously harm the ability of oxiséng and prospective research
customers to purchase our products or reduce timb@uof ProteinChip Arrays used. Limitations indiimg for commercial, biotechnology
and
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pharmaceutical companies and academic institutiwatsare the potential customers for our Proteip&yistems and Arrays, and general cost
containment pressures for biomedical research imat/dur ability to sell our products and services.

Business interruptions could limit our ability to operate our business.

Our operations as well as those of theaboltators on which we depend are vulnerable to daroainterruption from computer viruses,
human error, natural disasters, power shortaglesa@munication failures, international acts of@eand similar events. We have not
established a formal disaster recovery plan andadl-up operations and our business interruption insi@anmay not be adequate



compensate us for losses we may suffer. A sigmifibasiness interruption could result in lossedamages incurred by us and require us to
cease or curtail our operations.

Our business is subject to risks from internationalbperations.

We conduct business globally. Accordinglyr future results could be materially adversefgeettd by a variety of uncontrollable and
changing factors including, among others, foreigrrency exchange rates; regulatory, political,@m®mic conditions in a specific country
or region; trade protection measures and othedatmy requirements; and natural disasters. Anglloof these factors could have a material
adverse impact on our future international business

War may negatively impact our revenue.

Due to the war in Iraq, certain of our cusérs and prospects may hold off on capital equiptrperchases. Also, many potential
customers depend, directly or indirectly, on furgdirom various government agencies around the warttithese government agencies may
delay funding due to the uncertainties associatiéfu tve military conflict in Irag.

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 anddgibnology industries is generally expected to ndelanned or future consolidation among
our current and potential customers could decreastow sales of our technology and reduce the atarbur products target. Any such
consolidation could limit the market for our prothiand seriously harm our ability to achieve otansprofitability.

We are exposed to fluctuations in the exchange raef foreign currency.

As a global concern, we face exposure t@e movements in foreign currency exchange ridéh. the acquisition of BioSepra and
Ciphergen Biosystems KK, a significant percentageun net sales are exposed to foreign currengy fikese exposures may change over
time as business practices evolve and could hawvaterial adverse impact on our financial resultee Tise of the euro as a common currency
for members of the European Union could impactforeign exchange exposure. We will monitor our esqpe and may hedge against this
and any other emerging market currencies as nagessa

Our stock price has been highly volatile, and an mestment in our stock could suffer a decline in valke.

The trading price of our common stock hasrbhighly volatile and could continue to be subjeavide fluctuations in price in response
to various factors, many of which are beyond ounties, including:

. actual or anticipated period-to-period fluctuati@amginancial results;
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. litigation or threat of litigation;
. failure to achieve, or changes in, financial estemady securities analysts;
. announcements of new products or services or téapical innovations by us or our competitors;
. publicity regarding actual or potential discoveriddiomarkers by others;
. comments or opinions by securities analysts or metfickholders;
. conditions or trends in the pharmaceutical, biotedtgy 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;
. economic and other external factors or disastecsises;

. limited daily trading volume; and



. developments regarding our patents or other irtieid property or that of our competito

In addition, the stock market in generat he Nasdaq National Market and the market fdnrielogy companies 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 significantililan the market prices of securities of lifeisnce 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 substaitiats, 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 topdiarket for our common stock will be maintainedlo& Nasdaq Stock Market's National
Market. Investors may not be able to sell theirsbauickly or at the latest market price if tragin our stock is not active.

Anti-takeover provisions in our charter, bylaws andStockholder Rights Plan and under Delaware law cdd make a third party
acquisition of us difficult.

Our certificate of incorporation, bylawsdagtockholder Rights Plan contain provisions tleatld make it more difficult for a third party
to acquire us, even if doing so might be deemeefieal by our stockholders. These provisions cdinfdt the price that investors might be
willing to pay in the future for shares of our commstock. We are also subject to certain provisafridelaware law that could delay, dete
prevent a change in control of us.

The rights issued pursuant to our StockioRights Plan will become exercisable the tenthafter a person or group announces
acquisition of 15% or more of our common stock mm@nces commencement of a tender or exchangetb@onsummation of which
would result in ownership by the person or grouf®% or more of our common stock. If the rightsdree exercisable, the holders of the
rights (other than the person acquiring 15% or nodr@ur common stock) will be entitled to acquineeixchange for the rights' exercise price,
shares of our common stock or shares of any comipanhich we are merged, with a value equal to évitee rights' exercise price.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISKS

We maintain investment portfolio holdingsvarious issuers, types and maturities. Theserdgesuare classified as available-for-sale,
and consequently are recorded on the balance ahfzét value with unrealized gains and losses nteploas a separate component of
accumulated other comprehensive income (loss).elbesurities are not leveraged and are held fgrgsess other than trading.

The following discussion about our marksk involves forward-looking statements. We arecasqal to market risk related mainly to
changes in interest rates. We do not invest invdtivie financial instruments.

Interest Rate Sensitivity

The fair value of our investments in maakd¢ securities at December 31, 2002 was $17.4omilvith a weighted-average maturity of
165 days and a weighted-average interest rate068/a.

The primary objective of our investmentidties is to preserve principal while at the satinge maximizing the income we receive from
our investments without significantly increasingktiWe ensure the safety and preservation of maésied principal funds by limiting default
risks, market risk and reinvestment risk. To achithese objectives, we maintain our portfolio aftcaquivalents, short-term investments and
long-term investments in a variety of securiti@g)uding commercial paper, money market funds, guwent and non-government debt
securities, and, by policy, restrict our exposrary single corporate issuer by imposing concgatrdimits. We mitigate default risk by
investing in high credit-quality securities.

Some of the securities that we invest iy imave market risk. That means that a change wafieg interest rates may cause the fair
value of the principal amount of an investmentitietiate. For example, if we hold a security thaswssued with a fixed interest rate at the
then-prevailing rate and the prevailing rate riskes,fair value of the principal amount of our istraent will probably decline. To minimize
the exposure due to adverse shifts in interess rate maintain investments at an average matufrityss than one year, with no individual
security investment maturing in more than two years

Our exposure to market risk for changeisterest rates relates primarily to the increaséemrease in the amount of interest income we
can earn on our available funds for investment. IGng-term debt and capital lease agreements dneedtinterest rates. We do not plan to
use derivative financial instruments in our investinportfolio.



Foreign Currency Exchange Risk

Most of our revenue is realized in U.Slasl. However, the majority of our revenue fromashatography sorbents is realized in euros.
In addition, all our revenue in Japan is realizedapanese yen. As a result, our financial resolitd be affected by factors such as chang
foreign currency exchange rates or weak econonriditions in foreign markets. Because most of ouenele is currently denominated in
U.S. dollars, an increase in the value of the ddHar relative to foreign currencies could make products less competitive in foreign
markets.

The functional currencies of BioSepra SaAd Ciphergen Biosystems KK are the euro and wspectively. Accordingly, the accounts
of these operations are translated from the lagabacy to the U.S. dollar using the current exdearate in effect at the balance sheet dal
the balance sheet accounts, and using the avexabargye rate during the period for revenue andresg@accounts. The effects of translation
are recorded as a separate component of stockhoédpiity. The net tangible assets of our non-bp8rations, excluding intercompany debt,
were $14.4 million at December 31, 2002.
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The accounts of all other non-U.S. operetiare remeasured to the U.S. dollar, which iguhetional currency. Accordingly, all
monetary assets and liabilities of these foreigarations are translated into U.S. dollars at ctiperiod-end exchange rates, and non-
monetary assets and related elements of expensmastated using historical rates of exchangeorime and expense elements are translated
to U.S. dollars using average exchange rates @teffuring the period. Gains and losses from theida currency transactions of these
subsidiaries are recorded as other income or toseei statement of operations.

Although we will continue to monitor ourposure to currency fluctuations, we cannot proasieurance that exchange rate fluctuations
will not harm our business in the future. We cutisedo not use derivative financial instrumentsiiigate this exposure. We have not taken
any action to reduce our exposure to changes @idiorcurrency exchange rates, such as optionguneicontracts, with respect to
transactions with our non-U.S. subsidiaries orgaations with our international customers.
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Stockhold#r€iphergen Biosystems, Inc.

In our opinion, the accompanying consobdabalance sheets and the related consolidatesnstats of operations, of stockholders'
equity (deficit) and of cash flows present faiilyall material respects, the financial positiorGyphergen Biosystems, Inc. and its subsidit
at December 31, 2002 and 2001, and the resulteoafaperations and their cash flows for each efttitee years in the period ended
December 31, 2002 in conformity with accountingipiples generally accepted in the United Statesnoérica. These financial statements
are the responsibility of the Company's managenmemtresponsibility is to express an opinion orsthénancial statements based on our
audits. We conducted our audits of these statenieiatscordance with auditing standards generakbgpied in the United States of Ameri



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 tildasis, evidence supporting the amounts and disids in the financial statements,
assessing the accounting principles used and &igntfestimates made by management, and evaluagngverall financial statement

presentation. We believe that our audits providesaonable basis for our opinion.

As discussed in Note 5 to the consolidéiteathcial statements, the Company adopted Stateaidfibhancial Accounting Standards

No. 142, "Goodwill and Other Intangible Asse!
PRICEWATERHOUSECOOPERS LLP

San Jose, California
February 13, 2003
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CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share data)

ASSETS
Current asset:

Cash and cash equivale

Shor-term investment

Accounts receivable, net of allowance for doub#ittounts of $344 and $324, respecti
Accounts receivable from related part

Inventories, ne

Notes receivable from related part

Prepaid expenses and other current a:

Total current asse
Property, plant and equipment, |
Long-term investment
Goodwill and other intangible assets,
Notes receivable from related part
Other lon¢-term asset

Total asset

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payabl

Accounts payable to related pa
Accrued liabilities

Deferred revenu

Deferred revenue from related part
Current portion of capital lease obligatic
Current portion of lon-term debt

Total current liabilities
Deferred revenu
Deferred revenue from related part
Capital lease obligations, net of current por

December 31,

2002 2001
$ 25,14t % 48,31¢
14,71 21,27:
13,33¢ 5,52¢
— 12¢
6,85( 3,88¢
28¢ —
2,81¢ 2,15¢
63,15( 81,29
13,37( 10,22¢
2,68: 7,532
7,49¢ 6,70¢
191 384
72% 672
$ 87,61 $ 106,81t
I I
$ 5421 % 3,06¢
184 147
5,514 4,63¢
3,861 1,97t
— 47
50¢ 41C
— 117
15,48: 10,40:
42C 17z
— 272
2,31 2,08:



Other long term liabilitie: 1,013 65¢

Total liabilities 19,22¢ 13,58’

Commitments and contingencies (Note
Minority interest 32 —

Stockholders' equity
Common stock, $0.001 par val

Authorized: 80,000,000 shares at December 31, 2662001
Issued and outstanding: 27,341,703 shares and@8/5shares at December 31, 2002 al

2001, respectivel 27 27
Additional paic-in capital 174,73t 175,33:
Notes receivable from stockholde (1,289 (1,299
Deferred stock compensati (2,829 (6,327%)
Accumulated other comprehensive incc 1,48( 191
Accumulated defici (103,77 (74,709

Total stockholders' equi 68,35¢ 93,22¢

Total liabilities and stockholders' equ $ 87,61t % 106,81t

I I

The accompanying notes are an integral part oktheasolidated financial statements.
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CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Years Ended December 31,

2002 2001 2000
Revenue
Products $ 33,56 $ 15,74: $ 7,35¢
Products revenue from related par 827 1,192 1,06¢
Services 4,91(C 2,11¢ 51¢&
Total revenue 39,30( 19,04¢ 8,93¢
Cost of revenue
Products 10,09¢ 5,51¢ 2,774
Products revenue from related par 334 434 587
Services 2,32¢ 664 11¢
Total cost of revenu 12,75¢ 6,61< 3,48(
Gross profit 26,54: 12,43t 5,45¢
Operating expense
Research and developmt 20,754 12,89t 7,47¢
Sales and marketir 20,32 14,30: 9,001
General and administrati 15,00¢ 13,02( 11,32

Amortization of intangible asse 82¢ 65C 31¢



Write-off of acquired i--process technoloc

Total operating expens

Loss from operation

Interest incom

Interest expens

Other income (expense), r

Equity in net loss of joint ventul
Income attributable to minority intere

Loss before provision for income tax
Provision for income taxe

Net loss

Dividend related to beneficial conversion featuirereferred stocl

Net loss attributable to common stockholc

Net loss per share attributable to common stocldrsl

Basic and dilutes

Shares used in computing net loss per share dthilito common stockholde

1,00¢

56,91 41,86¢ 28,11¢
(30,370) (29,437) (22,667)
1,54: 4,12t 2,644
(152) (150) (170)
— (201) 27

— (12) (144)

(32 — —
(29,01) (25,669 (20,309
61 142 —
(29,07%) (25,81%) (20,309
— — (27,229

$ (29,079 $ (25,817 $ (47,537

$ (1.09 $ 0.97) $ (4.09

26,96¢

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)

(in thousands)

Common Stock Notes Accumulated
Additional Receivable Deferred Other
Paid-In From Stock-based Comprehensive Accumulated
Shares  Amount Capital Stockholders Compensation Income (Loss) Deficit Total

Balances, January 1, 20 6,85: $ 6 3% 9,81¢ $ (48¢) $ (3,687 $ — % (28,585 $ (22,939
Comprehensive loss:

Net loss — — — — — — (20,309 (20,309

Foreign currency translation

adjustmen — — — — — (24) — (24)

Total comprehensive loss (20,329

Issuances of common stock for servic 15 — 174 — — — — 174
Stock options exercise 637 1 1,34¢ (891) — — — 454
Repayment of stockholder notes — — — 65 — — — 65
Repurchase of common stock (18) — (21) 2C — — — 1)
Deferred stock-based compensation — — 17,98t — (17,985 — — —
Amortization of deferred stock-based
compensation — — — — 9,31( — — 9,31(
Issuance of preferred stock and warre
with beneficial conversion featu — — 27,22¢ — — — — 27,22¢
Dividend related to beneficial
conversion feature of preferred stock — — (27,22%) — — — — (27,229
Conversion of preferred stock and
warrants to common stock and warrai 12,97: 14 53,96 — — — — 53,98:
Issuance of common stock, net of
offering costs 6,32¢ 6 92,42¢ — — — — 92,43t
Balances, December 31, 2000 26,78¢ 27 175,69« (1,299 (12,367) (24) (48,889 113,15:



Comprehensive Loss:

Net loss — — —
Change in unrealized gain on

(25,81) (25,81

marketable securities — — — — — 204 — 204

Foreign currency translation

adjustmen — — — — — 11 — 11

Total comprehensive loss (25,597

Issuances of common stock for servic 51 — 26¢ — — — — 26¢
Stock options exercise 11¢ — 182 — — — — 182
Purchase of common stock under
employee stock purchase plan 114 — 604 — — — — 604
Repurchase of common stao (10) — (28) — — — — (28)
Deferred stock-based compensation — — (1,38¢) — 1,38¢ — — —
Amortization of deferred stock-based
compensation — — — — 4,647 — — 4,647
Balances, December 31, 20 27,057 27 175,33: (1,299 (6,327) 191 (74,707) 93,22¢
Comprehensive Loss:

Net loss — — — — — — (29,077) (29,077)

Change in unrealized loss on

marketable securities — — — — — (144) — (144)

Foreign currency translation

adjustment — — — — — 1,432 — 1,432

Total comprehensive lo: (27,787)

Issuances of common stock for servic 49 — 131 — — — — 131
Stock options exercised 62 — g — — — — 132
Purchase of common stock under
employee stock purchase plan 17¢€ — 572 — — — — 572
Repurchase of common stock (%) — (6) — — — — (6)
Deferred stoc-based compensatic — — (1,42€) — 1,42¢ — — —
Amortization of deferred stock-based
compensation — — — — 2,072 — — 2,07z
Repayment of note receivable from
stockholdel — — — 5 — — — 5
Balances, December 31, 2002 27,34: $ 27 $ 174,73t $ (1,289 $ (2,829 $ 1,48C $ (103,77) $ 68,35¢

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activitie

Net loss

Adjustments to reconcile net loss to cash usegb@rating activities
Depreciation and amortizatic
Write-off of acquired i-process technoloc
Minority interest
Stock issued for servict
Stocl-based compensation expel
Amortization of debt discour

