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PART |

We have made statements under the capBsness”, "Management's Discussion and AnalysiErancial Condition and Results of
Operations”, "Factors That May Affect Our Resuligt in other sections of this Form 10-K that arevérd-looking statements. You can
identify these statements by forwdobking words such as "may", "will", "expect", "end", "anticipate", "believe", "estimate", "plafitould",
"should" and "continue" or similar words. Theseafard-looking statements may also use differentggsaWe have based these forward-
looking statements on our current expectationspaiagtctions about future events. Examples of fodalabking statements include statements
about projections of our future results of operaiand financial condition; anticipated deploymeapabilities and uses of our products and
our product development activities and product ratimns; the importance of proteomics as a majousof biology research; the ability of «
products to enable proteomics research; the rageosith within the market for protein purificatigmoducts; competition and consolidation in
the markets in which we compete; increasing the sfaour sales and marketing organization; exissing future collaborations and
partnerships; our ability to operate and expandBiomarker Discovery Center® laboratories and sethe commercial rights to biomarkers
discovered at our Biomarker Discovery Center latoores; the utility of biomarker discoveries ané #ffectiveness of our Biomarker
Discovery Center laboratories; our ability to coynpfith applicable government regulations; our &pito expand and protect our intellect



property portfolio; increasing the future saleswnoés of consumables; increasing sales and marketiaggeneral and administrative costs;
decreasing research and development costs; anédifiture losses; expected levels of capital edjperes; increased manufacturing
efficiencies and a corresponding decline in cosewénue as a percentage of revenue; the ratingrafonvertible notes and the value of the
related put options; the period of time for whialr existing financial resources and interest incavilebe sufficient to enable us to maintain
current and planned operations; foreign currencharge rate fluctuations; and the market risk ofiovestments.

These statements are subject to signifidaks and uncertainties, including those identifie the section of this Form 10-K entitled
"Management's Discussion and Analysis of FinanC@mtdition and Results of Operations—Factors Thay Mifiect Our Results", and that
could cause actual results to differ materiallyrrthose projected in such forward-looking statemeluie to various factors, including our
ability to generate significant growth in unit salghile maintaining pricing; managing our manufaicty costs, operating expenses and cash
resources consistent with our plans; our abilitgdgaduct our ongoing new product development andymt improvement activities within the
budgets and time frames we have established; tligy @b our ProteinChip® technology to discovemopein biomarkers that have diagnostic,
theranostic and/or drug development utility; thetaued emergence of proteomics as a major focbsotdgical research and drug discovery;
and our ability to protect and promote our propnigttechnologies. We believe it is important to commicate our expectations to our investors.
However, there may be events in the future thaargenot able to accurately predict or that we dofulty control that could cause actual
results to differ materially from those expressednplied in our forward-looking statements.

ITEM 1. BUSINESS
Overview

We develop, manufacture and market ourdir@hip Systems, which use patented Surface EnHdraser Desorption/lonization
("SELDI") technology. The ProteinChip Systems epglrotein discovery, characterization and assagldpment to provide researchers wi
better understanding of biological functions at phetein level. Protein characterization is theedmination of the detailed identity of a protein,
including its sequence as predicted by the cormedipg gene and any chemical modifications introduager the protein is produced. Assay
development is the simplification and optimizatimfa set of procedures to develop a method forctietand quantifying a specific

1

protein. Our ProteinChip Systems are novel, enghiiols in the emerging field of protein-based byl research, known as proteomics. While
technological advances in DNA tools have substiyntihanged the field of genomics, the absencenabéng protein analysis tools has limi
progress in proteomics research. Proteomics pre\addirect approach to understanding the role atieprs in the biology of disease,
monitoring disease progression and the therapeffticts of drugs. We believe proteomics will be @anfocus of biological research by
enhancing the researcher's understanding of geréida and the molecular basis of disease. In M¥891we commercially launched our
ProteinChip Biology System.

We develop, manufacture and sell our Pn@hip System family of proteomics research equipgmehich includes (i) the ProteinChip
Biology System, a versatile system for protein gsialconsisting of a ProteinChip Reader and PrGteiim Software; (ii) the ProteinChip
Biomarker System, a system including Biomarkerd?at™ Software for advanced protein expressionlprgf (iii) the ProteinChip
AutoBiomarker System, a system including an Autderawvhich automates array processing; (iv) thedin@thip Tandem MS Interface for
advanced identification work using tandem masstspeetry; (v) automation accessories such as thenBk® 2000 Workstation, which is
manufactured by Beckman Coulter, and an Autolo&aléacilitate sample handling and increase througshgnd (vi) other associated
accessories. This equipment is used in conjunetitmour ProteinChip Arrays, which are consumabitebips containing chemical or
biochemical binding sites. In addition, we provasociated SELDI technology contract research aesvhrough our Biomarker Discovery
Center laboratories to foster further adoptionwf products and technology as an industry stanaladdto generate revenue by obtaining some
combination of fees and commercial rights relatedibmarkers discovered in our Biomarker Discov@enter laboratories in exchange for
performing research services. We also develop, faatwre and sell chromatography sorbents for laagge purification of proteins and are
providing novel approaches to address processq@rits, an emerging market driven by pharmaceuticalpany demand to produce proteins
for research, development and therapeutic manufagtpurposes.

In order to better serve the needs of anied customers, in early 2004 Ciphergen formedayBtems Division and a Diagnostics
Division. The Biosystems Division consists of (a¢ tResearch Products Group, whose customers aigatknd basic research laboratories,
and whose revenues are largely derived from sélBsobeinChip Systems, arrays and certain relatedces; and (b) the Bioprocess Products
Group, whose customers are primarily those involndtie large-scale production of proteins, and senevenues are largely derived from
sales of BioSepra® sorbents as well as ProteinSigtems, arrays and certain related services fmegs development and production.
Ciphergen's Diagnostics Division is dedicated ®discovery of protein biomarkers and panels ofaickers and the development of such
biomarkers into protein molecular diagnostic téiség improve patient care. The Diagnostics Divigioavides collaborative research and
development services through its Biomarker Discp¥&enter laboratories for biomarker discovery fse in new diagnostic tests, as well as
pharmacoproteomic services for improved drug tdeigy, efficacy and theranostic assays. While tiiigisions have been formed to focus on
certain distinct customer needs, there is subsiamterlap between the divisions as they shararvantan technology platform, and many of
their research and development, manufacturings sald marketing activities are synergis



Ciphergen Biosystems, Inc. was originatigarporated in California on December 9, 1993 utidemame Abiotic Systems. In
March 1995, we changed our corporate name to GiameBiosystems. On May 23, 2000, we reincorporatéklaware. On July 31, 2001, we
acquired BioSepra S.A., a wholly-owned subsididrZiphergen located near Paris, France, whichirecgrally engaged in the development,
manufacture and marketing of process chromatograptyents.

Ciphergen's revenue is derived from thessaf interrelated products and services on a widlel basis. Although discrete components
earn revenues and incur expenses exist, signifegrgnses such as sales and marketing and corpairataistration are not incurred by nor
allocated to these

operating units but rather are employed by theewetmterprise. Additionally, the chief operatingide®on maker evaluates resource allocation
not on a product or geographic basis, but rathexroenterprise-wide basis. Therefore, we have méted that we operate in only one
reportable segment, which is the protein researals and collaborative services business.

Industry Background

Genes are the hereditary coding systenviofl organisms. Genes encode proteins that apnsible for cellular functions. The study of
genes and their functions has led to the discoeEnew targets for drug development. The majorftdrig 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. stdusources estimate that within the human genthiere are approximately 30,000 genes.
The initial structure of a protein is determinedabgingle gene. The final structure of a proteifieguently altered by interactions with
additional genes or proteins. These subsequentficettbns result in hundreds of thousands of déferproteins. In addition, proteins may
interact with one another to form complex strucsuteat are ultimately responsible for cellular floies.

Genomics allows researchers to establishdlationship between gene activity and diseasedder, many diseases are manifested not at
the genetic level, but at the protein level. Thmptete structure of modified proteins cannot bedeined by reference to the encoding gene
alone. Thus, while genomics provides some inforomagibout diseases, it does not provide a full wstdading of disease processes.

The Relationship Between Proteins and Diseases

The entire genetic content of any organisnown as its genome, is encoded in strands ofyddmaucleic acid, or DNA. Cells perform
their normal biological functions through the génétstructions encoded in their DNA, which resuitghe production of proteins. The process
of producing proteins from DNA is known as generesgion or protein expression. Differences in fivarganisms result from variability in
their genomes, which can affect the levels of geqm@ession. Each cell of an organism expressesapgyoximately 10% to 20% of the
genome. The type of cell determines which genesx@eessed and the amount of a particular proteidyced. For example, liver cells
produce different proteins from those produceddlisdound in the heart, lungs, skin, etc. Protgilay a crucial role in virtually all biological
processes, including transportation and storagmefgy, immune protection, generation and transomssf nerve impulses and control of
growth.

Diseases may be caused by a mutation eha that alters a protein directly or indirectly atiers the gene's level of protein expression.
These alterations interrupt the normal balanceratigins and create disease symptoms. A proteinduiken is a protein that is present in a
greater or lesser amount in a disease state vamsosmal condition. By studying changes in proteomarkers, researchers may identify
diseases prior to the appearance of physical syngptResearchers identify proteins by their moleowksight. In addition, researchers can
utilize protein biomarkers to identify new dise@s¢hways to be used as drug targets. Disease palama groups of interacting proteins that
lead to disease if any one or more of the protisiadtered. Historically, researchers discoveraxdgin biomarkers as a byproduct of basic
biological disease research. This has resultelddvalidation by researchers of approximately 2@@gin biomarkers that are being used in
commercially available clinical diagnostic productse development of new diagnostic products has limited by the complexity of disease
states, which may be caused or characterized ralesr many interacting proteins. Diagnostic pidduhat are limited to the detection of a
single protein may lack the ability to detect mooenplex diseases, and thus produce results thanaeeeptable for practical use. Often the
detection of patterns of multiple proteins has pwmore useful. In recent years, the National tnsts of Health, or NIH, has recognized the
importance of protein biomarkers in overcoming this

problem and their usefulness in the developmeneof diagnostic and therapeutic products. The Nisldsablished a grant program (The
Early Detection Research Network) to fund the diseg and clinical validation of new protein biomarg.

Limitations of Available Technologies for ProteosmiResearch and Protein Purificatii



Efforts to understand biology and to imprdkie diagnosis, monitoring and treatment of diseasive been dramatically enhanced through
advancements in modern genomic technologies. Ti@sdechnologies have formed the basis for theldpueent of new analytical tools,
which are primarily directed at DNA and genomiclgeis, but are not applicable to protein reseatchroteomics. These new tools have
accelerated the ability to sequence and analyzkuhen genome. Historically, researchers usedlgefrephoresis as a primary tool for
sequencing DNA. Gel electrophoresis measures hoa EENA fragment migrates through the pores of gelesponse to an applied electric
field over a fixed time interval. Electrophoresisai time-consuming, manual process that requirge Emounts of pure DNA to be useful. The
development of polymerase chain reaction, or P@8yed researchers to amplify, or produce multippies of, a fragment of DNA.
Researchers could then enhance the signal of daraceints of DNA from an unprocessed biological samglich as tissue or blood, to a level
where measurement was possible. Successive adviarteebnologies have produced faster, automatgdeseing machines and new, biochip-
based technologies. These new technologies hawsatically improved the throughput and accuracy BfADanalysis. In addition, these new
technologies have reduced costs by increasing aitomand reducing necessary labor.

Although recent technological advances hmreefited genomics, there have been fewer sigmifiadvances in proteomics. While DNA
has been relatively simple to study because @&adte of detection and linear structure, proteityaizahas been a far more difficult challenge.
The goal of proteomics is to determine the stricturd function of proteins. Researchers use teabaiguch as tagging, amplification and
sequencing to analyze DNA, but researchers camseothese techniques effectively to study protdihese techniques can change the structure
of proteins and may change their characteristidametion, which would limit researchers' abilityidentify and analyze samples. In addition,
these techniques do not allow researchers to nramitstudy how proteins interact, or to identifyialhproteins 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@hough purified proteins before
identification and analysis can occur. In additidrese tools must be operated by researchers uhtamtial technical expertise. As a result,
proteomics research has not advanced at a rateacabip to that of genomics. New tools are needadatte specifically designed to allow
researchers to analyze proteins to enable protemdrker discovery, to fully understand biologipathways and function, and ultimately to
accelerate the discovery of new drugs and climd@nostics. Moreover, there is a bottleneck inrdmd purification of proteins from either
native biological sources or from "gene to protdiidlogically-manufactured proteins. Scientists tralstain proteins of interest from such
sources in large quantities for basic researchesudrug discovery and development. In additibe,ibhcreasing 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-paaification methods. Thus, there is a rapidigvging market for protein purification
products extending from benchtop research to laogge manufacturing.