Years Ended December 31,

2002 2001 2000

$  (29,07) $ (25,81 $ (20,302
4,221 2,721 1,297

— 1,00( —

32 — —

131 26€ 552

2,07z 4,647 9,31(

— — 4



Equity in net loss of joint ventul — 12 144
Loss on disposal of fixed assi 33 5 48
Changes in operating assets and liabilities, neseéts acquired and liabilities
assumed in business combinatic
Accounts receivable, n (6,275 (2,196 (2,269
Accounts receivable from related part 12¢ (53 243
Inventories, ne (1,969 (16¢) (407)
Prepaids and other current as (402) (507) (647)
Other lon¢-term asset 282 (53 (59€)
Accounts payable and accrued liabilit 2,371 2,47¢ 2,12¢
Accounts payable to related pa 37 134 (29
Deferred revenu 1,24¢ 1,44( 501
Deferred revenue from related part (319 (39 (28)
Other lon¢-term liabilities 311 56¢& 95
Net cash used in operating activit (27,169 (14,560) (9,967
Cash flows from investing activitie
Purchase of property, plant and equipn (4,369 (4,070 (4,609
Acquisition of BioSepra, net of cash acqui — (12,257 —
Purchase of marketable securi (20,069 (36,937 —
Maturities of marketable securiti 21,017 8,33¢ —
Issuance of notes receivable to related pa (95) (80) (43
Net cash acquired upon purchase of Ciphergen BiesysKK common stoc 872 — —
Net cash provided by (used in) investing activi 7,36z (45,009) (4,647
Cash flows from financing activitie
Proceeds from issuance of common stock, net ofms=icost — — 92,43¢
Repurchases of common stc (6) (28) (@D}
Proceeds from exercises of stock options and wes 13z 182 1,46(
Issuance of common stock under employee stock paecplar 57:¢ 604 —
Repayment of stockholder nc 5 — 65
Proceeds from issuance of preferred stock, netsofaince cos — — 26,90:
Principal payments on capital lease obligati (447) (32€) (200
Repayments of lor-term debt (117 (183 (370
Borrowings under line of crec — — 28t
Repayments of working capital loans for Ciphergémsgstems KK to Sumitom (3,960 — —
Repayments under line of cre — — (1,110
Net cash provided by (used in) financing activi (3,819 25C 119,46¢
Effect of exchange rate chang 452 4 (24)
Net increase (decrease) in cash and cash equis (23,179 (59,319 104,83«
Cash and cash equivalents, beginning of - 48,31¢ 107,63: 2,79¢
Cash and cash equivalents, end of ) $ 25,14t $ 48,31¢ $ 107,63
L] I I
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Supplemental cash flow informatia
Cash paid for intere: $ 147 % 161 $ 143
Cash paid for income tax 21 — —
Supplemental schedule of r-cash investing and financing activitie
Acquisition of property and equipment under cagd#akes 5 — 43€
Common stock issued in exchange for notes receiviatin stockholder — — 891



Repurchase of common stock for cancellation of \odeeivable — — 20

Dividend related to beneficial conversion featurpreferred stocl — — 27,22¢
Issuance of warrants in connection with Series&rfcing — — 214
Additions to (reductions in) deferred st-based compensatic (1,426 (1,38¢) 17,98¢
Transfer of fixed assets to inventc 244 301 19z
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 Acconting Policies
The Company

Ciphergen Biosystems, Inc. (the "Company"Giphergen") develops, manufactures and sellseRGhip® Systems for life science
researchers. These systems consist of ProteinGaddrs, ProteinChip Software and related accessotiih are used in conjunction with
consumable ProteinChip Arrays. These productsa@demsimarily to biologists at pharmaceutical andtéchnology companies, and acade
and government research laboratories. The Comgaaypeovides research services through its Biomdbkecovery Centers® and
chromatography sorbents used for protein purificati

Basis of Presentation

The accompanying consolidated financiaksteents have been prepared in conformity with actiog principles generally accepted in
the United States of America and include the act=oahthe Company and its subsidiaries. All intenpany transactions have been elimin
in consolidation. The Company reported its owngrghtierest in Ciphergen Biosystems KK, a joint weatin Japan, using the equity method
of accounting through August 31, 2002, at whichetitthe Company acquired a majority interest and iegasolidation of Ciphergen
Biosystems KK.

Use of Estimates

The preparation of consolidated financfatements in accordance with accounting princigkrserally accepted in the United States of
America requires management to make estimatessmuaigtions that affect the reported amounts oftsssal liabilities and disclosure of
contingent assets and liabilities at the date effittencial statements and the reported amountsvehues and expenses during the reporting
period. Actual results could differ from those psites.

Certain Risks and Uncertainties

The Company's products and services arermtly concentrated in a single segment of thesifience research field which is
characterized by rapid technological advances hadges in customer requirements. The success &fdimpany depends on management's
ability to anticipate and to respond quickly anéaghtely to technological developments in its indushanges in customer requirements
changes in industry standards. Any significant yiela the development or introduction of new prddwar services could have a material
adverse effect on the Company's business and opgrasults.

The Company licenses certain technolodiasdre used in products that represent substgralabf its revenues. An inability to retain
such technology licenses could result in a matedakrse effect to the Company. Additionally, savhthe raw materials and components
used in its products are from single-source suppliéthe Company is unable to obtain such rawemas and components, its financial
condition and operating results could be signifitaimpacted.

Cash and Cash Equivalents
The Company considers all highly liquidéstments purchased with an original maturity oféhmonths or less to be cash equivalents.
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Investments

Management determines the appropriateititzed®on of the Company's investments in markegadebt securities at the time of purchase,
and re-evaluates this designation at each baldreset date. The Company classifies all securitie¢snasilable-for-sale” and carries them at
fair value with unrealized gains or losses reldtethese securities included as a component of etireprehensive income until realized. The
amortized cost of debt securities is adjusted fioorization of premiums and accretion of discodatmaturity, which is included in interest
income. Realized gains and losses are determirieg the specific identification method. The cosseturities sold is based on the specific
identification method.

The Company's investment objectives inclilndesafety and preservation of invested fundslignélity of investments that is sufficient
to meet cash flow requirements. Cash, cash equitgasnd investments in debt securities are pladddhigh credit quality financial
institutions and commercial companies and governm@mgencies in order to limit the amount of credpasure.

Fair Value of Financial Instruments

The carrying amounts of certain of the Camyps financial instruments including cash and @agkivalents, accounts receivable and
accounts payable approximate fair value due ta 8reirt maturities. The carrying value of othegfigial instruments approximates their fair
value. Based on borrowing rates currently availablidhe Company for loans with similar terms, therging value of its debt obligations
approximates fair value.

Concentration of Credit Risk

Financial instruments that potentially dbjthe Company to a concentration of credit rishsist of cash and cash equivalents and
accounts receivable. Most of the Company's casltasid equivalents as of December 31, 2002 werestegdavith financial institutions in
the United States and exceeded federally insurexiate. The Company also maintains minimal cash slepwith banks in Western Europe,
China and Japan. The Company has not experiengeldsses on its deposits of cash and cash equigalen

The Company's accounts receivable are el@ffiom sales made to customers located in Nortlerfoa, Europe and Asia. The Company
performs ongoing credit evaluations of its custahfgnancial condition and generally does not regjabllateral. The Company maintains an
allowance for doubtful accounts based upon thearplecollectibility of accounts receivable. No @mer accounted for more than 10% of
revenue in 2002 or 2001. In 2000, Ciphergen BiasystKK, the Japanese joint venture, accountedfés &f revenue.

Inventories
Inventories are stated at the lower of cosharket value, cost being determined on the-irsfirst-out method.
Property, Plant and Equipment

Property, plant and equipment are statewsttand depreciated on a strailjhé-basis over the estimated useful lives of tlated asse!
Buildings and leasehold improvements are depretiater the lesser of their economic life or thentef the underlying lease, machinery and
equipment over two to eight years, computer equiyiraad software over three to four years, and furaiand
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fixtures over three to ten years. The cost of mspand maintenance is charged to operations ag@ttuGains and losses upon asset disposal
are reflected in operations in the year of dispasit

Goodwill and Other Intangible Assets

Goodwill represents the excess of the mselprice over the estimated fair value of theitda@nd intangible net assets acquired in the
Company's acquisitions of lllumeSys Pacific, Imc1D97, Ciphergen Technologies, Inc. in 1998, Bm8&¢&.A. in 2001 and Ciphergen
Biosystems KK in 2002. Prior to the adoption oft&taent of Financial Accounting Standards No. 1&FAS 142), "Goodwill and Other
Intangible Assets", on January 1, 2002, goodwils lwaing amortized on a straight-line basis ovex figars.

Goodwill is reviewed for impairment at leasnually and in the interim whenever events @angfes in circumstances indicate that the
carrying amount of goodwill may be impaired. Upaloption of SFAS 142, the Company performed a ttemsil goodwill impairment
assessment and noted no such impairment of goo



Other intangible assets consist of patentsdeveloped product technology arising from ttiussition of the BioSepra business. These
intangibles are being amortized on a straightdtiasis over their estimated useful lives of severrgjeand are reviewed for impairment
whenever events or changes in circumstances irdibat the carrying amount of an asset may no longeecoverable.

Long-lived Assets

Long-lived assets are reviewed for impaintmghen events or changes in circumstances indibatearrying amount of an asset may not
be recoverable. Recoverability is measured by coisaof the asset's carrying amount to futureuneliscounted cash flows the assets are
expected to generate. If such assets are consittebedimpaired, the impairment to be recognizedessured by the amount by which the
carrying amount of the assets exceeds the projeisedunted future net cash flows arising fromdhsets.

Warranty Liability

The Company generally offers a warrantyeaoh ProteinChip System and Interface shipped.elWasranties typically include coverage
for parts and labor and software bug fixes forecHfjied period, typically one year. The Companyreates the costs that may be incurred
under its basic limited warranty and records tiaibility at the time product revenue is recognizeaictors that affect the Company's warranty
liability include the number of installed unitsstarical and anticipated rates of warranty claiamg] cost per claim. The Company periodic
assesses the adequacy of its recorded warraniljtiéeband adjusts the amounts as necessary.

Revenue Recognition

Revenue from product sales is recognizeshygroduct shipment, provided no significant olfigias remain and collections of the
receivables are deemed probable. Revenue fromrobseantracts is recognized as the work is perfarmbased on the achievement of
substantive milestones described in the contr&etgenue from ufront payments is deferred and recognized rataldy the expected term
the research contract. Payments for maintenaneeessrare usually prepaid, and the revenue is aefemd recognized ratably over the term
of the service contract, which is generally 12 rhgnEor multiple element arrangements, revenukodsaded to each component of the
contract based on the fair value of the elemerits.r€venue attributable to any undelivered elemsnts
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deferred and is subsequently recognized as the @ayrplfills its obligations to deliver those goodisservices.
Research and Development Costs

Research and development expenditureshairged to operations as incurred. Software is tagral component of the Company's
ProteinChip Systems. Software development costgtied in the research and development of new ptedue expensed as incurred until
technological feasibility is established. To d@aducts and upgrades have generally reached tliechical feasibility and have been released
for sale at substantially the same time.

Advertising Costs

The Company expenses advertising costscasred. Advertising costs were $354,000 for 2(§84,3,000 for 2001 and $211,000 for
2000.

Stock-based Compensation

The Company accounts for its stock-basepl@mee compensation arrangements using the intrmsithod of accounting. Unearned
compensation expense is based on the differenaryjfon the date of the grant between the fairesaf the Company's stock and the exel
price. Unearned compensation is amortized and esgueusing an accelerated method. The Company ascimurstock issued to non-
employees using the fair value method of accounting

Had compensation expense for options gdastemployees, officers and directors been detexthbased on fair value at the grant date,
the Company's net loss per share attributablenomoan stockholders would have increased to the gmmd amounts indicated below (in
thousands, except per share data):

Years Ended December 31,

2002 2001 2000

Net loss attributable to common stockholders asnted $ (29,07) $ (25,81) $ (47,539
Add: Cost recognize 2,14¢ 4,69¢ 7,95¢



Less: Assumed stock compensation (4,699 (6,460 (9,347

Pro forma net loss attributable to common stockés $ (3161) $ (2757) $ (48,92)

Basic and diluted net loss per share attributabt@mmon

stockholders

As reportec $ (1.0¢) $ (0.97) $ (4.09)
Pro forma $ 117 $ (1.09) $ (4.20

The value of each option grant is estimatethe date of grant using the Black-Scholes ogpiacing model in 2002, 2001 and 2000
with the following weighted assumptions:

Years Ended December 31,

2002 2001 2000
Risk-free interest rat 4.1% 4.€% 6.2%
Expected average lif 5 year 5 year 5 year
Expected dividend — — —
Volatility 60% 75% 75%
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The expected average life is based ongheraption that stock options on average are exer&g/ears after they are granted. The risk-
free interest rate was calculated in accordande thié grant date and expected average life. Thghtesdaverage fair value of options gran
during the years ended December 31, 2002, 2002@0@ was $2.53, $4.10 and $12.32 per share, résplgct

Income Taxes

The Company accounts for income taxes usiadiability method. Under this method, defertad assets and liabilities are determined
based on the difference between the financial sizté and the tax bases of assets and liabilitieg) @nacted tax rates in effect for the year in
which the differences are expected to affect taxaidome. A valuation allowance is established wheressary to reduce deferred tax assets
to the amounts expected to be realized.

Foreign Currency Translation

The functional currencies of BioSepra SaAd Ciphergen Biosystems KK are the euro and yapectively. Accordingly, all balance
sheet accounts of these operations are translatedliS. dollars using the current exchange ratesfect at the balance sheet date, and
revenues and expenses are translated using thegavexchange rates in effect during the period.glires and losses from foreign currency
translation of these subsidiaries' financial staets are recorded directly into a separate comparfestockholders' equity under the caption
"Accumulated other comprehensive income."

The functional currency of all other norSUoperations is the U.S. dollar. Accordingly,rainetary assets and liabilities of these foreign
operations are translated into U.S. dollars ateturperiod-end exchange rates and non-monetarisasse related elements of expense are
translated using historical rates of exchange.nreand expense elements are translated to U.&rsloBing average exchange rates in effect
during the period. Gains and losses from the foreigrrency transactions of these subsidiariesear@rded as other income or loss in the
statement of operations.

Recent Accounting Pronouncements

In November 2002, the Financial Account8tgndards Board ("FASB") issued FASB Interpretatitm 45 ("FIN 45"), "Guarantor's
Accounting and Disclosure Requirements for Guaestincluding Indirect Guarantees of Indebtedné&3tioers.” FIN 45 requires that a
liability be recorded in the guarantor's balanceestupon issuance of a guarantee. In addition 4=lkequires disclosures about the guarat
that an entity has issued, including a reconciliatbf changes in the entity's product warrantyiliiéds. The initial recognition and initial
measurement provisions of FIN 45 are applicabla prospective basis to guarantees issued or modifter December 31, 2002. The
disclosure requirements of FIN 45 are effectivefiioancial statements ending after December 152208e Company is currently assessing
the impact, if any, of adopting this standard.

In November 2002, the Emerging Issues Faske ("EITF") reached a consensus on Issue N@1QORevenue Arrangements with
Multiple Deliverables." EITF Issue No. 00-21 proggiguidance on how to account for arrangementsrthalive the delivery or performance
of multiple products, services and/or rights to assets. The provisions of EITF Issue Nc-21 will apply to revenue arrangements ente



into in fiscal periods beginning after June 15,200he Company is currently assessing the impiaty, of adopting this standard.

In December 2002, the FASB issued StatemfelRinancial Accounting Standards No. 148 ("SFAIB"), "Accounting for Stock-Based
Compensation, Transition and Disclosure." SFAS 148
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provides alternative methods of transition for &umtary change to the fair value based method obaating for stock-based employee
compensation. SFAS 148 also requires that disassoifr the pro forma effect of using the fair vamethod of accounting for stock-based
employee compensation be displayed more prominantllyin a tabular format. Additionally, SFAS 148u@es disclosure of the pro forma
effect in interim financial statements. The traiositand annual disclosure requirements of SFASatd&ffective for fiscal years ended after
December 15, 2002. The interim disclosure requirgmare effective for interim periods ending affecember 15, 2002. The Company has
no current plans to change its method of accouritingmployee stock-based compensation. The Compasgomplied with the annual
disclosure requirement in its 2002 consolidatedriirial statements.