The Ciphergen Solution

We develop, manufacture and market ourdtr@hip Systems, which use patented Surface-Enkdraeser Desorption/lonization
("SELDI") technology. The ProteinChip Systems eegtiiotein biomarker discovery, characterization asghy development. Our ProteinChip
Systems integrate the

key steps of proteomics research on a single, toiized biochip. Our ProteinChip Systems incorpeiBELDI technology on the surface of a
consumable biochip, which allows researchers touca@nd analyze proteins directly. Our ProteinC3ygtems enable rapid, reproducible, on-
chip protein expression and protein analysis freamglex biological samples, such as whole bloodugsor saliva, without separation, tagging
and amplification processes and with minimal pparification. SELDI enables protein detection awdugtification by reducing signals from
unwanted biomolecules that would otherwise obstheeneasurement results.

We believe our ProteinChip Systems enaddearchers to identify and quantify proteins bgatiimolecular weight detection and
measurement. Researchers can add chemicals or esatrany step during the process to greatly emhtwecdetailed knowledge gained fro
set of experiments. We believe the integratiorheke processes enables a researcher to rapidbyweischaracterize and assay proteins dir
from biological samples, providing a novel techr@dar protein discovery and analysis compared teetitly available methods. We provide
these capabilities to our customers by selling themProteinChip Systems and/or our Biomarker Discp Center collaboration services. We
believe our ProteinChip Systems can enable progsi@arch in the following areas:

. Differential Protein Expression. Our ProteinChip Systems are designed to ermblegy researchers to rapidly conduct stu
in differential protein expression. Differentialgpein expression is the comparison of proteinsesged in different, usually
related, biological samples, such as blood serom 1 diseased individual and blood serum from dividual without that
disease. The differences include both differencekeé identities of the collection of proteins mesin the samples, and
differences in the amounts of a particular protgiesent in both samples. Proteins that are eittesept in one sample and ab:
in the other, or present at different relative Isve both samples, are potential protein biomaglksdrthe disease. Further rese:
may validate the use of potential protein biomasKer the diagnosis of the disease or as targethéodiscovery of drugs to tre
the disease. In addition, the information derivemif our ProteinChip Systems enables scientistsftpare genetic message
information derived from DNA biochips, or miniataeid biochips containing DNA, to protein informatjém order to better
define protein function. Expression studies andginodiscovery that previously were impossible @adguct or took months or
years can be performed on our ProteinChip Systardays or even hours. By quickly analyzing stat#ly significant number



of samples, biomarker candidates can be valid&esearchers can use quantitative assays of prateiusdoped from
differential protein expression to diagnose and itoomlisease.

. Protein Characterization Once a potential protein biomarker is identifia usual next step is the characterization o
protein. Protein characterization is the processetérmining the identity of the protein and/or rettderizing aspects of its
physical structure. Using our ProteinChip Systenispgy researchers can purify a rare protein feoomude biological sample
hours, a process that required days or weeks weitfitional methods. Researchers can then detertménielentity of the protein.
This process can involve, for example, determimrfgagment pattern for the protein (produced, f@maple, by treatment with
enzymes) with our ProteinChip Systems, and comgathiis pattern with fragment patterns of protettenitified in publicly
available protein and genomic databases. Basedi®ndmparison, the researcher may be able toifgeéhe protein in the
database that corresponds to the experimentaliprédentifying a protein can provide the researchigh information useful in
understanding the biology of the sample being stlididentifying the gene from which the proteirgorates can provide useful
structural or processing information. Also, reshars can characterize aspects of the physicaltstaiof a protein using our
ProteinChip Systems to perform enzymatic-, chemimahntibody-based tests or assays. Such assaysewesal, for example,
whether the protein has been modified after pradocProtein modification can indicate changesriotgin function, which may
be important to the particular disease under study.

. Quantitative Assay of Proteins and Protein Intei@ts. Once a protein biomarker has been identifiedicdraracterized, the
researcher may want to develop assays based @ndteén. One such assay is the routine detectigheoprotein and
determination of its amount in a sample. This guantitative assay. It is useful, for example,iBgdostic assays for the severity
or stage of a disease. Another assay is a tesbtdip interactions between the biomarker and gbheteins. This assay is useful
in tests of the biological function of the protéiirat may be important for its role in disease. &ssay is also useful in drug
discovery to identify drug candidates that intezfesith protein interaction. Our ProteinChip Systeanable the researcher to
perform guantitative and protein interaction asdayselecting a limited number of chemical or biewtical surfaces and
optimizing the conditions for a particular typeasisay. We believe assay simplification will spagttfional validation of
discovered biomarkers for both diagnostic and dlisggovery applications. Currently, researchers takay weeks or months to
accomplish this process using conventional tectgieto We believe our ProteinChip technology camcedhis process to days
or even hours.

. Novel, Higl-Speed Protein Purification and Productic Researchers seek rapid purification of prot&ims either native
biological sources or from "gene to protein" biatadly manufactured proteins in order to condudtibaesearch. Drug
developers need to obtain large quantities of prstef interest for target discovery, validatiorddarge-scale production of
therapeutics. Ciphergen's ProteinChip Systemsugirehe application of gradient wash conditionthschromatographic
surfaces of these arrays, which produces a step-eligion of retained compounds, may allow "on-tloiptimization and
purification of proteins in hours or days versuselseor months using existing methodologies. Thechip" optimization
method is akin to that accomplished while utilizocgumns for liquid chromatography separationsthatmethod allows for
purification using only microliters of biologicahsple versus milliliters of biological sample, ahis thus particularly useful as
"predictive protein chromatography"” in large-sgadeduction. Ciphergen's new method of purity analiscalled ProteinChip
Retentate Chromatography—Mass Spectrometry ("RC}M3phergen also offers sorbents and chromatograpdducts and
services in the application of "predictive protehlromatography” or scaling up of the "on-chip" op#ation and purification
process achieved using RC-MS.

Our Market Opportunity

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

. Basic Biology Researc Basic biology research laboratories focus enstiudy of general biological processes anc
understanding of the molecular basis of diseasest Mithe techniques used by researchers in basamgly research to study
proteins are labor intensive or have limited anedytcapabilities. We believe that the ease ofarsg problem-solving versatility
of our ProteinChip Systems may enable biologisigetdorm proteomics research at their workstatiarthe laboratory.