In January 2003, the FASB issued FASB prietation No. 46 ("FIN 46"), "Consolidation of Vable Interest Entities, an Interpretation
of ARB No. 51." FIN 46 requires certain variabléeirest entities to be consolidated by the primanydiiciary of the entity if the equity
investors in the entity do not have the charadiesi®f a controlling financial interest or do rwve sufficient equity at risk for the entity to
finance its activities without additional subordie financial support from other parties. FIN 4@ffective immediately for all new variable
interest entities created or acquired after Jan8&y2003. For variable interest entities createaloguired prior to February 1, 2003, the
provisions of FIN 46 must be applied for the firgerim or annual period beginning after June TH2® The Company is currently assessing
the impact, if any, of adopting this standard.
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2. Marketable Securities

Marketable securities, which are classifischvailable-for-sale, are summarized as followghpusands):

December 31, 2002

Gross
Amortized Unrealized Aggregate
Cost Gains Fair Value
U.S. Treasury securities and debt securities of U.S
government agencies maturing within one y $ 3,00¢ $ 5 % 3,01z
Corporate debt securities maturii
Within one yea 9,61 34 9,651
Between one to five yea 2,66: 20 2,68:
Other investments maturing within one y 2,04¢ — 2,04¢
$ 17,337 % 58 $ 17,39¢

s ]
December 31, 2001

Gross
Amortized Unrealized Aggregate
Cost Gains Fair Value
U.S. Treasury securities and debt securities of U.S
government agencies maturir
Within one yea $ 252: $ 5 % 2,521
Between one to five yea 3,07z 12 3,08t
Corporate debt securities maturii
Within one yea 18,63¢ 107 18,74¢
Between one and five yee 4,36 80 4,44
$ 28,60. $ 204 % 28,80¢



During 2002 and 2001, no marketable sdegrivere sold prior to maturity.

3. Inventories, Net (in thousands)

December 31,

2002 2001
Raw materials $ 1917 $ 1,35/
Work in progres: 1,61( 81¢
Finished good 3,328 1,717

$ 685 $ 3,88¢
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4. Property, Plant and Equipment, Net (in thousads)
December 31,
2002 2001
Land $ 417 $ 34¢
Buildings and improvemen 3,04¢ 2,54(
Machinery and equipme 13,31« 8,47
Leasehold improvemen 3,11¢ 2,55¢
Computers and equipme 1,91C 1,427
Furniture and fixture 917 81C
22,71¢ 16,15¢
Less: accumulated depreciation and amortize (9,34¢) (5,929

$ 13,37C % 10,22¢

Property, plant and equipment includes &Bdnd $2,888 of land, buildings and improvementien capital leases at December 31, -
and 2001, respectively. Property, plant and equipiraiso includes $1,108 and $830 of other fixe@&ssnder capital leases at December 31,
2002 and 2001, respectively. Accumulated amortipatif assets under capital leases totaled $1,1d $887 at December 31, 2002 and 2001,
respectively.

Depreciation expense for property, plamt equipment was $3,076 in 2002, $2,082 in 2001$27® in 2000.
5. Goodwill and Intangible Assets

The Company adopted SFAS 142 on Janu&@@2 for all goodwill and intangible assets. A®sult, goodwill is no longer amortized
but rather tested for impairment at least annuailgl in the interim whenever circumstances inditfzdé goodwill may be impaired. Upon
adoption, the Company performed a transitional galbémpairment assessment and noted no such imyait of goodwill. Goodwill and
intangible assets consisted of the following (iousands):

December 31, 2002 December 31, 2001
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Non-amortizing:
Goodwill $ 4117 $ 1,247 $ 2,501 $ 1,247
Amortizing:
Acquired completed technology 5,40( 1,09: 5,40( 321
Patents 40C 81 40C 24

$ 9917 $ 2,421 $ 8,301 $ 1,597



Annual amortization expense for other igihte assets is expected to be approximately $829192003 and in each of the following
four years, and $481,000 in total thereafter. Aimation expense was (in thousands):

Years Ended December 31,

2002 2001 2000
Goodwill $ — $ 304 $ 31¢
Acquired completed technolog 772 322 —
Patent: 57 24 —

$ 82¢ $ 65 $ @ 3lE

Pro forma net loss attributable to commimeleholders (in thousands) and pro forma net l@sshare attributable to common
stockholders, excluding amortization expense fadyall, were:

Years Ended December 31,

2002 2001 2000

Net loss attributable to common stockholders
reported $ (29,07) $ (25,81) $  (47,53)
Add back: goodwill amortizatio — 304 31¢€

Pro forma net loss attributable to common stockéis  $ (29,07) $ (25,509 $ (47,214
| | |

Basic and diluted net loss per share attributable t

common stockholders, as repor $ (1.09 $ 0.979) % (4.09)

Add back: goodwill amortizatio — 0.01 0.0z

Pro forma basic and diluted net loss per share
attributable to common stockholde $ (1.08) $ (0.9¢) $ (4.0¢€)

6. Accrued Liabilities (in thousands)

December 31,

2002 2001
Payroll and related expens $ 365¢ $ 2,63¢
Security deposit of subless — 16€
Legal and accounting fe: 754 568
Rent and related liabilitie 137 167
Tax-related liabilities 451 47C
Other accrued liabilitie 51z 631

$ 551« $ 4,63
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7. Warranties and Maintenance Contracts

Warranty



We have a direct field service organizatioat provides service for our products. We gehepbvide a 12 month warranty on our
ProteinChip Systems, Interfaces and accessori¢st thie warranty period, maintenance and supp@ragided on a contract basis or on an
individual call basis.

Changes in the Company's warranty liabditying the year ended December 31, 2002 werellasvi(in thousands):

Balance as of January 1, 2C $ 10
Additions charged to cost of reven 64t
Cost incurred during the peri (58%)
Balance as of December 31, 2( $ 70

|

Maintenance Contracts

Revenue for maintenance contracts is rézedron a pro rata basis over the period of thdiegige maintenance contract. Costs are
recognized as incurred. Changes in the Companifésrdd maintenance revenue and the cost compohemintenance contracts during the
year ended December 31, 2002 were as follows ¢nsinds)

Deferred
Maintenance

Revenue

Balance as of January 1, 2C $ 1,09¢
Add: Payments receive 2,731
Costs incurred under service contracts 714
Less: Revenue recogniz (2,039
Settlements made during the period (714
Balance as of December 31, 2( $ 1,80(
I

8. Commitments and Contingencies
Capital Leases

The Company leases certain machinery angheegnt in the U.S. under capital lease agreemeititsan independent finance company,
which expire through May 1, 2003. The Company Isatssfacility in France under a capital lease withindependent finance company,
which expires on February 3, 2011. The Company laksges certain machinery and equipment in Japderwapital lease agreements with
Sumitomo Corporation and other independent finaeepanies; these leases expire through March 8. Zthe interest rate on one capital
lease is variable based on the Euribor rate; therstare fixed rates.
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As of December 31, 2002, future minimunrsiepayments under capital lease agreements wéskoags (in thousands):

2003 $ 544
2004 36€
2005 361
2006 31t
2007 30¢
2008 and afte 1,07z
Total minimum lease paymer 2,96¢
Less: amount representing inter (150
Present value of minimum lease payme 2,81¢
Less: current portio (503)
Non-current portior $ 2,31:



Operating Leases

The Company leases various equipment agilitifss to support its worldwide manufacturingsearch and development, Biomarker
Discovery Center, and sales and marketing activii®tal rent expense under all leases, net okasgblincome, was $2,828,000, $1,791,000
and $896,000 for the years ended December 31, 2004, and 2000, respectively.

As of December 31, 2002, future minimumrpapts under non-cancelable operating leases, éxelobsublease income, were as
follows (in thousands):

2003 $ 3,88¢
2004 3,732
2005 3,57:
2006 3,27:
2007 3,28t
2008 and afte 1,93¢

$ 19,68¢

|

Joint Development Agreement

In February 1995, the Company enteredanmint development agreement with Stanford Re$e8@ystems which was amended in
June 2000. It provided for the issuance of a wf&49,113 shares of Series B preferred stock aghievement of specified development
milestones. All preferred stock converted to comretmtk on a one-for-one basis on September 26, 208@njunction with the Company's
initial public offering. Through December 31, 198Xotal of 712,613 shares of preferred stock wsemged under the agreement. During 2!
two additional milestones were attained and 258@0es of preferred stock valued at $379,000 ar@D0Xhares of common stock valued at
$142,000 were issued, respectively. In 2001, & t6td1,600 common shares valued at $268,000 vesteed upon the attainment of four
additional milestones. In 2002, 49,450 common shaatued at $131,000 were issued upon completiennilestone. The remaining 96,750
shares will be issued as common stock upon theaeinient of additional milestones. The value ofdéhssares was recorded as research and
development expense when the development milesteeesachieved.
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Contingencies
The Company is currently a party to thegal proceedings.

(1) Ciphergen Biosystems, Inc., Ciphergen Technologiesand lllumeSys Pacific, Inc. v. Molecular Aytatal Systems, Inc.,
LumiCyte, Inc. and T. William HutcherOn July 12, 2000, the Company filed a lawsuit ia Buperior Court of the State of California against
Molecular Analytical Systems, Inc. ("MAS") and LuByite, Inc. ("LumiCyte") requesting a declarationGiphergen's rights, including that
Ciphergen has the right to sell information andiserproducts, and requesting a preliminary injiorcpreventing MAS from terminating the
sublicense agreements. In October 2000, Ciphergate radditional claims against MAS and LumiCyte, added T. William Hutchens as an
individual defendant. Hutchens is the Chief ExeautDfficer of both MAS and LumiCyte, as well asoarfier officer and director of
Ciphergen. He is presently the beneficial owndes$ than 10% of Ciphergen's outstanding commaks@iphergen's action seeks, among
other things, damages and injunctive relief agade$éndants for unfair competition, misappropriatid trade secrets, and breach of contract,
as well as an injunction precluding defendants foprarating in Ciphergen's licensed markets. In Ret@000, MAS and LumiCyte filed a
cross-complaint against Ciphergen, Ciphergen Tdolies, Inc. and lllumeSys Pacific, Inc., the thpé&ntiffs which filed the underlying
lawsuit against MAS and LumiCyte described abovee Eross-complaint alleges claims for breach ofremh, intentional interference with
prospective economic advantage, unfair competitiisappropriation of trade secrets and declaratligf regarding the rights of the parties
under the two technology transfer sublicense agee¢srbetween MAS and Ciphergen. The cross-compésotseeks to terminate the
sublicense agreements, to obtain injunctive rel@efrevent use of alleged trade secrets of MA8,damages. Ciphergen and MAS have
entered into an agreement that provides that Mié&hse termination notices are suspended pendéngathclusion of this lawsuit. In
May 2001, the Company amended its complaint anddirbadditional claims against MAS, LumiCyte andd¢tens.

(2) Molecular Analytical Systems, Inc. v. CiphergensggiemsThe proceeding was filed December 9, 1999 in thitgedrStates
Trademark and Appeal Board. Ciphergen applieddgistration of the term "SELDI" as a trademark. Mi#& opposed registration of the
trademark and is seeking to have the trademarktezgid in its name instead. The Trademark and Ajgesard has suspended the proceeding
until resolution of the lawsuit described above.

(3) On July 27, 2001, the Company servddraand for arbitration on T. William Hutchens untte July 28, 1998 Stock Exchange
Agreement among Ciphergen, Ciphergen Technolofies,Hutchens and others. The demand for arliinadsserts that Hutchens, who w
selling shareholder of Ciphergen Technologies, mageesentations and warranties to Ciphergen ghewtonduct of Cipherge



Technologies' business and its ownership of asisatsre contrary to certain claims asserted ircthes-complaint filed by MAS and
LumiCyte and, therefore, that he must pay Ciphésgattorneys fees and indemnify Ciphergen for asgés it might incur resulting from
filing of the cross-claims, regardless of their mérhe parties have agreed to stay the arbitratiari the earlier of August 1, 2002, or the
resolution of any of several of plaintiffs' and ssecomplainants’ causes of action.

A trial relating to these matters was scited to begin on March 3, 2003. However, the partigreed jointly to remove the case from the
March 3, 2003 trial calendar and have been engegeettiement discussions. The settlement termeuotly under discussion involve
Ciphergen receiving a grant or assignment of rightexchange for Ciphergen's payment of approetgei3 million and approximately
1.25 million shares of Ciphergen common stock, a as up to $10 million in royalties over a 10-ypariod. The parties would also
exchange mutual releases of certain claims in ciore

62

with the settlement. In light of the business oppaities presented by settlement and the risksuaedrtainties and costs associated with
continued litigation, management believes thatesant on agreeable terms would enable Ciphergénrtteer exploit its products,

technology and services, including its rapidly gimyvBiomarker Discovery Center services businessvéver, there can be no assurance that
the parties will execute and deliver definitivetleahent agreements on these terms, or at all.

9. Stockholders' Equity
Stock Split

On September 26, 2000 the board of direciod stockholders approved a 0.43-for-1 revems siplit of the common and preferred
stock. All share and per share amounts for alloglsrpresented in the accompanying consolidateddinbstatements have been adjusted
accordingly.

Initial Public Offering

The Company had its initial public offerifigPO") of 5,500,000 shares of common stock ont&aper 28, 2000 at a price of $16 per
share. On October 3, 2000 the underwriters exeatfd¢rsgr option to purchase an additional 825,00Festof common stock. The IPO
generated aggregate gross proceeds of approxingiely.2 million for the Company. The net proceedthe Company were approximately
$92.4 million, after deducting underwriting discésiand commissions of approximately $7.1 milliod @xpenses of the offering of
approximately $1.7 million. Concurrent with the P& of the Company's preferred stock and preéesteck warrants automatically
converted to common stock and common stock warresgpectively.

Preferred Stock

In March 2000, the Company issued 4,468g)#bes of Series E preferred stock ("Series EBp&95 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 converfeature of $26.7 million which has been reflecsd preferred stock dividend in the
consolidated financial statements. In connectiai Wie Series E financing, the Company issued tiiemwriter warrants to purchase 63,053
shares of Series E preferred stock for $6.395 Ipgtes The warrants had a fair value of $8.32 pareshased on a calculation using the Black-
Scholes option-pricing model at the time of iss@arithe aggregate amount allocated to the warrastschon the relative value of the
warrants to the Series E preferred stock was $203J8 March 2000, the underwriters exercised therants. The resulting difference
between the exercise price of the warrants andifaiket value of the common stock underlying theeSeE preferred stock resulted in an
additional beneficial conversion feature of $54D,00 the date these warrants were exercised. Bsibéen reflected as a preferred stock
dividend in the consolidated financial statements.

At December 31, 2002 and 2001, 5,000,0@@ezhof preferred stock were authorized, but noeshaere issued or outstanding.
10. Stock Options, Warrants and Employee Stock Pehase Plan
1993 Stock Option Plan

The Company has no shares of common stsekved for sale to employees, directors or caasisitunder its 1993 Stock Option Plan
(the "1993 Plan™). Under the 1993 Plan, optionsewer
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granted at prices not lower than 85% and 100%efdir market value of the common stock for nongtal and statutory stock options,
respectively. Options are exercisable when graateisuch unvested shares are subject to repurahasdermination of employment.
Should the employment of the holders of commonkssabject to repurchase terminate prior to fulltiegsof the outstanding shares, the
Company may repurchase all unvested shares at@aer share equal to the original exercise pgions generally vest monthly over a
period of five years. At December 31, 2002, a tofapproximately 150,000 shares of common stoclewabject to repurchase by the
Company at a weighted average repurchase pric2.60$er share. Unexercised options generally expir years from the date of grant (i
years for incentive stock options granted to hadgmore than 10% of ttCompany's common stock). Since the Company's IB@ptions
have been granted under the 1993 Plan. Optior0fd 3 and 137,621 shares were cancelled during 200 2001, respectively, and the
shares reserved under the 1993 Plan were reducte Isgme amount.

2000 Stock Plan

In April 2000, the stockholders approved #9000 Stock Plan (the "2000 Plan"). At Decembe2802, the Company had 429,651 shi
of common stock reserved for sale to employeescttirs and consultants under this stock option. plaler the 2000 Plan, options may be
granted at prices not lower than 85% and 100%efair market value of the common stock for nonstal and statutory stock options,
respectively. Options generally vest monthly oveedod of five years. During 2000 there was navitgtunder the 2000 Plan. During 2001,
options for 1,105,100 shares were granted and ropfiar 41,517 shares were cancelled. No options wrercised in 2001. During 2002,
options for 1,183,400 shares were granted, opfiom®,666 shares were exercised, and options f6/6B2 shares were cancelled.