. Clinical Research Clinical research is focused on associatingicdi disease symptoms to changes in certain pioteithe
disease state versus in the normal state. In daingesearchers seek to identify markers, manyhaftware proteins, or patterns
of multiple markers that can be used to diagnoseadies early, assess treatment response and niggatorent progress.
Currently, physicians pursuing clinical researdkla flexible, integrated, standardized tool tofgen protein biomarker
discovery. We believe that our ProteinChip Systant collaborative services may enable researcheeptdly discover protei
biomarkers and to develop these biomarkers intdoell diagnostic tests. Through our Diagnosticsigddn, we are pursuing the
development of such diagnostic tests.



. Pharmaceutical Drug Research and Developmen# current bottleneck in drug research is seaondcreening, during which
drug lead candidates are validated by researcisérg atomplex biological assays in which markersused to assess biological
responses to varying compounds, dose levels ardit@mnrs. Current assay systems often have pooiifspg are usually labor
intensive and require substantial development timeddition, it is estimated that approximately@bf drug development
failures now occur in toxicology, or the study bétnegative or harmful effects of a drug, in which availability of useful data
is hampered by similar issues. We believe a lagikrotfein biomarkers currently limits the ability ifsearchers to adequately
evaluate drug target function, cell pathway analgsid toxicological and therapeutic effects thraughhe drug development
process. We believe our ProteinChip Systems ardbmhtive services can substantially improve pnédl development and
clinical trial effectiveness by greatly expandihg use of protein biomarkers.

. Pharmaceutical Production Process.Another current bottleneck appears in drug tgment and production. The most
popular current method for preparative separatfgrrateins is liquid chromatography ("LC"). In L&glid sorbents, which have
complementary physicochemical properties to prasteirinterest, are employed for selective adsonpfi@ design an LC prote
separation process is not a trivial operation, hareout rather a relatively long and systemats tauilt essentially on a trial
and error approach. The application of our ProthipGystem—the RC-MS method—is a rapid alternatiethod that
consumes minimal sample yet predicts optimal seéjparaonditions for large-scale LC purification mfoteins from complex
biological matrices. Furthermore, we can offer process chromatography products and services iadtual large-scale
application of the preparative protein separationditions as determined using our ProteinChip Syste

. Diagnostics. The in vitro diagnostics industry consists ppeximately 200 immunoassay tests, which prinéypadnsist of
single protein biomarkers. Diagnostic assays thatimited to the detection of a single proteireofhave limitations in clinical
specificity (true positives) and sensitivity (troegatives) due to the complex nature of many déseasd the inherent biological
diversity among populations of people. Over thé saseral years, we have been pursuing the disgmfgranels of biomarkers
that may yield improved clinical predictivity andlity, and have formed a Diagnostics Division tevelop these potential
assays.

Business Strategy

We intend to establish our ProteinChip 8yt as an enabling technology platform for proédmarker discovery and proteomics
research in the basic biological research, climieséarch, and pharmaceutical drug discovery anelaigment process markets, and as an assa
platform in the in vitro diagnostics market. Kegmelents of our strategy are to:

. Accelerate Awareness and Acceptance of Our ProtepSystems. We intend to focus on expanding the installasebof our
ProteinChip Systems with leading academic, govenminmharmaceutical and clinical research laboraotd promote awarene
and acceptance of our technology. In addition, wWeswpport the use of our ProteinChip Systemsulgfocustomer education
and training as well as customer collaborationshsas those with Pfizer and Novartis, to increaseapplications and use of our
ProteinChip Arrays. Further, we intend to pursumgtercialization of our products through our owresand marketing
organization in North America, Western Europe, diagrad China, and through distributors or salesesgntatives in selected
other parts of the world, including Australia, Mgdéa, New Zealand, Singapore, South Korea and Taiwa

. Expand Product Development and InnovationWe intend to expand the scope of our produdfg®m by continuously
developing new products and applications baseduof®ooteinChip technology. We believe that by extiag the applications «
our technology and products and

increasing their functionality, we will promote thee and acceptance of our ProteinChip System#lngly researchers. The
ProteinChip products we are currently attemptingdeelop include higher performance proteomicsesystand easier to use
versions of our proteomics systems that can belyigged by researchers in the laboratory. Recearngies of new products
and applications introduced in 2003 include ouedattion Discovery Mapping™ platform for proteitidraction studies on
ProteinChip Systems, ProteinChip SEND arrays whighinate the need for matrix and provide enharioedmolecular weight
detection, and the CiphergenExpress™ databaseifomated biomarker discovery, validation and assafroteinChip
Systems.

. Expand into the Process Proteomics MarketWe intend to leverage the use of RC-MS anddimr@hip Systems to promote the
sale of our chromatography sorbents for large-guait#ication of proteins. Ciphergen and BioSepaadintegrated their sales
and marketing organizations and are offering adifroducts to address process proteomics, angéngemarket driven by
pharmaceutical company demand to produce protein®$earch, development and therapeutic manufagtpurposes.

. Establish and Operate Biomarker Discovery Centdvdratories. Both directly and through partnerships, weridtéo
continue establishing and operating our Biomarkisc@very Center laboratories, which provide SEL&iHnology-based
research services. By performing contract reseamajects and engaging in research collaboratioesntend not only to foste



further adoption of our products and technologgméndustry standard, but also to generate revepwbtaining some
combination of fees and commercial rights relatedibmarkers discovered in our Biomarker Discoveégnter laboratories in
exchange for performing research services. We\eligat these biomarker discoveries may have ditgnand/or therapeutic
utility. We also believe that our Biomarker Discoy€enter laboratories may accelerate biomarkendisry and validation in
both pharmaceutical drug discovery, toxicology alwical trials, and in clinical research laboraést We plan to deploy the
prototypes of our latest technology and protocolsaintain and extend a technological advantageliirBiomarker Discovery
Center laboratories. Examples of research colldlmosbeing conducted through our Biomarker Discp¥eenter laboratories
include HIV research with the Aaron Diamond AIDSsRarch Center, cancer research with Novartis, aldgnary disease
research with Pfizer.

. Enter the Diagnostics Market with Proprietary Assay For the last several years, Ciphergen has tisenvering and filing
patents on biomarkers and patterns of biomarketsatte associated with various diseases and otliieolpgic states. Initial
areas of focus have included various cancers dsweleurological, cardiovascular and infectiousedses. The clinical
guestions we have been researching include eatdygtilen, treatment response, monitoring of disgaegression, prognosis and
others. We recently formed a Diagnostics Divisiehpse principal goal is to develop certain of thieieenarker discoveries into
assays delivered on the ProteinChip platform tbatccbe used to improve patient care.