On February 13, 2003, an additional 1,100,¢hares were reserved for issuance under theR@a0
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Activity under these two stock option plavas as follows (in thousands, except per sha@® dat

Options Outstanding

Shares Weighted
Available Number of Aggregate Average
for Grant Shares Price Per Share Price Exercise Price

Balances, December 31, 19 582 561 $ 0.1z-$1.1€¢ $ 46 $ 0.82
Shares reserved for the Ple 2,06¢

Options grante: (1,629 1,624 3.4¢€ 5,66€ 3.4¢
Options canceled/shares repurche 11¢€ (99 0.2:-3.4¢ (220) 2.21
Options exercise — (5949 0.22-3.4¢ (1,34%) 2.21
Balances, December 31, 20 1,14( 1,492 0.12-3.4¢ 4,56¢ 3.0¢
Shares reserved for the P 32t

Reduction in shares reserv (213)

Options grante: (1,209 1,10t 2.9¢-8.5(C 7,022 6.3t
Options canceled/shares repurche 18¢ (179 1.1€-8.5C (734 4.1C
Options exercise — (11€) 0.12-3.4¢ (182) 1.5t
Balances, December 31, 20 33¢€ 2,30( 0.25-8.5C 10,67( 4.61
Shares reserved for the P 1,15(

Reduction in shares reserv (82

Options grante: (1,189 1,18: 3.1(-5.9¢ 5,464 4.62
Options canceled/shares repurche 20¢ (20€) 1.1€-8.5C (961) 4.6t
Options exercise — (62) 0.25-5.7¢ (139) 2.14
Balances, December 31, 20 43C 3,21t $ 0.2z-$8.5( $ 15,04 $ 4.6€

The options outstanding and currently eisafile by weighted average exercise price at DeeeBih 2002 were as follows:

Options Outstanding Options Exercisable
Weighted Weighted
Average Remaining Weighted Average
Range of Number Contractual Life Average Number Exercise
Exercise Prices (in thousands) (Years) Exercise Price (in thousands) Price

$ 0.2:-$1.1¢€ 10¢ 5.7 $ 0.9t 10¢ $ 0.9t



$ 3.0¢-$3.4¢ 1,262 7.8 $ 3.44 1,017 $ 3.4¢
$ 3.65-$5.6( 85¢ 9.2 $ 4.7C 16¢€ $ 4.7
$ 5.76-$6.7¢ 75¢ 8.7 $ 6.11 192 $ 6.2C
$8.5( 227 8.1 $ 8.5C 89 $ 8.5C

3,21¢ 1,57¢

I I

Stock-Based Compensation

During the year ended December 31, 20@0exercise prices of all options granted weretless the fair value of the underlying stock
on the respective grant dates. During the yearsaBecember 31, 2001 and 2002, the exercise pfaaboptions granted were equal to fair
market value on the dates of grant. During theggkfiiom April 1997 through December 31, 2002, tlen@any recorded $21.8 million of
stock-based compensation related to stock opticarg@d to consultants and employees. For opticastgd to consultants, the Company
determined the fair value of the options
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using the Black-Scholes option pricing model whk following assumptions: expected lives of fivange weighted average risk-free rate
calculated using rates between 4.5% and 6.2%; ¢agbelividend yield of zero percent; volatility 5% and deemed values of common stock
between $0.35 and $14.67 per share. Stock compemsaipense is being recognized in accordanceavithccelerated amortization method,
over the vesting periods of the related optionsciviare generally five years.

The allocation of stock-based compensatigense by functional area was as follows (in thods):

Years Ended December 31,

2002 2001 2000
Cost of revenu $ 124 $ 23z $ 26¢
Research and developmt (36) 58¢ 1,45¢
Sales and marketir 39¢ 91¢ 1,39t
General and administratiy 1,58¢ 2,91 6,192
Total stocl-based compensatic $ 2072 $ 4647 $ 9,31

Warrants

No warrants were issued or exercised irR28® December 31, 2002, the Company had warranpsitchase 9,010 shares of common
stock outstanding at a weighted average exercise pf $3.54 per share.

Employee Stock Purchase Plan

In April 2000, the stockholders approvee 8900 Employee Stock Purchase Plan, under whigilel employees may purchase
common stock of the Company through payroll dedusti Purchases are made semi-annually at a price &xthe lower of 85% of the
closing price on the applicable offering commenceinaate or 85% of the closing price at the endcheffiurchase period. At December 31,
2002, the Company had 75,480 shares of common stsekved for purchase by employees under this Blaring 2002 and 2001, purchases
of 175,519 and 114,001 shares, respectively, wadennder this Plan. There was no activity undsrglan in 2000.

On February 13, 2003, an additional 250 $itres were reserved for purchase under the 20@loee Stock Purchase Plan.
11. Income Taxes

The Company accounts for income taxes usiagiability method. Under this method, defertax assets and liabilities are determined
based on the difference between the financial si@té and tax bases of assets and liabilities ubimgurrent tax laws and rates. Valuation
allowances are established when necessary to reldfiered tax assets to the amounts expectedrigalized.

The provision for income taxes was dueuent foreign income taxes, which were $61,000%4B,000 for the years ended
December 31, 2002 and 2001, respectiv



Based on the available objective evidentmagement believes it is more likely than not thatnet deferred tax assets will not be fully
realizable. Accordingly, the Company has providddllavaluation allowance against its net defertax assets at December 31, 2002.

66
Deferred tax assets consisted of the faligv(in thousands):
December 31,
2002 2001

Net deferred tax asse

Depreciation and amortization $ 2700 % 1,13¢

Other 1,78¢ 1,16

Research and development and other credits 3,57¢ 2,271

Net operating losse 29,43 17,631

Deferred tax assets 34,52¢ 22,21

Less: valuation allowance (34,529 (22,217

Reconciliation of the statutory federalanee tax to the Company's effective tax:
2002 2001 2000

Tax at federal statutory ra (Ba% (B4)% (39)%
State, net of federal bene @) (6) 2
Research and development cre 3 2 Q
Change in valuation allowan: 44 35 20
Stocl-based compensatic 2 7 17
Foreign rate difference and ott 2 1 —
Provision for income taxe 0% 1% 0%

As of December 31, 2002, the Company hadperating loss carryforwards of approximately #8aillion for federal and $25.6 millic
for state tax purposes. If not utilized, theseyfarwards will expire beginning in 2009 for fedemlrposes and 2003 for state purposes.

The Company had research credit carryfate/af approximately $2.1 million and $1.9 millicor federal and state income tax purpo
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 useebfoperating loss and tax credit carryforwardsanain situations where changes occur in
the stock ownership of a company. In the evenCbpany has a change in ownership, utilizatiorhefdarryforwards could be restricted.

12. Net Loss per Share

Basic net loss per share attributable taroon stockholders is computed by dividing net ttsbutable to common stockholders for the
period by the weighted average number of commoreshazutstanding during the period. Diluted net jpsisshare attributable to common
stockholders is computed by dividing the net Idssbaitable 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, common stock issuable uhdeZompany's 2000 Employee Stock Purchase Pldrinaremental shares of common
stock issuable upon the exercise of stock optiodsvaarrants.
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The following table sets forth the compiatiatof basic and diluted net loss per share atiaible to common stockholders for the periods
indicated (in thousands, except per share amot



Numerator:
Net loss attributable to common stockholc

Denominator
Weighted average common shares outstan
Weighted average unvested common shares subjesppiochas:

Denominator for basic and diluted calculatit

Basic and diluted net loss per share attributabtmmon stockholde

Years Ended December 31,

2002 2001 2000
$ (29,07) $ (25,81) $ (47,53)
| | |
27,17¢ 26,89: 12,11
(208) (382) (475)
26,96¢ 26,517 11,63
| | |
$ 1.09 $ 0.97) $ (4.09)
.| .| .|

The following table sets forth the potehsiaares of common stock that are not includetiéndiluted net loss per share attributable to
common stockholders calculation above because smdweould be anti-dilutive for the periods indich{@n thousands):

Effect of dilutive securities
Common stock subject to repurchase

Stock options outstanding

Common stock issuable under employee stock purghiase

Common stock warrants outstanding

13. Investment in Joint Venture

December 31,

2002 2001 2000
15C 29: 50t
3,21¢ 2,301 1,49z
62 27 28
9 9 9
3,43¢ 2,630 2,03
I B

In January 1999, the Company formed Ciphefgiosystems KK and took a 30% equity intereshis joint venture with Sumitomo
Corporation to distribute the Company's productdapan. On August 31, 2002, the Company acquirediditional 40% ownership in
Ciphergen Biosystems KK, bringing its total ownépsio 70%. Ciphergen believes acquiring majoritptrcol of Ciphergen Biosystems KK
will facilitate expansion of the Company's actiegtiin Japan, including the establishment of a BisereaDiscovery Center and the distribut
of BioSepra sorbents. The Company paid $424,0@@sh for the additional shares of Ciphergen Bi@sgstKK common stock and incurred
direct acquisition costs of $22,000. The acquisitias accounted for using the purchase methodooiueting. Accordingly, the results of

operations of Ciphergen Biosystems KK and the egtohfair value of assets acquired and liabildssumed were included in the Company's

consolidated financial statements beginning Sepéerhp2002. The Company acquired $1,318,000 of wétbhCiphergen Biosystems KK
and paid $3,960,000 to repay working capital locaasmitomo had provided to the joint venture.

68

The total purchase price was allocatedhéoetstimated fair value of assets acquired andifiab assumed as follows (in thousands):

Tangible net assets acquirt
Accounts receivable, net, and other current a
Inventories
Property and equipme
Other tangible asse

Accounts payable and accrued liabilities, includivayking capital loan

Capital lease obligatior

Excess of purchase price over net assets acc

$ 1,35
37€

1,30C

326
(5,469
(376)

(2,49))
1,61¢



Net cash acquired upon purchase of Ciphergen BimsissKK common stoc $ 872

The amount of the purchase price in exoéfise net assets acquired was recorded as goaaivdlvill be evaluated for impairment at
least annually and more often if circumstances avrr

14. Acquisition of BioSepra

On July 31, 2001, the Company acquired B& S.A. ("BioSepra") and certain other assetgadlto BioSepra's chromatography
business from Invitrogen Corporation. Located rigamis, France, BioSepra develops, manufactureselfsdchromatography sorbents for
large-scale purification of proteins. Ciphergeniebads that BioSepra's protein chromatography prisdeombined with Ciphergen's
ProteinChip Systems, will create a novel approagbrotein purification and address a significaritlboeck in the field of proteomics. The
Company paid approximately $12.0 million in casét, of cash acquired, while incurring direct acdiosi costs of approximately $257,000.
The acquisition was accounted for using the puehasthod of accounting. Accordingly, the resultepérations of BioSepra and the
estimated fair value of assets acquired and lisdsliassumed were included in the Company's cafeeli financial statements as of Augu:
2001 through December 31, 2002.

The total purchase price was allocatethéoetstimated fair value of assets acquired andifiep assumed based on independent
appraisals and management estimates as follovikdirsands):

Tangible net assets acquir

Accounts receivable, net, and other current assets $ 2,02¢
Inventories, net 2,067
Property and equipment, net 3,85¢
Accounts payable and accrued liabilities (1,427%)
Capital lease obligations (2,249
4,27¢
Acquired ir-process technolog 1,00
Completed technolog 5,40(
Patents 40C
Excess of purchase price over net assets acc 1,17¢
Total purchase pric $ 12,25]
L]
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In connection with the purchase of BioSefita Company recorded a $1.0 million charge taged in-process technology. The amount
was determined by identifying research projectsafbich technological feasibility had not been ekshied and no alternative future uses
existed. The value of the projects identified tdrbprogress was determined by estimating the éutash flows of the product and discoun
those net cash flows back to their present val@ediscount rate consistent with the inherent aisthe particular project. The net cash flows
from the identified in-process projects were expétb commence at various times from 2002 to 2@@4ircluded estimates of research and
development costs needed to bring the project fteiwurrent state of development to a point of caruial feasibility. The cash flows were
based on expected future revenues, cost of reveseliag, general and administrative costs, reteand development costs needed to
maintain the project throughout its life cycle, amplicable income taxes for the projects. Thedalist rates used in the present value
calculations were derived from the weighted-aveiagst of capital of BioSepra and adjusted upwanetiect additional risks inherent in the
development life cycle of the particular projeaicB discount rates ranged between 19% and 25%l farogects. Development of the
technologies remains a substantial risk to the Gompulue to factors including the remaining efforathieve technological feasibility, rapi
changing customer markets and competitive threais bther companies. Actual expenses incurred ti live not been materially different
from those used in the calculations described above

The amounts allocated to completed teclyyosmd patents are being amortized over their es¢ichuseful lives of seven years using the
straight-line method.

The amount of the purchase price in exoé#ise net assets acquired was recorded as goavdlivill be periodically evaluated for
impairment in accordance with FAS 142.

The following pro forma summary is provided illustrative purposes only and is not necefsardicative of the consolidated results of
operations for future periods or that actually vablidve been realized had the Company and BioSegrad consolidated entity during



periods presented. The summary combines the reduliserations as if BioSepra had been acquirexf #ge beginning of the periods
presented. The summary includes the impact of iceatdjustments such as amortization of intangibeklitionally, the inprocess technolo¢
charge of $1.0 million discussed above has beelu@gd from the periods presented as it arose ftamatquisition of BioSepra.

Twelve Months Ended December 31,

2001 2000
(Unaudited)
(in thousands, except per share
amounts)
Proforma revenu $ 22,157 % 13,96¢
Proforma net loss attributable to common stockhrsl (24,619 (47,595
Proforma basic and diluted net loss per sl (0.93) (4.09

15. Employee Benefit Plans

The Company maintains the Ciphergen Bi@syst Inc. 401(k) Savings Plan for its U.S. emplsydée Plan allows eligible employees
to defer up to 90%, subject to the Internal Reveberice annual contribution limit, of their preteampensation at the discretion of the
employee. Under the Plan, the Company is not reduiv make Plan contributions. The Company hadnaate any contributions to the Plan
as of December 31, 2002.
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16. Related Parties

At December 31, 2002, the Company had tminterest bearing notes receivable totaling $230from an officer. The notes are
repayable on or before December 30, 2003. Additipnhe Company has various notes receivable feonployees in the aggregate amount
of approximately $1.3 million related to the eaghkercise of stock options. These full recourseshsve five year terms, bear interest
between 5.59% and 6.80% and are collateralizetidymderlying stock and other personal assetqidills receivable related to the early
exercise of options become due immediately upanitetion of employment. At December 31, 2002, aedrimterest on these notes
amounted to $249,000.

During the years ended December 31, 2082801, the Company recorded revenue in the anuf$0.8 million and $1.2 million,
respectively, on sales to related parties. Theles sere transactions related to the sale of eqeriprand consumables principally to the
Company's Japanese joint venture prior to Augus2B@2, at which point the Company acquired majarintrol. The Company also
purchased $894,000 and $372,000 of inventory ir220@ 2001, respectively, from a related party,iarD02 and 2001 made non-cash
payments in the form of Ciphergen common stocki®related party under the terms of a joint dewedent agreement. See Note 8.

17. Segment Information and Geographic Data

Ciphergen's revenue is derived from thessaf interrelated products and services on a wwdkel basis. Although discrete components
that earn revenues and incur expenses exist, isigmifexpenses such as sales and marketing andrate@dministration are not incurred by
nor allocated to these operating units but ratheeaployed by the entire enterprise. Additionalg chief operating decision maker
evaluates resource allocation not on a producteogmaphic basis, but rather on an enterprise-wédésbTherefore, management has
determined that Ciphergen operates in only onertaple segment, which is the protein research taotscollaborative services business.

The following table reflects the resultstoé Company's sales to external customers byasipibducts and services for the years ended
December 31, 2002, 2001 and 2000 (in thousands).

2002 2001 2000
ProteinChip Systems and related prodi $ 24,39¢ $ 14,341 $ 8,42
Process chromatography produ 9,991 2,59: —
Services 4,91( 2,11¢ 513

$ 39,30 $ 19,04¢ $ 8,93t

The Company sells its products and sendoextly to customers in North America, Westerndpe, Japan and China, and through
distributors in other parts of Asia and in AusalRevenue for geographic regions reported beldwsed upon the customers' locations.
Long-lived assets, predominantly machinery and equipnagatreported based on the location of the adseliswing is
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a summary of the geographic information relatetet@nue and long-lived assets for the years endegmbber 31, 2002, 2001 and 2000 (in
thousands):

2002 2001 2000
Revenue

North America $ 21,86¢ $ 10,43t $ 5,54(
Europe 12,58} 6,124 2,321

Asia 4,84¢ 2,49( 1,06¢
Total $ 39,30( $ 19,04¢ $ 8,93t

Long-lived assets

North America $ 588t $ 5,556 $ 4,32¢
Europe 5,93¢ 4,67(C 363
Asia 1,54¢ — —

Total $ 13,37 % 10,22¢ $ 4,687

18. Quarterly Consolidated Financial Data (Unaudied)

The following table presents certain ungaiconsolidated quarterly financial informatiom flee eight quarters ended December 31,
2002. In management's opinion, this information lesn prepared on the same basis as the auditedlicated financial statements and
includes all adjustments (consisting only of normealurring adjustments) necessary to present fdigdyunaudited quarterly results of
operations set forth herein.