. Expand Our Intellectual Property Portfolio. We include many issued, allowed and pendingrgaton the SELDI technology,
ProteinChip Systems, Arrays and Software, and chtography sorbents in our current patent portf@iog intend to expand
this portfolio in several areas of technology rethto our business, including applications of SEtdahnology, biomarker
discoveries and sorbent technology. We intend tdicoe to develop our proprietary technologies praprietary infrastructure
in support of our existing SELDI technology andahotography sorbents. For example, we intend teldpwew surface
chemistries for our ProteinChip Arrays, enhancesiémbur ProteinChip Readers and advances in alysis and database
ProteinChip Software, in order to broaden the rasfggpplications and opportunities that researchansaddress. We intend to
continue to license and acquire technologies from

others that complement our core capabilities anratect our proprietary technologies with patertd trade secrets.
Our ProteinChip Technology

Our ProteinChip technology is based on SEbich combines laser-based molecular weightadite with the use of a chemically or
biochemically active biochip array surface congeddrom proprietary-treated metal. Our ProteinGbighnology enables researchers to apply
a crude biological sample, such as whole bloodssué, directly to the surface of a ProteinChipaériThese ProteinChip Arrays are designed
to select desired proteins from the sample thraftihity capture, which employs chemical processesiochemical targets such as receptors,
antibodies or DNA probes. Researchers then wask dvearemainder of the unused sample with a vaoégolutions with varying stringency
conditions, depending on the type of test perfornidnis enhances the signal of the proteins of @sieon the biochip by reducing signals from
unwanted biomolecules that would otherwise obstheemeasurement results. The purified sample proteimain evenly distributed on the
surface of the ProteinChip Array. This even disttibn allows the researcher to accurately measutlegaantify the proteins.

The researcher then places the Protein@igy in a specially developed laser-based, mokronkight detection analyzer, or ProteinChip
Reader. The ProteinChip Reader uses a laser beaate&se the retained proteins from the Protein@hipy surface. The ProteinChip Reader
accelerates the retained proteins and guides theuagh a flight tube under vacuum to a detectoe fiitne of this flight is directly related to 1
exact molecular weight of each protein. This prec@bws the molecular weight of a sample proteibé determined by the researcher.

The researcher generates protein exprepsifites by examining the samples collected wiffedent affinity-based ProteinChip Arrays
different stringency washes, and collecting therimfation under the different conditions. Using BuoteinChip Systems, researchers can
compare protein expression profiles from differganples, such as disease versus normal statedispiady differences in the proteins
expressed. Proteins that are differently exprebstte disease versus normal state may be newntidte relevant protein biomarkers.
Researchers can then process proteins of intaneship to:

. obtain sequence identificatio

. detect secondary modifications of protei

. identify protein interactions;

. guantitatively measure protein concentrations; and
. perform assay:

Our ProteinChip Systems and Related Products



Ciphergen'BroteinChip Systemare fully integrated platforms consisting of a Rio€Chip Reader to read ProteinChip Arrays and our
proprietary ProteinChip Software to analyze and aganprotein-based information.

The ProteinChip Reader is a laser-basetkaular weight detection system designed for ugk ed@nsumable ProteinChip Arrays, which
are biochips containing chemical or biochemicatlig sites. We designed our ProteinChip Readeetoded in the laboratory by basic
biology researchers. Our ProteinChip Reader canefsa nitrogen laser, high-speed digital electsna vacuum system and a standard
personal computer with our proprietary ProteinChgftware for system control and data analysis.

Our ProteinChip Software is designed tdlifate system operation by biology researcherswit experience in molecular detection
systems and minimal experience in protein analyl$is. software

allows fully automated operation of the ProteinC8istems with graphic data presentation and arsatgaidouts in familiar formats for the
biologist, such as those displayed by gel elecvogdis systems. Our ProteinChip Software enabféerelntial protein expression analysis by
automatically comparing protein profiles and highting differences in protein expression. Our Rr&t@ip Software provides researchers v
Internet access for rapid database searches, \fdtiitates protein identification. Furthermore rdroteinChip Software allows researchers to
perform quantitative protein interaction assays.

In May 1999, we commercially launched thet®nChip System, Series PBS II, which we nowré&deas the ProteinChip Biology Syste
In December 2001, we announced the introductidh@froteinChip Biomarker System which extendscepmbility of a ProteinChip Biology
System by incorporating Biomarker Patterns™ Sofénaard ready-to-use profiling kits. The system sigiged for advanced protein expression
profiling and serves as a versatile clinical pratés platform for scientists in clinical diseasel @oxicological research, pharmaceutical
research and development, and clinical diagnodtic®ctober 2002, we introduced the ProteinChipoBibmarker System, which consists ¢
ProteinChip Biomarker System, a ProteinChip Autdkraand a Biomek® 2000 Workstation, to increasepsartimroughput and automate the
reading of arrays.

OurProteinChip Arraysare typically used by researchers for protein esgiom profiling, characterization and quantitativetein
interaction applications. Our ProteinChip Arraysisist of a metal surface with multiple sample spdie treat these spots with our proprietary
coatings that are designed to capture certain ilesnif proteins. We offer two standard types oft€iriChip Arrays. One type has ready-to-use
chemical surfaces. This type is particularly usé@fyderforming differential protein expression. Tdther type has pre-activated surfaces that
customers use to make their own customized bioatemaurfaces. This type is particularly useful intpin interaction studies. We are not
required to customize our ProteinChip Arrays to telient specifications. Researchers use both tgp&soteinChip Arrays to perform protein
identification and characterization.

OurBiomarker Patterns Softwaie designed to automate pattern recognition-basgidtical analysis methods to correlate protein
expression patterns from clinical samples with asgephenotypes. This multivariate data analystsvaoé solution addresses a key component
of the biomarker discovery process. A major beradfthe ProteinChip platform is in the discoveryamwrrelation of multiple biomarkers in a
population of samples to rapidly validate clinidalicological and cell pathway pathology. As wias tase in the development of DNA array
technology, the flood of data produced by the imsnt makes informatics tools critical to interprgtthe results. This software package
combined with an updated "Biomarker Wizard" modul¢éhe core ProteinChip Software package automigtimentifies multiple protein pea
that correlate with phenotype differences betwesnges.