First Second Third Fourth Fiscal
Quarter Quarter Quarter Quarter Year

(in thousands, except per share data)

Total revenue

2002 $ 6,81 $ 865 $ 10,24 $ 1359: $ 39,30(

2001 2,68: 3,66 5,404 7,29¢ 19,04¢
Gross profit

2002 4,317 5,80¢ 6,70¢ 9,71¢ 26,54

2001 1,68 2,63¢ 3,45¢ 4,66 12,43t
Net loss

2002 (7,169 (7,297 (7,907%) (6,70%) (29,079

2001 (5,989 (5,819 (6,916 (7,099 (25,81

Basic and diluted net loss per share attributable t
common stockholdel

2002 (0.27) (0.27) (0.29) (0.25) (1.0¢)
2001 (0.29) (0.22) (0.26) (0.27) (0.97)

Quarterly and annual earnings per sharealoeilated independently, based on the weightedage number of shares outstanding during
the periods.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information regarding our directors &xecutive officers is incorporated by referencerfr'Election of Directors" in our Proxy
Statement for our 2003 Annual Meeting of Stockhdde

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item isdanporated by reference from our definitive Proxgt&ment referred to in Item 10 above under
the heading "Executive Compensation and Other v&atte

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item isanporated by reference from our definitive Proxgt&€ment referred to in Item 10 above under
the heading "Security Ownership of Certain Benafi€wners and Management."

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item isdnporated by reference from our definitive Proxgt&ment referred to in Item 10 above under
the heading "Certain Relationships and Relatedsgetions."

ITEM 14. CONTROLS AND PROCEDURES

The Company maintains disclosure controts grocedures that are designed to ensure thatateon required to be disclosed in the
Company's Exchange Act reports is recorded, predessimmarized and reported within the time pergmsified in the SEC's rules and
forms, and that such information is accumulated @rmunicated to the Company's management, ingutirChief Executive Officer and
Chief Financial Officer, as appropriate, to allamely decisions regarding required disclosure.drighing and evaluating the disclosure
controls and procedures, management recognizedilyatontrols and procedures, no matter how weligthed and operated, can provide
only reasonable assurance of achieving the desaetlol objectives, and management necessarilyragsgred to apply its judgment in
evaluating the cost-benefit relationship of possitntrols and procedures.

Within 90 days prior to the date of thipa&, the Company carried out an evaluation, utlteeisupervision and with the participation of
the Company's management, including the Comparhesf Executive Officer and the Company's Chief litial Officer, of the effectiveness
of the design and operation of the Company's disckcontrols and procedures. Based on the forggthia Company's Chief Executive
Officer and Chief Financial Officer concluded tiia¢ Company's disclosure controls and procedures eféective.

There have been no significant changeldérCtompany's internal controls or in other factbeg could significantly affect the internal
controls subsequent to the date the Company coetpitst evaluation.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K

(@  The following documents are filed as part of thisri 10-K:

@) Financial Statements (included in Part Il of theport):
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Report of Independent Accountal 45
Consolidated Balance She: 46
Consolidated Statements of Operati 47
Consolidated Statements of Stockholders' Equityfi¢ide 48
Consolidated Statements of Cash Fl¢ 49
Notes to Consolidated Financial Statem 51
Quarterly Consolidated Financial Data (Unaudit 72

(2)  Financial Statement Schedules:

The following financial statement schedof€€iphergen Biosystems, Inc. for the years endedeinber 31, 2002, 2001 and 2000 is filed
as part of this Annual Report and should be reambijunction with the Consolidated Financial Statats of Ciphergen Biosystems, Inc.

Schedule [I—Valuation and Qualifying Accasin

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

(3)  Exhibits:

Number Description of Document

3.2*  Amended and Restated Certificate of IncorporatioRegistrani
3.4*  Amended and Restated Bylaws of Regist

3.5%** Certificate of Designation of Rights, Preferenced Rrivileges of Series A Participating Preferréack of Ciphergen
Biosystems, Inc

4.1*  Form of Registrant's Common Stock Certific

4. 2% Preferred Shares Rights Agreement dated March@i®, Between Ciphergen Biosystems, Inc. and Corttih&tock
Transfer & Trust Compan

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 Optiomeggnen

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
10.12* Lease Agreement dated January 28, 2000, betwedRethistrant and John Arrillaga, Trustee of the Jahillaga
Survivor's Trust and Richard T. Peery, TrustedhefRichard T. Peery Separate Property Trust, anen@iment No. 1
dated August 8, 20C

10.13* Employment Agreement dated August 24, 2000, betWédliam E. Rich and the Registra



10.14*  Sublease Agreement between the Registrant and BajRatworks, Inc. dated August 25, 2(
10.15%*** First Amendment dated September 30, 2001 to théeSsd Agreement between the Registrant and BigBiataorks,
Inc. dated August 25, 20(
10.23*  MAS License Agreement with IlllumeSys Pacific, Ideted April 7, 199°
10.24* MAS License agreement with Ciphergen Technolodies, (formerly ISP Acquisition Corporation) dategl 7, 1997
10.25*  Joint Venture Agreement between Registrant and ®uamoi Corporatior
10.26*  Distribution and Marketing Agreement between Regigtand Ciphergen Biosystems KK dated March 299:
10.27*  Joint Development Agreement between Registrantsdadford Research Systems, Inc. dated Februai995 and
amendment therel
10.28**  Asset Purchase Agreement dated June 25, 2001 byedween Invitrogen Corporation and Ciphergen Bitays, Inc
10.29**** OEM Agreement between Salford Systems and CipheBgmsystems, Inc. dated February 27, 2
10.30%**** Supply Agreement between Beckman Coulter, Inc.@iptiergen Biosystems, Inc. dated November 2, :
10,31 xx** Lease Agreement by Natiocredimurs and Cicamur foEBpra S.A. dated the 29th of April 19
10.32  Stock Purchase Agreement between Registrant ariBi@&Ciences Corporation dated August 30, 2
10.3%  First Amendment to the Joint Venture Agreement betwRegistrant, Sumitomo Corporation, SC Bioscignce
Corporation (a subsidiary of Sumitomo Corporatianyl Ciphergen Biosystems KK dated March 15, Z
10.3¢  Second Amendment to Joint Venture Agreement betRagistrant, Sumitomo Corporation, SC Biosciences
Corporation (a subsidiary of Sumitomo Corporatian)l Ciphergen Biosystems KK dated November 15, :
10.3¢  Third Amendment to Joint Venture Agreement betwBegistrant, Sumitomo Corporation, SC Biosciencep@mation
(a subsidiary of Sumitomo Corporation) and CipharBesystems KK dated November 15, 2(
10.36***** Exhibit A, which amends the Supply Agreement betwBeckman Coulter, Inc. and Registrant dated Nowridb2001
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10.37 Lease Agreement between Symbion and Ciphergen &gy A/S dated February 24, 2(
10.38*xxx* Service and Support Agreement between Registrahfaplied Biosystems/MDS Sciex dated April 2, 2(
21.1*  Subsidiaries of Registra
23.1  Consent of PricewaterhouseCoopers LLP, Indepenmduntants
24.1  Power of Attorney (see page i
27.1*  Financial Data Schedu
99.1 Certification of the Chief Executive Officer pursudo the 18 U.S.C. Section 1350, as adopted pntsagsection 906 «
the Sarban«Oxley Act of 2002
99.z  Certification of the Chief Financial Officer pursudo the 18 U.S.C. Section 1350, as adopted potsa&Section 906 of
the Sarban«-Oxley Act of 200z
* Incorporated by reference from our registratsdatement on Form S-1, registration number 333t328eclared effective by the

Securities and Exchange Commission on Septemb&028)

** Incorporated by reference to our Quarterly ReporEorm 10-Q filed with the Securities and Excha@genmission for the period
ended June 30, 2001, file number -31617



*kk Incorporated by reference to our Registration &tatg on Form 8-A, filed with the Securities and BEaiege Commission on
March 21, 200:

Fkkx Incorporated by reference to our Annual Report om10-K filed with the Securities and Exchange @uassion for the period
ended December 31, 2001, file number-31617

Fhkkk Certain portions of this exhibit have been omithed filed separately with the Securities and Exgeadommission. Confidential
treatment has been requested with respect to suitted portions

(b) Reports on Form 8-K:
None.
(©) Exhibits
The exhibits listed under Item 15(a)(3) above degl fas part of this Form 10-K.

(d) Financial Statement Schedules

(e)  The financial statement schedules under Item 1ZYaJfove are filed as part of this Form 10-K.
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SIGNATURES

Pursuant to the requirements of SectionrlB(d) of the Exchange Act, the registrant hdg daused this report to be signed on its
behalf by the undersigned, thereunto duly authdrize

CIPHERGEN BIOSYSTEMS, INC

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

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

Dated: March 31, 200

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, thatte@erson whose signature appears below constangtappoints William E.
Rich and Matthew J. Hogan, and each of them, besand lawful attorneys-in-fact, each with full pavef substitution, 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 eagftsaid attorneys-in-fact or their
substitute or substitutes may do or cause to be tgrvirtue hereof.

Pursuant to the requirements of the Exclaak, this report has been signed below by theviohg persons 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 31, 2003

william E. Rich, Ph.D (Principal Executive Officer)

/s/ MATTHEW J. HOGAN
Chief Financial Officer (Principal Financial Offige March 31, 2003

Matthew J. Hogal



/sl DANIEL M. CASERZA

Corporate Controller (Principal Accounting Officer) March 31, 2003
Daniel M. Caserz.
/s/ JOHN A. YOUNG
Director March 31, 2003
John A. Younc
/s/ MICHAEL J. CALLAGHAN
Director March 31, 2003
Michael J. Callagha
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/s/ WILLIAM R. GREEN
Director March 31, 2003
William R. Greer
/s JAMES L. RATHMANN
Director March 31, 2003
James L. Rathmar
/s/ WENDELL WIERENGA, PH.D.
Director March 31, 2003
Wendell Wierenga, Ph.L
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CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
Pursuant to Section 302(a) of the Sarbanes-Oxl¢wf2002
[, William E. Rich, certify that:

1. | have reviewed this annual report on Form 10-Cithergen Biosystems, Inc.

2. Based on my knowledge, this annual report doesamtain any untrue statement of a material facnoit to state a material
fact necessary to make the statements made, indighe circumstances under which such statenweeits made, not
misleading with respect to the period covered liy éinnual report;

3. Based on my knowledge, the financial statement$osimer financial information included in this aahuveport, fairly present
all material respects the financial condition, issaf operations and cash flows of the registesnof, and for, the periods
presented in this annual report;

4, The registrant's other certifying officers andé aesponsible for establishing and maintainingldsee controls and
procedures (as defined in Exchange Act Rules 13anti415d-14) for the registrant and have:

a. designed such disclosure controls and proceduressiore that material information relating to tegistrant, including
its consolidated subsidiaries, is made known tbyusthers within those entities, particularly dgrithe period in which
this annual report is being prepared;

b. evaluated the effectiveness of the registrantdalisre controls and procedures as of a date withidays prior to the
filing date of this annual report (the "Evaluatibate"); and

C. presented in this annual report our conclusionsibtine effectiveness of the disclosure controlsamededures based
our evaluation as of the Evaluation Date;



5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaludtidhg registrant's audito
and the audit committee of registrant's board mfaors (or persons performing the equivalent fions):

a. all significant deficiencies in the design or opena of internal controls which could adverselyeaff the registrant's
ability to record, process, summarize and repaodrfcial data and have identified for the registsaantiditors any
material weaknesses in internal controls; and

b. any fraud, whether or not material, that involvesnaggement or other employees who have a significdain the
registrant's internal controls; and

6. The registrant's other certifying officers and V@andicated in this annual report whether theresvgggnificant changes in

internal controls or in other factors that coulgngficantly affect internal controls subsequenthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses.

Date: March 31, 2003

/sl WILLIAM E. RICH, PH.D.

William E. Rich, Ph.D.
President and Chief Executive Offic
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CERTIFICATION OF THE CHIEF FINANCIAL OFFICER

Pursuant to Section 302(a) of the Sarbanes-Oxl¢ypf2002

I, Matthew J. Hogan, certify that:

1. | have reviewed this annual report on Form 10-KCigghergen Biosystems, Inc.

2. Based on my knowledge, this annual report doesamtain any untrue statement of a material facnoit to state a material
fact necessary to make the statements made, indighe circumstances under which such statenvwesits made, not
misleading with respect to the period covered liy dinnual report;

3. Based on my knowledge, the financial statements odimer financial information included in this aahuveport, fairly present
all material respects the financial condition, issaf operations and cash flows of the registesnof, and for, the periods
presented in this annual report;

4. The registrant's other certifying officers andé aesponsible for establishing and maintainingld&ae controls and
procedures (as defined in Exchange Act Rules 13anti415d-14) for the registrant and have:

a. designed such disclosure controls and proceduresssiore that material information relating to tegistrant, including
its consolidated subsidiaries, is made known tbyusthers within those entities, particularly dgrithe period in which
this annual report is being prepared;

b. evaluated the effectiveness of the registrantdaksrre controls and procedures as of a date waidays prior to the
filing date of this annual report (the "Evaluatioate"); and

C. presented in this annual report our conclusionsibtie effectiveness of the disclosure controlsanededures based
our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaluatidhge registrant's auditors

and the audit committee of registrant's board mfadors (or persons performing the equivalent fions):

a.

all significant deficiencies in the design or opiena of internal controls which could adverselyeaff the registrant's
ability to record, process, summarize and repadrftial data and have identified for the registsaantiditors any
material weaknesses in internal controls; and

any fraud, whether or not material, that involvesnaggement or other employees who have a significdain the
registrant's internal controls; and

6. The registrant's other certifying officers and Véandicated in this annual report whether thereavgggnificant changes in



internal controls or in other factors that coulginsiicantly affect internal controls subsequenttte date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses.

Date: March 31, 2003

/sl MATTHEW J. HOGAN

Matthew J. Hogan
Vice President and Chief Financial Offic
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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 financiatesments referred to in our report dated Februay®@03, appearing in this Form 10-K also
included an audit of the consolidated financiatesteent schedule listed in Item 15(a)2 of this FAO¥K. In our opinion, this consolidated
financial statement schedule presents fairly, limalterial respects, the information set forth ¢irewhen read in conjunction with the related
consolidated financial statements.

PRICEWATERHOUSECOOPERS LLP

San Jose, California
February 13, 2003
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SCHEDULE Il
CIPHERGEN BIOSYSTEMS, INC.
VALUATION AND QUALIFYING ACCOUNTS

Years ended December 31, 2002, 2001 and 2000
(in thousands)

Balance at Additions Balance
Beginning of Charged to Other at End
Year Earnings Deductions Changes of Year
Allowance for doubtful accounts:
31 Dec 2002 $ 324 % 31 % 306 $ 13 3 34
31 Dec 2001 16C 18C 51 35 3z
31 Dec 2000 10C 60 — — 1€
Inventory reserve:
31 Dec 2002 86% 254 472 88 7z
31 Dec 2001 107 24¢ 22 532 8¢
31 Dec 2000 69 38 — — 1C
Deferred tax valuation allowance:
31 Dec 2002 22,21: 12,31¢ — — 34,5:
31 Dec 2001 13,31 8,90( — — 22,2:
31 Dec 2000 9,30¢ 4,00¢ — — 13,3
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QuickLinks

CIPHERGEN BIOSYSTEMS, INC. FORM 10-K INDEX
PART I

ITEM 1. BUSINESS

ITEM 2. PROPERTIES
ITEM 3. LEGAL PROCEEDINGS
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITMOLDERS

PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RLATED STOCKHOLDER MATTERS
ITEM 6. SELECTED FINANCIAL DATA

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIKNCIAL CONDITION AND RESULTS OF OPERATIONS
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

REPORT OF INDEPENDENT ACCOUNTANTS

CIPHERGEN BIOSYSTEMS, INC. CONSOLIDATED BALANCE SHH'S (in thousands, except share and per share data)
CIPHERGEN BIOSYSTEMS, INC. CONSOLIDATED STATEMENTSF OPERATIONS (in thousands, except per share data)
CIPHERGEN BIOSYSTEMS, INC. CONSOLIDATED STATEMENTSF STOCKHOLDERS' EQUITY (DEFICIT) (in thousands)
CIPHERGEN BIOSYSTEMS, INC. CONSOLIDATED STATEMENTSF CASH FLOWS (in thousands)

CIPHERGEN BIOSYSTEMS, INC. NOTES TO CONSOLIDATEDNANCIAL STATEMENTS

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANS ON ACCOUNTING AND FINANCIAL DISCLOSURE
PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE BESTRANT

ITEM 11. EXECUTIVE COMPENSATION

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIALWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACIONS

ITEM 14. CONTROLS AND PROCEDURES

PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AD REPORTS ON FORM 8-K

SIGNATURES

POWER OF ATTORNEY

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER

REPORT OF INDEPENDENT ACCOUNTANTS ON FINANCIAL STAAMENT SCHEDULE

SCHEDULE Il CIPHERGEN BIOSYSTEMS, INC. VALUATION AR QUALIFYING ACCOUNTS Years ended December 31, 200@01
and 2000 (in thousands)
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STOCK PURCHASE AGREEMENT




STOCK PURCHASE AGREEMENT (“Agreement”), dated asfeigust 30, 2002, by and between SC BioSciencepdtation

(the “Seller”) and Ciphergen Biosystems, Inc. (tRarchaser”).

RECITALS:

A. The Seller and the Purchaser are the parties tdaingé Venture Agreement dated January 25, 19%8resnded by the First
Amendment to Joint Venture Agreement dated Marc2082 (“Joint Venture Agreement”) in which thel8ebknd the Purchaser
agree, amongst other things, on certain terms andittons with respect to the Buyout Option exeaable by the Purchaser to
purchase from the Seller 1,000 Shares of CipheBgesystems K.K. (“CBK");

B. The Purchaser exercises its Buyout Option to pweliae Option Shares from the Seller pursuantad@tttion 5 of the Joint
Venture Agreement.

Accordingly, the parties agree, pursuant to thatddenture Agreement, as follows:

1. Definition
Unless the context otherwise requires, in this Agrent, the capitalized terms shall have the sanamimgs set forth in the Joint Venture

Agreement.

2. Exercise of the Purchase Option
On the terms and subject to the conditions seh floerein, the Seller agrees to sell to the Purchasd the Purchaser agrees to purchase from

the Seller, the Option Shares (as Specified in @dleel) for the aggregate price of ¥50,000,000.

3. Closing

3.1 The purchase and sale of the Option Shares skalplace at a closing (the “Closing”) at the offafeCBI, 6611 Dumbarton
Circle, Fremont, CA 94555 on the date hereof osuch other date and location as the Purchasethar@ellers shall agree.

3.2 At the Closing, the Purchaser shall deliver toSkdler, by wire transfer to the account of the Sallesignated in Schedule 2
hereto, an amount, in immediately available furedgial to the aggregate purchase price of the Ofi@mes being purchased by
Purchaser from the Seller.

3.3 At the Closing, the Purchaser shall assume allighdities of and make repayment of all the outslimg amount of the Loans and

other working capital loans extended by SCB for




3.4

3.5

4.1

a)

b)

5.2

5.3

and on behalf of CBK. The outstanding amount ahérodescription of such Loans and working capdahk are specified in
Schedule 3.

At the Closing, the Seller shall deliver to the ¢haser, against payment of the purchase pricetenibtease from its obligation
under the Joint Venture Agreement or other findram@eements to extend working capital loan fordperation of CBK, the
certificates representing the Option Shares im#mae of the Purchaser and registered by CBK.

The obligation of the Purchaser hereunder to enterand complete the Closing hereunder are sutette Purchaser’s receipt of
the following financial statements of CBK: the Bate Sheet as of December 31, 2001; the Profit axsd Btatement for the year
then ended; and the Statement of Cash Flow asadrbieer 31, 2001, including the footnotes theraidjtad by ChuoAoyama

Audit Corporation, independent certified public @gotant.

Representations and Warranties of Seller

The Seller represents and warrantise Purchaser as follows:
The execution, delivery and performance by thee$ell this Agreement are within the Seller's powamsl have been duly
authorized on its part by all requisite action. &ion by or in respect of or filing with any gowerental authority, agency or
official is required for the execution, deliverydaperformance of this Agreement by the Seller. Bgseement has been duly
executed and delivered by the Seller and consti@ealid and binding agreement of such Seller.
The Seller has, and at the time of delivery of@ption Shares pursuant to Clause 2 will conveynéoRurchaser, good, valid and
marketable title to the Option Shares, and theddphares are, and at the time of such delivedyoeitonveyed to the Purchaser,

free and clear of all liens, claims and encumbrance

Miscellaneous

This Agreement constitutes the entire agreemetiteoparties hereto with respect to the subjectenatireof and supersedes all
other prior agreements or understandings with i@gpereto, both written and oral.

Any provision of this Agreement may be amended aived if, and only if, such amendment or waivenisvriting and signed, in
the case of an amendment by each party heretn,tbeicase of a waiver by the party against whamthiver is to be effective.

The provisions of this Agreement shall be bindipgmand inure to the benefit of the parties heaeiw their respective successors

and assigns.




5.4 This Agreement shall be governed by and constmied¢ordance with the laws of Japan without reg@aahoice of law principle

thereof.
5.5 This Agreement may be executed in one or more eopaitts, each of which shall be deemed an oridinghll of which together

shall constitute one and the same instrument.

IN WITNESS WHEREOF, the parties have executedAlgieement as of the date first above written.

SC BioSciences Corporation

By:

Name: Toru Umehara

Title: President

Ciphergen Biosystems, Inc.

By:
Name: William E. Rich
Title: President & C.E.O.




Schedule

Description and Price of the Option Shares

1. Description of Option Shares
1,000 Common Stock of Ciphergen Biosystems K.Khwifpar value of ¥50,000 per share.
Stock number : # BO1

2. Purchase Price of Option Shares

The aggregate purchase price for the Option Shas0,000,000.




Schedule :

Bank Account Information




Schedule

Description of the Loans and Working Capital Loans

1. Descriptions of Loans, includWgprking Capital Loans

Short Term Loans  ¥470,000,000 (as of Augus2p62)

Bank Account Information
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FIRST AMENDMENT TO THE JOINT VENTURE AGREEMENT

This Agreement is entered into as of the 15th daylarch, 2002 by and among:

Ciphergen Biosystems, Inc., a California corporatacated at 6611 Dumbarton Circle, Fremont, CAS%%).S.A. (“CBI");
Sumitomo Corporation, a Japanese corporation |ldcsté-8-11 Harumi, Chuo-ku, Tokyo 104-8610, Jaig8c");

SC Biosciences Corporation, a Japanese corpotatated at 2-2-11 Shiba-Daimon, Minato-ku, Toky®&0D12, Japan (“SCB”); and
Ciphergen Biosystems K.K., a Japanese corporaticatéd at 2-2-11 Shiba-Daimon, Minato-ku, Tokyo-0042, Japan (“CBK").

Recitals:

(A) CBI and SC have entered into Joint Venture Agre¢mated January 25, 1999 (hereinafter the “Orighkgleement”);

(B) CBK has agreed to be bound by the Original Agregmen

© SC transferred all of its Shares to SCB, a SC iaffil and accordingly assigned the Original Agregraed rights and duties
thereunder to SCB as of October 2, 2000;

(D) The parties hereto desire to amend certain prawssid the Original Agreement as hereinafter sehfor

NOW, THEREFORE, the parties hereto agree to amea®tiginal Agreement as follow

1. DEFINITIONS

All terms used herein, except as defined hereial] flave the meanings ascribed in the Original Agrent.

2. Confirmation of Approval on SC’s Assignment t0ES
CBI hereby confirms its approval on transfer of i@sgrom SC to SCB and assignment and delegati®CH rights and duties (including,
but not limited to, the SC’s Support under Sec8dhof the Original Agreement) to SCB.

CBK hereby confirms that its Board approved byésolution dated September 14, 2000 on such tnaokfghares from SC to SCB and
assignment and delegation of SC’s rights and d(itietuding, but not limited to, the SC’s Suppontder Section 3.2 of the Original
Agreement) to SCB.

3. Binding Effect on SCB
SCB agrees to be bound by the Original Agreemeiitibwere the original party to the Original Agnaent.




4. EFFECT OF AMENDMENT

The amendments to the Original Agreement herebyershdll become retroactively effective from OctobeP000. Except as specifically

provided herein, the Original Agreement, as amermdby, remains in full force and effect, and eatarence “hereby”, “hereotind word:

of similar import shall refer to the Original Agraent, as amended hereby.

IN WITNESS WHEREOF, the parties hereto have catisisdAmendment Agreement to be executed by théyr aluthorized representatives
as of the day and year first above written.

Ciphergen Biosystems, Inc.

By:
Name: William E. Rich
Title: President & C.E.O.

Sumitomo Corporation

By:
Name: Shuichi Mori
Title: Corporate Officer, General Manager, Machinery &dfie

Systems Division

SC BioSciences Corporation

By:
Name: Toru Umehara
Title: President

Ciphergen Biosystems K.K.

By:
Name: Toru Umehara
Title: President
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SECOND AMENDMENT TO JOINT VENTURE AGREEMENT

THIS SECOND AMENDMENT (the “Amendmig) is effective as of November 15, 2002 by ancbamCiphergen Biosystems,
Inc. ("CBI”), SC Biosciences Corporation (“SCB”)ufitomo Corporation (“SC”), and Ciphergen BiosyssaK. (“CBKK?”).

RECITALS
A. CBI and SC enteretbithat certain Joint Venture Agreement, effecigeof January 25, 1999 (the “Joint Venture
Agreement”);
B. SCB became SC's sasoein interest with respect to the Joint Venfigeeement in accordance with the First

Amendment to the Joint Venture Agreement dated Magth, 2002 between the CBI, SC, SCB and CBKK; and

C. The parties heretavnaish to amend certain purchase procedures iddhe Venture Agreement to reflect the value
added to CBKK (the joint venture entity createdty Joint Venture Agreement) as a result of theatken of the Research Services
Agreement dated November 15, 2002 by and betwedra@BCBKK and the Distribution and Marketing Agneent dated November 15,
2002 by and between BioSepra, S.A. (a wholly-owsdusidiary of CBI) and CBKK;

NOW THEREFORE, the Parties hereby agree that Settia8(a), which currently reac

The purchase price for the Shares to be sold parsodhis Section 10 shall be the “Fair Market 3l of such Shares.
is hereby amended to read as follows:

When SCB is the purchaser, the purchase pricdéo8hares to be sold pursuant to this Section dlDtsh the “Fair Market Value”
of such Shares; and when CBI is the purchasepuhzhase price for the Shares to be sold pursoahtg Section 10 shall be the
“Fair Market Value” of such Shares MINUS the VahfeAdditional Business Activities. The “Value of Aifional Business
Activities” shall be the value of such Shares hitttable to JVC’s business activities conductedymmsto that certain Research
Services Agreement dated November 15, 2002 by atvdelen CBI and JVC and that certain Distributiod Marketing Agreement
dated November 15, 2002 by and between BioSepta (&wholly-owned subsidiary of CBI) and JVC aridb be determined in a
manner analogous to the methodology and procedseztin determining “Fair Market Value” per shatfgew there is no active
public market for such shares, in accordance wétttiSn 10.8(b)(ii) below.




IN WITNESS WHEREOF, the undersigned have duly etextthis Amendment on behalf of CBI and SC, asiagple.

CIPHERGEN BIOSYSTEMS, INC

By: /s/ William E. Rich
Print Name:  William E. Rich
Title: President & CEC

SUMITOMO CORPORATION

By: /s/ Michio Ogimure
Print Name:  Michio Ogimura
Title: General Manager, Machinery & Electric Systems

Division

SC BIOSCIENCES CORPORATIO

By: /s/ Toru Umehar:
Print Name:  Toru Umehar:
Title: C.E.O. & Presider

CIPHERGEN BIOSYSTEMS K.K

By: /s/ Toru Umehar.
Print Name:  Toru Umehar:
Title: President
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THIRD AMENDMENT TO THE JOINT VENTURE AGREEMENT

This Third Amendment Agreement made and enteredaistof November 15, 2002 by and among:

Ciphergen Biosystems, Inc., a Delaware corpordtioated at 6611 Dumbarton Circle, Fremont, CA 94355.A. (“CBI");

Sumitomo Corporation, a Japanese corporation ldcté-8-11 Harumi, Chuo-ku, Tokyo 104-8610, JafiSg");

SC Biosciences Corporation, a Japanese corpoiatated at 2-2-11 Shiba-Diamon, Minato-ku, Toky®&-0D12, Japan (“SCB"); and
Ciphergen Biosystems K.K., a Japanese corporaticatéd at 2-2-11 Shiba-Daimon, Minato-ku, Tokyo-D03.2, Japan (“CBKK?").

Recitals:

CBI and SC entered into a Joint Venture AgreematgdiJanuary 25, 1999 (hereinafter the “Originale®gent”);

CBKK agreed to be bound by the Original Agreement;

The Original Agreement was amended by the First angent to the Joint Venture Agreement dated Mag;t2Q02 (hereinafter
the “First Amendment”), by which CBI and CBKK corfied their approvals on transfer of Shares fromt&ECB and assignment
and delegation of SC's rights and duties undetiginal Agreement to SCB and further by which S&Beed to be bound by the
Original Agreement;

D. The Original Agreement was also amended by Ther&Amendment to the Joint Venture Agreement datedelber 15, 2002

(hereinafter the “Second Agreement”), by which @Bt SCB amended certain purchase procedures Drigmal Agreement to
reflect the value added to CBKK as a result ofakecution of the Research Services Agreement ddédedmber 15, 2002 by and
between CBI and CBKK and the Distribution and Mairkg Agreement dated November 15, 2002 by and beEviBoSepra, S.A. (a
wholly-owned subsidiary of CBI) and CBKK;

ow>

E. SCB desires to use CBI's Products to conduct rekemmd/or development on its behalf of itself ocaoperation with any third
party; and
F. The parties hereto desire to further amend cepiaivisions to define the terms of the Original Agreent as amended by the First

Amendment and the Second Amendment more preciseby@ the parties.




NOW, THEREFORE, CBI, SC, SCB and CBKK hereby agreéollows:

1.

3.

CBI, SC, SCB and CBKK agree that Section 7.2 dimlhmended in its entirety to read as follows:
7.2 Research Using CBI Products

(a) Except after receiving CBI's prior consent atk instance, SCB and its Affiliates shall not dsefees or any
other remuneration, any of CBI's Products for thepose of rendering research and/or developmewicssrto or for the benefit of
any third party. Notwithstanding the above, SCB asd\ffiliates may, without CBI's consent, use amfyCBI’s Products for the
purpose of conducting its own research and/or dgweént activities solely or jointly with any thiphrty provided that any and all
inventions and all intellectual property derivedrfr and relating to such research and/or developawivities made by SCB and/or
its Affiliates, solely or jointly with any third gty shall be the sole or joint property of SCB,Affiliates or such third party. In each
case, SCB and its Affiliates intend to use any Bf'G Products for any purposes other than those sgpe@aif this Section 7.2(a), the
shall consult with CBI so as to determine whethhsuse is acceptable to CBI or not.

(b) Except after receiving CBI’s prior consent ach instance, JVC and its Affiliates shall not esg of CBI's
Products to conduct research and/or developmehbebalf of any third party.

CBI, SC, SCB and CBKK agree that Section 7.4 dimbhmended in its entirety to read as follows:
7.4 Applications for Rights

During the term of this Agreement, neither JVC itAffiliates shall file any patent, copyright other similar
applications with respect to any intellectual pmtypeight on improvements or modifications deriviedm and related to any of CBI's
Products or modifications thereof or products whitdtly compete therewith. If new knowledge or expergerelating to such
improvements or modifications is gained from the abany of CBIS Products, such knowledge or experience shalllbediscloset
and assigned to CBI, at no charge to CBI, at the tf discovery of the knowledge or experience.

All capitalized terms already defiria the Original Agreement is amended by the First




Amendment and the Second Amendment and not othedefined in this Third Amendment Agreement shaildhthe meanings as
defined in the Original Agreement as amended by-tl& Amendment and the Second Amendment.