CiphergenExpress™ DataManagera new software offering that provides a clisatver, relational database system for manageme
analysis of ProteinChip System data. High througlepllection and analysis of multi-dimensional SHIdata requires managing data related
to samples, ProteinChip Arrays, reagents and spebtr meet this need, CiphergenExpress DataMamageides advanced data handling, data
mining and analysis capabilities to allow rapidicewiated analysis of multiple experiments over rplétconditions to identify potential
biomarkers.

OurProteinChip Tandem MS Interfageas introduced in May 2001. The ProteinChip Tandé®interface can be affixed to certain
tandem mass spectrometers and thereby allow arcbeedo gather data regarding a biological sarapieg both ProteinChip Arrays and
tandem mass spectrometry. The ProteinChip Tandenmié&ace allows for biochip-based identificatistadies, epitope and phosphorylation
mapping, and protein interaction analyses withnaéan mass spectrometer.

A customized version of Beckman CoultBiemek 2000 Workstatiomnas first sold by us in late 2001. Available exélety through
Ciphergen, the Biomek 2000 is a device that autesiquid
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handling when used in combination with Cipherg&@-well and 19-well ProteinChip Array processors. Sample througltam be increase



five-fold or more while improving reproducibilitysing this robotic accessory. In addition, the Bi&@800 can be used to perform sample
fractionation procedures prior to chip binding,ghncreasing the number of proteins detected fraoh sample.

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

ProteinChip Systems and related produatsribmited approximately 75%, 62%, and 61% of reeeim2001, 2002 and 2003, respectively.
Our Bioprocess Products

Ciphergen's Bioprocess Products Group bestechnical competencies in the area of compésitenic and inorganic) material and
biological separation sciences. For over 25 yd&iaSepra has focused this expertise on the devedapand use of chromatographic sorbents
for large-scale manufacturing of natural and recioianttt proteins, vaccines and antibodies. BioSepmtgposite chromatography sorbents
combine very rigid and stable base materials wiig Ibinding efficiency hydrogels to yield produtisit are physically strong and chemically
stable with high binding capacity and excellentassafion properties. These unique composite sorlerable biopharmaceutical manufacturers
to produce biological drugs more quickly, reduceragional costs and improve product quality. Theadrtechnology base on which these
sorbents are based also allows functionalizatiom fwide variety of applications.

Among the most recent and promising teabgiek within the Bioprocess Products Group's prodfferings are industrial sorbents based
on the use of dual-mode and mixed-mode interactimas"affinity" ligands. The application of thesehnologies makes it possible to develop
unique separation mechanisms, which can give ci®highly efficient alternatives to traditional theds. We recently completed the
development of promising new technologies for atippurification and expanded bed chromatographyhfe capture of target molecules
from unclarified feed streams. Additional complen@en technologies are being studied to completes#t®f modern separation tools devoted
to downstream processing. These include approdohesocess development combining chips and beladsg avith selectivity screening
methods.

Ciphergen's Bioprocess Products Group haisi@range of products suitable for biopharmacalifproduction. Many of our sorbent
brands such as Spherosil®, Spherodex®, Trisactyl®pgel®, HyperD® and HyperCel® are currently usedhe clinical production of
biopharmaceuticals, including full-scale manufaictyiof FDA-registered products in both North Amerend Europe. We have been able to
combine chromatography development expertise with[8-based ProteinChip technology to begin a nepraach to protein purification
called "process proteomics". This new approach éoeshthe previously separate operations of putificeoptimization and protein analysis.
This single-step, on-chip approach offers the paeto dramatically accelerate and simplify purition development and analysis.

Our process chromatography sorbents aatieeprocess proteomics services contributed appedaly 14%, 26% and 25% of revenue in
2001, 2002 and 2003, respectively.

Diagnostics Division

Ciphergen's Diagnostics Division is dedécktio the discovery of protein biomarkers and pan€biomarkers, and their development into
protein molecular diagnostic tests that improvegmatcare. We also provide collaborative researchdevelopment services through our
Biomarker Discovery Center laboratories for bionsarttiscovery for new diagnostic tests, as welllzarmacoproteomic services for improved
drug toxicology, efficacy and theranostic assays.
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Beginning in 2000, we established the fafsh series of Biomarker Discovery Center labaiagand established a major research
collaboration with the Johns Hopkins University 8ahof Medicine with the intention of employing tReoteinChip technology to discover
biomarkers and develop assays based on panelsrmftiers, which might have greater predictive potlvan single marker tests. We believe
that biomarkers and their use in diagnostics aterpable. While many of our initial diagnostic raseh efforts have focused on the early
detection of various cancers, we also have acis@uery programs underway for neurological, cardszular, infectious, and other diseases.
These programs are designed to address a varietinimfl questions including early detection, dise treatment response, monitoring,
classification and prognosis.

Our most advanced research project iserfigid of oncology. During 2003, we and our codiedtors at the Johns Hopkins University
School of Medicine completed a multi-site study é&gjmg over 500 patient serum samples, in whichudtirmarker panel was identified that
may have utility in the detection of ovarian cangerticularly with respect to early stage canckem early detection has been shown to
dramatically improve patient survivability. Thisudiy also led to the discovery of several interacprnoteins that may provide additional
diagnostic information, allowing us to pursue nexgraues for assay improvement and obtain furtheerstanding of the biological pathway:
ovarian cancer. We have now commenced a validatisdy using over 1,000 samples obtained from nialfies around the world.

If we are successful at discovering bioreaskand panels of biomarkers that have diagnostlity ujour commercialization strategy
includes partnering with other parties to assishendevelopment and commercialization of ourahitésts. Potential partners could incl



clinical reference laboratories and/or traditioimavitro diagnostic companies with the infrastruetin place to commercialize such tests.

We believe our Biomarker Discovery Cengdrdratories, which provide SELDI technology-basskarch services, and which we are
operating directly and through partnerships anehtlielationships, can foster further adoptionwfgroducts and technology as an industry
standard and generate revenue by obtaining sombication of fees and commercial rights relateditortarkers discovered in our Biomarker
Discovery Center laboratories in exchange for petfog research services. We intend to discoverciiaglacterize new protein biomarkers and
patterns of biomarkers from biological samples fted by our current and future collaborators. Wkelve that our Biomarker Discovery
Center laboratories may accelerate biomarker aomhdniker pattern discovery and validation in phamuogical drug discovery, toxicology and
clinical trials, and clinical research laboratoriédge intend to deploy the prototypes of each nextegation ProteinChip System and other
specialized equipment, software and protocols tmtag and extend a technological advantage inBiomarker Discovery Center laborator

Our Biomarker Discovery Center laboratohiage established project contracts with the Jétopkins University School of Medicine, t
Prostate Cancer Center at Eastern Virginia Medcabol, the Aaron Diamond AIDS Research Centeryélsity Health Network (Canada)
and other academic and government institutions necercial biotechnology companies and pharmaceutimapanies, including Biosite, Pfizer
and Novartis. These project contracts specify ypeg of samples that will be analyzed, outlineviloek to be done, and specify a fee and/or
license rights for discoveries arising from thejpects. We have commercialization rights to certiéfined discoveries under many of these
collaborations.