4, This Third Amendment Agreement shall be an integeat of the Original Agreement as amended by th& Amendment and the
Second Amendment. Except as provided for hereenQttiginal Agreement as amended by the First Amemdrand the Second
Amendment shall remain unaffected and in full foaoel effect.

5. This Third Amendment Agreement shall become effiectis of November 15, 2002.

IN WITNESS WHEREOF, the parties hereto have catisisdlhird Amendment Agreement to be executed by tuly authorized
representatives as of the day and year first atwiteen.

Ciphergen Biosystems, In

By: /s/ William E. Rich
Name: William E. Rich
Title: President & CEC

Sumitomo Corporatio

By: /s/ Michio Ogimure
Name: Michio Ogimura
Title: General Manager, Machinery & Electric

Systems Divisiot

SC Biosciences Corporatic

By: /s/ Toru Umehar
Name: Toru Umehar:
Title: C.E.O. & Presider

Ciphergen Biosystems K.}

By: /s/ Toru Umehar
Name: Toru Umehar:
Title: Presiden




Exhibit 10.36

Exhibit A

NOTE: Information in this document marked with §f]"'has been omitted and filed separately with @@mmission. Confidential treatme
has been requested with respect to the omitteipert

Ciphergen Discount Schedule
Annual Units
1-20 instruments
21 to 30 instruments
35 instruments* and above (Non-Cancelable order)
In order to qualify for [*], A non-Cancelable order of [*] units will be placed o

All Units must be released by Ciphergen within we Calendar year
(All Units shipped in one Calendar year will odtowards the total number of units
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SYMBION SCIENCE PARK
3, Fruebjergve

DK - 2100 Kgbenhavnd
Phone: +45 3917 999¢

Fax: +45 3927 552!
info@symbion.dk
www.symbion.dk

6. marts 200!

H:\EjendomsCenter\Sagenn
kontraktkoncept\Kontrakter0703\Lejekontr:
Fruebjergvej.doi
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LEASE AGREEMENT

made between

Symbion
CVR No. 10 36 97 03
Fruebjergvej 3, DK-2100 Copenhagen @
(hereinafter referred to as “Symbion”)

and

Ciphergen Biosystems A/S
CVR No. 25 05 78 05
(hereinafter referred to as “the Lessee”)

concerning premises in the

Symbion Science park
Fruebjergvej 3/Gribskovvej 4
DK-2100 Copenhagen @
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(1.1)

(1.2)

(1.3)

(1.4)

2.1)

Premises

The Premises are located in the Property knownyatb®n Science Park, at Fruebjergvej 3/GribskovdpK-2100 Copenhag
@, title no. 1185. The tenancy comprises (inclrshiawalls but excl. common area):

Room Of which Of which Basement
nr. Area Inner room laboratory extra charge
253 197 0 119 0
K016 0 - - 64
- 0 0 0 0
| alt 197 0 119 64

With the other lessess in the Property the Lesasebcess to common entrance areas (lobby, cayistaircases, lifts), canteen
restaurant facilities, common toilets, changingmspbicycle store and parking space in the paraireg of the Property; but Symb
may deal with the said common areas at its dissres.g. by reserving them for the exclusive Uusth® lessees of the Property
any other specified parties.

The Lessee may lease basement premises for sfouggeses by special agreement.

The Lessee’s postal address will be:

CiphergBiosystems A/S

Fruebjeeg3, PO Box 253

DK-210@@=nhagen @.
Services

Symbion will render basic services to the Lesssduding:

€)) Reception area, including reception of visitorgteles and parcels and booking of ta;

(b) Telephone services, including answering of calt @king of message

(c) Post, including sorting of letters and receptiopafcels subject to notification from time to timwfeany parcels receive

(d) Conference facilities, including free use of coafeze rooms with standard AV equipment to the exdadton the conditions

stipulated by Symbior




(2.2) In addition, the Lessee may select supplementawces by special agreement and for a separatgehencluding:

€)) Entrepreneur package, including bookkeeping andwattihg assistance au
other assistance, e
(b) Laboratory packag

(c) Service packag
(d) Meals in canteen subject to purchase of vouc
3 Effective Date

(3.1) The lease shall become effective on 1 April, 2083 €inafter referred to as “the Effective Date”).

(3.2) Present contract substitutes the lease dated 2@hivi2000.

4 Layout
(4.1) Lessee is to undertake all renovation obligatianstated previously in the lease dated 27 March020

4.2) If the Premises contain any specific facilitiesiostallations, including laboratory facilities, &k over by the Lessee from
previous lessee, the occupation report shall irchudeparate description of any such facilities, et

4.3) With regard to taking up occupation, Symbion defwhe following services, which are compulsory:

Number Extra Description
1 * Setting up of IP address as well as connectioh@desearch net/Internet and establishment of spben to this,
which can /automatically be annulled at terminatiémotice period of tenancy, at the earliest. Comgtion is paid
according to accoun
1 * Telephone subscription comprising company’s mdipteone number as well as establishment of suligsrip
hereto, which can/automatically be annulled at beation of notice period of tenancy, at the eatli€onsumption i
paid according to account. Connection of telephmreairs from one of the existing plugs in the reraezh.
Nameplate interio
Nameplate exteric
Key
Access cart
Post box in the post room incl. k
*) Additional orders for marked services can beergfl.
All services mentioned above and any services rottioned here, which are supplied on demand, gglied and settled in relation to the
any time, current price and supply terms of SymlScirence Park

N N e




The lessor requires the leased premises to be griagiioed at the latest, 2 weeks after present aziritess been signed.

5 Use

(5.1) The Premises shall be used for office and resepuchoses, including development work, and shall bstused for any oth
purpose without the written consent of Symbion.

(5.2) In connection with the use described in Clause thd,Premises may be used to a limited extent fodyxction and trade, but t
Premises shall not be used for pure productionagiirig purposes or for offices therefor.

(5.3) The Symbion management is entitled to receive médion with documentation about the business caeduby the Lessee frc
the Premises.

(5.4) The Lessee represents that the Lessee will nog carany business from the Premises for which datlon in the Property is
material importance or significance. Consequerttlg, lease is not subject to section 62 of the Bassin_eases Act (hereina
referred to as “the Act”).

(5.5) The Lessee is aware of the EU and FDA rules on G@&od Manufacturing Practice), according to whidhivaties involving
certain medicinal and pharmaceutical products stalbe carried on from the same building. Symligomot responsible for ensuri
the compliance by the Lessee or any other lessileshe GMP rules.

(5.6) At the time of the Lease Agreement the Premises Ioeaysed for the agreed purpose subject to apfdidadislation, the existir
planning for the area (regional plan, municipahplacal plan, etc.) and any registered easemerntswenants affecting the Property.

(5.7 The Lessee is responsible for ensuring that thénbsss conducted by the Lessee from the Premises mueconflict with publi
regulations. If the nature of the business condlibiethe Lessee from the Premises necessitategrdiné of any permit or licen
from public authorities, including building authioes, fire protection authorities, public healthttarities, environmental authoriti
working environment authorities or any other aduities, or requires any rebuilding or specific ifistions or other facilities to |
provided by order of public authorities, the Lesshall at its own expense obtain any such pernmitécences and take any st
measures. The Lessee shall without undue delafyréyimbion of any public requirements and shallmsitlzopies to Symbion
any public requirements and permits or licences.

(5.8) Symbion is entitled to lease other premises inRheperty for the same purpose as the Premisesdldeseunder. Symbion w
endeavour to achieve the most expedient relativation of the respective lessees of the Propemy.ie such a way that any less
which must be deemed to be competitors are locdtactertain distance from each other; but it issSipmbion to determine the ext
to which such factors can be




considered.

6 Amount and Payment of Rent
(6.1) The annual rent constitutes:
On account
Basic rent ) . Inner room  Laboratory On account .
Room Basic service Basement Total annual . heating )
cf. 81.2 discount cf. extra charge operation o Total rent Deposit cf. ®
nr. cf. §2.1 rental cf. §6.5 rent contribution
and 81.3 86.3 cf. 86.4 costs cf. §10
cf. 811
m2 (4/12 c
cost the tota
(DKK) 2.123,0( 155,0C -428,0C 322,0C 424,0C - 422,0C 247,0( - annual rent
253 418.231,00  30.535,0( 0,0C 38.318,0( 0,00 487.084,01 83.134,0( 48.659,0( 618.877,00 162.362,(
K016 - - - - 27.136,0(  27.136,0! 27.136,0( 9.046,0
- 0,00 0,0C 0,0C 0,00 0,00 0,0C 0,0C 0,0C 0,0C 0,01
Total 418.231,00 30.535,0( 0,0C 38.318,0( 0,00 514.220,01 83.134,0( 48.659,0( 646.013,00 171.408,(
(6.2) The annual rent shall be payable in advance omuaaig, 1 April, 1 July, 1 October, the first payrh&mbe made upon signature
the Lease Agreement for the period from 1 April 200 30 June 2003. The next payment shall be madeJuly 2003 for the peri
from 1 July 2000 to 30 September 2003 and theneaift¢he first day of each of the above quarters.
(6.3) An annual discount of DKK 428.000 per sqm net avédlbe deducted from the base rent for all interi@oms.
(6.4) For all laboratory rooms, a compulsory annual esghrarge of DKK 322,00 per square metre net areardabry, is to be paid.
7 Adjustment of Rent by Special Agreement
(7.1) The annual rent will be increased once a yearheritlanuary, by 4%.
(7.2) The rent will be adjusted on the basis of the auramnual rent for the month immediately beforeatipistment takes effect.




8 Adjustment of Rent by Statute

(8.1) Notwithstanding any provision on ndermination, adjustment by special agreement oraihgr increases agreed upon, either |
may require the annual rent to be adjusted in aecare with the rent legislation in force from titoime, e.g.

(a) as a result of changesuies$ and duties, cf. sections 10-12 of the Act;
(b) at market rent, cf. sectidhof the Act; or
(c) as a result of improvemenfssections 31-32 of the Act.

(8.2) Any taxes and duties payable in respect of the é&tpmas at 1 January 2002 are included in the dmeu& In case of any futu
changes in taxes and duties, that date will bedfezence date for rent adjustments.

(8.3) The share of taxes and duties for the entire Ptpperich is payable in respect of the Premiseslsutated in proportion to the 1
area, cf. Clause 1.1, and any future adjustmerit lsbaistributed on the same basis.

(8.4) If the annual rent is adjusted in accordance with rient legislation in force from time to time, thent adjustment agreed un
Clause 7.1 shall continue on the new basis.

9 Deposit

(9.1) Upon signature of the Lease Agreement the Lessabsly a deposit in cash equivalent to 4 mon#msiual rent. No interest st
accrue to the Lessee in respect of the deposit.

(9.2) The deposit shall serve as security for the Lesdadilities under the Act and this Agreement/udéng as security for the Lessee’
liabilities in connection with the vacation of aady defects in the Premises.

(9.3) The deposit shall be adjusted with the annual senthat the deposit shall at all times corresporttie current annual rent in resg
of the agreed number of months.

(9.4) The Lessee may require the deposit to be releaghthw5 days of vacation of the Premises, subjecny liability on the part |
the Lessee being set off against the amount raleadso, the deposit may be retained in part asrdggcfor any unliquidate
liabilities.

10 Operating Costs

(10.1) In addition to the annual rent the Lessee shall thayproportion of the operating costs of the Prigp@hich is applicable to ti
Premises, in so far as such costs are not includga: heating accounts or otherwise charged stgara

(&) Cleaning and window-cleaning including cleaning of exterior parts, lammwing, weed control, flux, interior cleaning ofke(
premises and common premises, washing of stairglomi-cleaning, removal of graffiti and any othezaning.




(b) Consumption of electricity,including electricity tax, Co2 tax (electricity)fighting of common areas and entrances, operati
technical installations, including lifts, ventilati system, etc.

(c) Burglary and security system, including access control, technical monitorinigya, sprinkler system, fire fighting equipment
fire technology officer.

(d) Maintenance of common areasincluding installations and surrounding areas.
(e) Refuse collection and snow-clearingincluding flux.
()] Preparation of joint accounts

(9) Insurances, including buildings and fire insurance, any apglile insurance of fixed glass, chattels and sanitare, as well as
Falck salvage services subscription and fire cbatidn.

(h) Service subscription, property/installationsincluding telephones, elevators and other techiisahllations in the property.
(i)  Operations manager, including salary and telephone for operations agan.
(10.2)  Operating costs for the entire Property shall beodjoned to the individual premises leased in prtpn to net areas, cf. Clat
(10.3) Symbion is entitled to claim reimbursement from tlessee of any extra costs due to the businesed¢am by the Lessee from -
Premises, e.g. extra costs for road charges, inseya&ivil defence, etc.

(10.4)  The attached budget of the estimated amount ofatipgrcosts as currently ascertained shall comstitin integral part of tr
Agreement, cf. Appendix 1

(10.5) The Lessee shall pay operating costs as from tkee afaoccupation to the extent of a given propaortaf the costs incurre
throughout the current accounting year.

(10.6)  Symbion is entitled to claim payment with the rehtitn amount on account towards operating costs.afimual amount payable
account has been fixed at DKK 422/sgm net aredetpaid in instalments with the rent. The amoumsaacount are subject
revision by Symbion without notice.

(10.7)  Symbion will prepare accounts for operating costaal January every year and will submit the aatsoto the Lessee withir
months thereafter.

(10.8) Any supplementary amounts or refunds payable aguptd the accounts shall fall due for paymentastc 14 days after submiss
of the accounts.

11 Heating Expenses
(11.1) The Property is heated by district heating.
(11.2) The Premises will be supplied with heating andvnsater.

(11.3) The heating accounts will include all expensesdental to heating and hot-water




supply, including:

(@) Fuel expensesincluding fuel expenses and/or charges payabdeipply company, Co2 tax (heating), coal tax ahthai

(b)  Supervision and repairs, including maintenance of system for heating, laoie coldwater supplies, including firing plant/h
exchanger, pumps, heating pipes and radiatorspeXoe radiator valves, plant for heating, storiawgd distribution of hot servi
water, hot-water unit and installations for moriitgrand control of heating and hot water.

(c)  Water and water distribution charge

(d)  Attendant responsible for heating system

(e) Administration of heating accounts

® Heat control scheme (VKO)

(11.4) Heating expenses shall be calculated for the eRtioperty including common areas, and all expesba#i be apportioned to t
individual premises leased in proportion to netaaref. Clause 1.2.

(11.5) The attached budget of the estimated amount oirfteakpenses as currently ascertained shall cotestitn integral part of tf
Agreement, cf. Appendix 1.

(11.6) The Lessee shall pay heating expenses as fromatieeofl occupation in proportion to the expensegHerfull current accountir
year.

(11.7)  Symbion is entitled to claim payment with the rehtan amount on account towards heating expensesamnual amount paya
on account has been fixed at DKK 247/sgm net dredge paid in instalments with the rent and subjectariation by Symbic
without notice.

(11.8) Symbion will prepare heating accounts on 1 Janeagry year, submitting the accounts within 4 mornteseafter. Section 51(
and (2) of the Act concerning the time limit forsoission of heating accounts, etc., and the effefct®ncompliance with such tin
limit shall not apply to the lease.

(11.9) Any supplementary amounts or refunds payable aguptd the accounts shall fall due for paymentastc14 days after submiss
of the accounts, and section 50 of the Act shallapply to the lease.

(11.10) Upon vacation of the Premises the Lessee shalapgyapplicable meter reading charge to the heatipgly company.
(11.11) Symbion accepts no liability for disruption of theat and hotvater supply but shall remedy any such disrupt®saon as possib
During the summer period Symbion is entitled to offtthe hotwater supply for up to 28 days for the purpose adfilitatinc

inspection, etc., of the system.

(11.12) The Lessee shall keep the Premises it




12 Other Costs and Expenses
(12.1) The Lessee shall pay all costs incidental to ita cansumpton of electricity direct to the supplier.

(12.2) Where the Premises are not provided with a metgnvhere premises under several leases are codrtedige same meter, the tc
costs shall be apportioned in proportion to neasire

13 Disclaimer by Symbion

(13.1) Symbion accepts no liability for temporary disroptiof the supply of water, electricity, etc., ofuse collection, but shall reme
any such disruption where caused by Symbion’s Bystar resulting from Symbion’s cleaning or maintasegobligations.

14 Insurance

(14.1) Symbion shall keep the Property covered under ldings and fire insurance, including glass insueamaterior as well as exterior.
The Lessee shall personally take out any otheramse cover.

15 Maintenance

(15.1) The Lessee shall carry out and pay for the maimemnaf the Premises, including

(&) Interior surfaces and coating for ceilings, wallsors, doors, windows, woodwork and pipes as waslflagstones, tilesinoleum
carpeting or other flooring.

(b) Non-load-bearing dividing walls in the Premisesswell as interior and exterior doors belonginght® rented premises, out towe
the common area.

(c) Door handles, hinges and mountings, lockkkeys.

(d) Drainage installations in the Premiseslibranchingpoint from downpipe, including branches crossing Eremises from drains
upper floors, but only from water seal.

(e) Cold-water installations from branching+gtdrom through-going lines.

()  Electric installations from main panelcinding wires, switches, plugs and high-sensitiggyth-fault circuit breaker.

(g) Fittings and mountings, valves and contwérs for heat, water, drains, etc.

(h)  Plumbing, including toilets, sinks and wéstsins, shower cabins, etc.

(i)  Cloakroom, toilet, bathroom and kitchemrfiture and equipment.

()  White goods for freezing, refrigeratingaking, dish-washing, washing, drying, etc.

(k)  Other similar equipment appurtenant toRnemises.

(15.2) “Maintenance” shall mean repair and replacememisfnal).
(15.3) The duty of maintenance shall apply, whether reedlerecessary by ordinary wear and tear, misusérmrmal use or operatic

technical obsolescence, accidental loss or dan@agehfich a third party is liable.

10




(15.4)

(15.5)

(15.6)

(15.7)

Maintenance works for which the Lessee is respbmsihall be carried out immediately when a defect heen ascertained. In ¢
of any failure by the Lessee to carry out such waekpite reasonable notice being given, Symbiamntiled to have the relev
work done at the Lesseeexpense. The reimbursement of any such expehsdiscenstitute a contractual liability as betw
Symbion and the Lessee.

Symbion and its technicians and experts are emtitleenter upon the Premises during normal workiogrs to prepare or carry t
maintenance work, subject to giving one week’sa®in the case of preparing and 8 weeldtice in the case of carrying out wc
The work shall be carried out in such a mannepazatise the Lessee as little inconvenience ashp@sSymbion and its technicie
and experts are further entitled to enter uponRhemises without notice where urgent interventiorrepairs make such acti
necessary.

Any deterioration of the useful value of the Prasmislue to work carried out by Symbion in connectidth the maintenance of t
Premises, common areas, entrances or of the Pydpegeneral, whether building parts, installatiarshe like, will not entitle tr
Lessee to a proportionate reduction or compensatibis shall apply to the period during which therkvis being carried out as w
as to the period from the time when the defectsetoemedied were ascertained until the implementaif the work, due to delays
delivery of materials, in securing the servicestt@ builders normally working on the Property, weatconditions or any otk
matters beyond the control of Symbion.

Any defects in the Premises or damage to the ptppérthe Lessee caused by accident, such as |ietmp, or by the action of
third party, such as other users of the Properily nat entitle the Lessee to a proportionate reiducor compensation.

16 Rebuilding, etc., by Lessee

(16.1)

(16.2)

(16.3)

Any rebuilding, installation, repairs or facilitiesquired by public authorities, including buildiagthorities, fire fighting authoritie
public health authorities, working environment awtties or any other authorities, as conditions tfe business conducted by
Lessee from the Premises shall be carried out byLt#ssee at its own expense, whether such requitenage specified on t
Effective Date of the Lease Agreement or subsedyu#mereto. The provisions set out in Clauses Eh@ 16.3 shall apply to a
such alterations.

Section 38(1) of the Act shall not apply to theskaaccordingly, the Lessee is only entitled t@ycaut installations or rebuilding
respect of the Premises, common areas or the @teuof the building subject to the written consehSymbion or to the extent t
the Lessee is entitled thereto under mandatorytstgtprovisions, currently sections 37 and 38fZhe Act.

The Lessee shall reinstate the Premises unlesgtvliy Symbion. The Lessee shall upon demand preéderity for the said du
of reinstatement, covering all costs incidentateéb® The security may be required to be adjuste @ year to reflect the
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movement of prices.
17 Signs

(17.1)  Any placing of signs, advertisements, marquees, ett or near the Premises shall be subject toptler written approval ¢
Symbion.

(17.2)  Upon vacation of the Premises the Lessee shallrerdall reinstatement of facades, signposts, atud, shall remove any trace
objects left on or affixed to the Premises undeuGé 17.1 unless waived in writing by Symbion.

18 Subletting

(18.1) The Lessee is not entitled to transfer the usa®Prremises to any other party - whether in whole part.

(18.2) The Lessee is not entitled to sublet or subleas@tbmises - whether in whole or in part.

19 Assignment

(19.1) The Lessee is not entitled to assign the leasesthven in whole or in part, and section 55 of thé gtwll not apply to the lease.

20 Term and Termination

(20.1) The lease shall be for a fixed term of 3 years @mall terminate without notice for vacation on 3arh 2006 (hereinafter refer
to as “the Vacation Date”), provided always tha tlessee may give 6 month®tice to terminate the lease on the first dayrgl
month.

(20.2) Itis the object of Symbion to run a science patkacting domestic and foreign, private and putdgearch projects and facilitat
the establishment of new research- and developivesed businesses. In order to achieve this olijéstniecessary to ensure 1
leases are short to make room for other projeatsrewestablished businesses. This is the reason fofixbé term as set out
Clause 20.1.

21 Compensation on Termination

(21.1) Sections 66 and 67 of the Act shall not apply ®ldase.

22 Vacation of Premises

(22.1)  Upon termination of the lease all buildings ereabedthe Property including all fixtures and fittsxghall remain the property
Symbion.

(22.2)  Provided always that the Lessee shall remove alltels and contents as well as all technical ilstahs paid for by the Less:
such as office furniture, machinery and

12




(22.3)

(22.4)

(22.5)

(22.6)

(22.7)

23 VAT

(23.1)

equipment not forming part of the Propesubject to reinstating the Premises in theigiagl condition. The Lessee shall furt
remove any facilities, installations, etc., takenrerofrom the previous lessee, cf. Clause 4.2.

Any alterations of the layout of the Premises shalfestored prior to the Vacation Date, so thatRfremises appear in their origi
layout at the commencement of the lease. The sdvak apply to any alterations approved by Symbicwept in the case
Symbion’s written waiver thereof. Section 75 (2)}toé Act shall not apply to the lease.

Prior to the Vacation Date the Premises shall Ipaired by the Lessee and shall be delivered ulfrgsainted and with ne
carpets.

Upon termination of the lease the Lessee shalatey than 12.00 noon on the date on which the Re=rare to be vacated, eve
this is a public holiday or a day preceding a puhbliday, deliver up the Premises cleared, clearetlin contractual condition a
shall return all keys.

In case the condition of the Premises fails to nieetabove specifications on the Date of Vacat&ymbion may at its discreti
either repair the Premises at the expense of tlssdesor claim payment in cash of any expenses &dpée be incurred for tl
purposes of such repairs. In addition, Symbion glaym payment of any amount payable under the Lé&asthe period actually
potentially required for the completion of repaifsy claim by Symbion shall not depend on whethenat any such repairs ¢
actually carried out.

As soon as possible after the Vacation Date thedeeand Symbion shall once again inspect the Pesrfos any failure as set ou
Clause 22.6. A report on vacation shall be preparetibe signed by both parties. If the Lessee doetake part in the inspection
the Premises, the report shall be submitted td_#ssee in time for it to reach the Lessee withur fweeks of vacation. Provid
always that Symbion is entitled to raise claimsaspect of the condition of the Premises even #fierend of the said period, sil
section 74(2) of the Act shall not apply to theskea

In its capacity of owner of the Property Symbiors lsabmitted to voluntary registration for the legsof property in accordan
with VAT legislation. Consequently, the annual resi¢posit, heating and other payments under thigékgent shall be subject
VAT, including any future statutory payments in a@ance with the provisions in force from timeitod.

24 Contract Formalities

(24.1)

(24.2)

Symbion has urged the Lessee to obtain legal assistfor the purpose of the conclusion of this Agrent.

The Lessee has received a copy of the check-kgtgued by the Ministry of Housing and has duly riedcontents thereof.
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(24.3) Each party shall pay its own professional fees.

Copenhagen, the #7of January, 2003 Fremont, California, the 2% of February, 2003
For Symbion Lessee: Ciphergen Biosystems /
Brian List, Property Manage Daniel M. Caserza, Corporate Contro
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Appendix 1 Budget for Operating Costs ahHeating Expenses
Operating Costs

With reference to Clause 10 of the Lease Agreeitiienbudget for the annual operating costs for 2fittains the following items:

Cleaning of all areas, including window clean DKK 976,00(
Electricity consumptiol DKK 575,00(
Burglary and security syste DKK 150,00(
Maintenance of common areas of Prop: DKK 250,00(
Refuse collection and snr«-clearing DKK 250,00(
Preparation of joint accoun DKK 40,00(
Insurance premiums, fire contribution

Municipality of Copenhage DKK 85,00(
Service subscription, property/installatic DKK 180,00¢(
Sprinkler charg: DKK 7,00C
Operations manag: DKK 1,404,00(
Total operating costs DKK 3,917,00(

Operating costs to be apportioned on the basia af@a of 9,295 sgm.
For the individual premises leased this represewgts (on account) amounting to DKK 422,000 per pemyear.
Heating Expenses

With reference to Clause 11 of the Lease Agreertmenbudget for the heating accounts provides feffélowing expenses for 2001

Fuel expense DKK 1,608,00(
Attendance and repairs, including maintene DKK 120,00(
Administration of heating accour DKK 40,00(
Attendant responsible for heating syst DKK 234,00(
Water and water distribution char DKK 280,00(
Heat control scheme (VKC DKK 12,00(
Total heating expenses DKK 2,294,00(

Heating expenses to be apportioned on the basis afea of 9,295 sqm.

For the individual premises leased this represepdss (on account) amounting to DKK 247.00 per pgmyear.
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Exhibit 10.38
Term Sheet
Service and Support Agreement

Ciphergen Biosystems, Inc. (“CBI”")
and
Applied Biosystems/MDS SCIEX (“ABI")

NOTE: Information in this document marked with §f]"*has been omitted and filed separately with @@mmission. Confidential treatme

has been requested with respect to the omitteipert

It is recognized by CBI and ABI that there may baeny customers who would like to utilize CBI's Piiatehip® Array technology in
combination with Applied Biosystems/MDS SCIEX QqT&¥stems, and it would be in both parties intet@strovide such a product offeri
to the market. It is recognized that neither CBi ABI plan to or are authorized to actively prometeh a product offering; however, in th
instances where customer interest exists, botlegasould like to cooperate in providing initialdhon-going service and support to
purchasers.

For the purpose of this agreement QqTOF shall misapplied Biosystems/MDS SCIEX QSTAR, the ApplRidsystems/MDS SCIEX
QSTAR Pulsar and the Applied Biosystems/MDS SCIEXT@R Pulsar i.

This term sheet is based on the following undeditanregarding the current business of both CBI Applied Biosystems/MDS SCIEX:

a) CBI has developed an ion sourcefiate that enables samples contained on CBI's iP@kép Array to be ionized by laser
desorption ionization (LDI) and read by ABI's QSTARass spectrometer (the “ProteinChip Interfacéie ProteinChip Interface needs tc
modified for use with the QSTAR Pulsar MS systerd &5 TAR Pulsar i MS System. Currently, CBI is neltisg this interface to the MS
market.

b) Applied Biosystems/MDS SCIEX manutaes and markets mass spectrometers and softvararéhcombined into MS systems
use in all markets and applications.

The purpose of this business arrangement is tavallBl to develop and sell, at its expense, theddhip Interface to those customers who
would be interested in CBI's ProteinChip Array teotogy in conjunction with QqTOF systems.

To achieve this objective, CBI and Applied Biosyst#MDS SCIEX intend to conclude a definitive agreamincluding the following terms:

1. CBI shall at its expense install, support and sertiie ProteinChip Interface for the QqTOF systéBI. shall warrant the
ProteinChip Interface and the mechanical, eledtend software interface with the QqTOF system.’@Bésponse by pho
or on-site visit by a service technician to anytooser support problem shall be no less than thgorese times provided in
ABI's own service guidelines.




2. CBI shall at its expense train customers on theofisiee ProteinChip Interface and ProteinChip Tetbgy.

3. ABI shall at its expense install, support and senthe QqTOF system, according to ABI's existingy®e guidelines.
Subject to CBI's obligations set forth below ansloain Paragraphs 1 and 5, ABI shall maintain theravdy of the QqTOF
systems when a ProteinChip Interface is installed.

If the service problem is suspected to be within@gTOF Systems, CBI agrees to remove the Profgijn IGterface and re-
install the ion source originally shipped with Qg TOF system to enable ABI to service the instrunsgatem. Once the
problem is fixed, CBI will reinstall the Protein Chip Interface. ABI shall suppdequate training and documentation to
people to re-install the ion source originally gfed with the QqTOF systems.

4. ABI shall at its expense train customers on theaiske QqTOF system, in accordance with ABI’'s narpractices.

5. CBI shall indemnify ABI for all losses due to pemsbinjury or damage to QqTOF instruments or custopmoperty that
may be caused by the ProteinChip Interface.

6. CBI will be responsible for CE and CSA regulatogmpliance. ABI agrees to use its reasonable bésteto assist CBI i
obtaining CE and CSA compliance.

7. In partial consideration of ABI's obligations undais agreement, CBI shall pay ABI $[*] (US) forataProteinChip
Interface it installs on an ABI QqTOF system.

8. During the term of this agreement, ABI agrees forim CBI as promptly as is reasonable of any hardvead software
change that materially impacts the design and diperaf the ProteinChip Interface to the QSTAR Rulglatforms, in orde
to allow CBI to make appropriate ProteinChip Inded modifications.

9. Mutual confidentiality obligations in accordancetlwihe NDA signed by ABI and CBI effective Januar2001 shall
govern the exchange of information between theégsaduring the term of this agreement, which oltiayes shall extend for
five years after the termination of this agreem@l agrees not to divulge any information concegnpincluding the
identity of, ABI's QqTOF system customers to aniydtparty without ABI’s prior written consent.

10. The term of the agreement shall be 2 years. Adtenination, CBI will continue service and suppdrthe ProteinChip
Interface in accordance with CBI's standard prastjdut not less than for 5 years. ABI shall cargiservice and support of
the QqTOF devices in accordance with ABI's stangagttices, but no less than 5 years.

[*] Certain information on this page has been oeditand filed separately with the Commission. Caftdhl treatment has been requested
with respect to the omitted portions.




IN WITNESS WHEREOF, the Parties hereto have catiseid duly authorized representatives to execlteThrm Sheet.

Effective Date of this Agreement: April 2L

Ciphergen Biosystems, In Applied Biosystems, Inc
By: /sl Martin Verhoe By: /sl Laura Lauma
Name: Martin Verhoet Name: Laura Laumair
Title:  Vice President Sales and Market Title:  Vice Presiden

LC/MS
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EXHIBIT 23.1

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporatiomdfgrence in the Registration Statement on Form(I$e8 333-53530) of Ciphergen
Biosystems, Inc. of our reports dated February2083 relating to the financial statements and itmential statement schedule which appear
in this Form 10-K.

PRICEWATERHOUSECOOPERS LLP

San Jose, California
March 31, 2003
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EXHIBIT 99.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
PURSUANT TO
18. U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, William E. Rich, certify, pursuant t@ 1.S.C. Section 1350, as adopted pursuant tode@@6 of the Sarbanes-Oxley Act of 2002,
that the Annual Report of Ciphergen Biosystems, émcForm 10-K for the fiscal year ended Decemler2B02 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtagred in such Form 10-K fairly
presents in all material respects the financiabdwn and results of operations of Ciphergen Bstegs, Inc.

Date: March 31, 2003

/sl WILLIAM E. RICH, PH.D.

William E. Rich, Ph.D.
President and Chief Executive Offic
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EXHIBIT 99.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
PURSUANT TO
18. U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Matthew J. Hogan, certify, pursuanil®U.S.C. Section 1350, as adopted pursuant taoBe@®6 of the Sarbanes-Oxley Act of 2002,
that the Annual Report of Ciphergen Biosystems, émcForm 10-K for the fiscal year ended Decemler2B02 complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtegred in such Form 10-K fairly
presents in all material respects the financiablt@mn and results of operations of Ciphergen Batsyns, Inc.

Date: March 31, 2003

/s/ MATTHEW J. HOGAN

Matthew J. Hogan
Vice President and Chief Financial Offic
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CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUAT TO 18. U.S.C. SECTION 1350, AS ADOPTED PURSUAND
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
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