Our Biomarker Discovery Center laboratopesform agreedpon analyses of customer samples in order toreiiseover biomarkers a
biomarker patterns for a variety of differentiadssification and predictive purposes, or sequeadgcplar proteins to obtain a probability of
match between known and unknown proteins, or ak@tation that the protein has not been previoidaytified. The terms of a project
contract include a fee payable to us for a spet#igalysis plan on a defined sample set and génarelude a license to us for medical uses of
biomarkers discovered in such
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projects. We cannot currently estimate the comraksignificance of rights to biomarkers that we naaguire. We expect that our Biomarker
Discovery Center laboratories will extend the asalygapabilities of our customers, thereby increasiwareness of the range of our
technologies and thus increasing sales of our Pk Systems.

While most of our Biomarker Discovery Cententracts are fee-for-services arrangements,ntered into an agreement with the Israel-
U.S. Binational Industrial Research and Developnfrenindation ("BIRD"), which provided funding forsearch we were undertaking with
Mindsense Biosystems, Ltd., using our SELDI tecbgyglto discover potential biomarkers for the diagis@nd monitoring of major
depression. Our funding from BIRD ended in 2003vd®eie from the BIRD grant totaled $128,000 in 2@1129,000 in 2002 and $106,000 in
2003.

We sponsor research at various institutiolduding Johns Hopkins University and the Easdirginia Medical School. We spent
approximately $1.1 million in 2001, $1.3 million 2002 and $1.2 million in 2003 in the form of cashuipment and consumables on such
sponsored research.

We lease facilities for our Biomarker Digeoy Center laboratories in Copenhagen, Denmarkdlvern, Pennsylvania, in Yokohama,
Japan and as part of our headquarters facility@mént, California. We have hired managerial anerdific staff for these facilities and will
evaluate the establishment of additional BiomaBscovery Center laboratories in the future. We gisovide financial and technical support
for a Biomarker Discovery Center laboratory atdbéns Hopkins University School of Medicine.

Sales and Marketing

We utilize a direct sales force in North émca, Western Europe, Japan and China. Our sedegss involves on-site applications
problem-solving, scientific publications, produetndonstrations, seminars, exhibits, conventionsma@etings, word of mouth, direct mail,
advertising and the Internet. We have designedal@s process to increase market awareness ofateirfChip Systems, Biomarker
Discovery Center services and chromatography stsband promote acceptance of our products andtesrv

Our sales force includes program managérs,all have sales experience, and field reseanielmtists, most of whom have Ph.D. degrees
in biology or biochemistry. Generally each prognamanager works with a team of one to three fieldrtists. The primary responsibility of the
program manager is to manage sales efforts. Theapyiresponsibility of the field research sciensb provide solutions to biological
problems for our customers and sales prospectaghrapplications development, scientific semingigt scientific publications with
customers and product demonstrations. In additi@nfield research scientists serve as our prirfialy representatives for afteales custom:
service and technical support. As of February 2842 we had 32 program managers and 43 field relssaientists.

We formed Ciphergen Biosystems KK in Jaipafanuary 1999 as a joint venture with SumitomopGration to distribute our products in
Japan. The joint venture agreement is for ten yieans January 1999. We originally invested $315,8880% of Ciphergen Biosystems KK.
In March 1999, we signed a distribution and margtgreement granting Ciphergen Biosystems KK xoéusive right to distribute our
products in Japan for ten years, and we were &8 900 by Ciphergen Biosystems KK. In August 2002 exercised our right to purchase



additional 40% at a cost of approximately $446,0@1,including cash recorded from the resultingitesss consolidation, bringing our
ownership interest in Ciphergen Biosystems KK t&67@e are responsible for providing Ciphergen Bstsgns KK with its working capital.

We have also established relationships digtributors who cover Australia, Malaysia, Newalnd, Singapore, South Korea and Taiwan.
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Our sales and marketing organization dsetfruary 29, 2004 consisted of 144 employees, &&ofm have Ph.D. or M.D. degrees. We
intend to increase the size of our sales and matketganization in North America, Western Eurogegan and China over the next 12 mor

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 19, "Segment Infolonatind Geographic Data."

Existing Customers

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

Pharmaceutical and Biotechnology Academic and Government

Abbott Laboratorie:
Abgenix

Amgen

AstraZenec:

Aventis

BASF

Bayer

Becton Dickinsor
Bristol-Myers Squibk
Boehringer Ingelheir
Centocor

Cephalor

DSM Biologics

Eli Lilly

Genentecl

Genetics Institut
GlaxoSmithKline
Human Genome Scienc
Innogenetic:

Janssen Pharmaceutic
Johnson & Johnsc
MDS Pharme
MediGene

Merck

Mitsubishi Welpharm:
Neurochen
Neurogenetic:
Novartis

Novo Nordisk

Orion Pharmaceutica
Pfizer

Pharmaci

Proctor & Gamble
Purdue Pharmaceuticz
Quest Diagnostic
Roche

Sankyo
Scherin¢-Plough
Seronc

Sumitomo Pharmaceutice
Syngente

Takeda Chemice
Tanabe Pharmaceutic:

Aaron Diamond AIDS Research Cen
Academic Medical Center of Amsterde
Brigham and Women's Hospit

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 Foundat
Imperial College Prion Un

Indiana Universit-Purdue University
INSERM

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

MD Anderson Cancer Cent

Medical College of Georgi

Medical Research Council (Cambridc
Mount Sinai Medical Schoc

National Cancer Cent-Japar

National Institutes of Health, National Cancer ituse
Osaka Universit

Pasteur Institut

Riken Brain Science Institu
Rockefeller University

Royal Free Hospite

Rutgers Universit

Stanford University

Thrombosis Research Institt

Tokyo University

University of Arizong

University of California, Los Angele
University of California, San Francis:
University of Notre Dam

University of Southern Californi
University of Uppsal:

US EPA



Wyeth Virginia Prostate Cente
Yamanouchi Pharmaceutic: Wright State Universit

No customer accounted for more than 10%uofrevenue in 2001, 2002 or 2003.
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Research and Development

Our ProteinChip System is a single techgwlplatform, which we believe can be easily optiedZor use in many markets. This flexibil
allows us to rapidly introduce new applications @nalducts that can be transferred from one fieldrtother. We have ongoing technology
development programs for our ProteinChip Arraystemals, surface chemistries, high-density biodbiinats and manufacturing processes. In
applied research, we are developing new applicatiolifferential protein expression, quantitatpretein interaction assays and protein
characterization. Research and development effeldsed to our ProteinChip Readers include researbigh-sensitivity detection and
guantitation, as well as improvement in systemltgigm and mass accuracy. We are also developingSteLDl-based accessories for high
resolution, tandem mass spectrometry, whose cafpebilill further enhance our ProteinChip SystelVe have worked on improvements to
the ProteinChip Tandem MS Interface to increassitieity significantly when compared to other lasksorption/ionization ("LDI") Qg-TOF
devices. We introduced new matrices for LDI Qg-T&alysis to extend the utility of this approachadtidition, we have ongoing software
development projects to further improve the funwdiity, expand the applications, and strengtherdtiia management capabilities of our
ProteinChip System.

The acquisition of BioSepra and its relatsthnologies has further allowed us to pursue ctemistry developments. Our research and
development efforts have included demonstratioasptoteins retained on our ProteinChip Arrays wihtain chemistries and surfaces
resemble the ones isolated using beads. We sgehkrmote and improve the prediction of ion exchasgaration chromatography conditions
using our ProteinChip Systems. We are also workingew developments associating beads and bioatopsnly for prefractionation of
proteins, but also for improved protein-proteirenaiction applications.

In addition to pursuing research and dgualent related to our research tools business, @mgridstics Division is using our Biomarker
Discovery Center laboratories to attempt to discgretein biomarkers or patterns of biomarkers thay have diagnostic and/or therapeutic
utility, and to develop them into assays.

Manufacturing

We design, manufacture and distribute fiQleip Systems and Arrays, including related inseatation, consumables, accessories and
software, at our Fremont, California facility, whits registered under ISO 9001:2000. For certampmments of our ProteinChip Systems, we
rely upon suppliers, including Stanford Researcst&@ys, which also performs specified design sesvicecertain components of our
ProteinChip Readers. We perform final assemblyaulity control on our ProteinChip Readers in agility. We purchase customized
extruded aluminum for our ProteinChip Arrays frorthied-party supplier. External vendors etch ansibeoat our ProteinChip Arrays. We
apply all chemistries to the ProteinChip Arrays @edorm in-process and final quality control at éacility. We outsource the manufacture of
ProteinChip Tandem MS Interfaces to a contract faarturer in Reno, Nevada. We develop software torRroteinChip Systems in-house,
and provide multivariate data analysis softwareulgh an OEM arrangement with Salford Systems. Vplga robotic accessory for sample
processing through an OEM arrangement with Beck@wmulter. We intend to continue and may expand tieasntracting portions of our
manufacturing processes when we believe it leverfiye suppliers' manufacturing expertise, reduostsr improves our ability to meet
customer demand. The raw materials and componetstiggjuired in our manufacturing operations gdhease readily available. However,
we use single-source suppliers for some key conmerand manufacturing services, and finding alterrandors for these items could be
difficult.
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Through our wholly-owned subsidiary BioSeprve manufacture chromatography sorbents at ailityanear Paris, France, which was
built in 1999 and was specifically designed for deelopment and manufacture of sorbents. We peaww materials from well-established
chemical suppliers and from subcontractors for samque materials. The production is performed ediog to our ISO 9000:1994 registered
quality system standards that we intend to stidvietprove continuously as required and in respéageir customers' recommendations.
Manufacturing and quality control are performedaadmg to verified and approved standard operagpiregedures and the release of each lot is
done after a quality assurance review. Plant aadé&soutinely performed by the QA/QC groups ofjlapharmaceutical customers.

Intellectual Property

Ciphergen's intellectual property includgsortfolio of owned, co-owned or licensed patemd patent applications. This portfolio
increased significantly with Ciphergen's acquisitad BioSepra in 2001. As of December 31, 2003,matent portfolio included 34 issued U



patents, 93 pending U.S. patent applications antenous pending patent applications and issued {sateitside the U.S. These patents and
patent applications are directed to several aregscbnology important to Ciphergen's businessuidiclg our core SELDI technology and its
applications, protein biochips, sorbents, instrutagon, software and biomarkers. The issued patmsring the SELDI and RC-MS
technologies expire at various times from 20130ab& The issued patents covering BioSepra's pradessnatography technology expire at
various times from 2012 to 2018.

We derive our rights to the core SELDI tealogy through royalty-bearing sublicenses from &toilar Analytical Systems, Inc. ("MAS").
MAS holds an exclusive license to patents diretbettie SELDI technology from the owner, Baylor @gk of Medicine. MAS granted certain
rights under these patents to our wholly owned igiidnges, lllumeSys Pacific, Inc. and Ciphergen fAiremlogies, Inc. in 1997. Ciphergen
obtained further rights under the patents in 2008ugh sublicenses and assignments executed asf plaet settlement of a lawsuit between
Ciphergen, MAS, LumiCyte and T. William Hutchenggkther, the sublicenses and assignments provjaeejen with all rights to develop,
make and have made, use, sell, import, market tretwise exploit products and services coverechbypiatents throughout the world in all
fields and applications, both commercial and nomieercial. We are obligated to pay MAS a royaltyada 2% of SELDI-related revenues
recognized between February 21, 2003 and the eafl{® May 28, 2014 or (ii) the date on which themulative payments to MAS have
reached $10,000,000.

We hold licenses or options to license tddrers developed using SELDI technology, and rdlattellectual property. The institutions ¢
companies from which we hold such licenses or ogtto license include, among others, Eastern Miadihedical School, Johns Hopkins
University, Pfizer Inc., Aaron Diamond AIDS Resdaf2enter, University Health Network (Canada), QuEkrabeth Hospital (Hong Kong),
University of Texas Medical Branch, Géteborg Ungigr (Sweden), University of Kuopio (Finland), Ueisity of Louisville Research
Foundation, and Biosite Incorporated.

We have a license to customize and selimBitxer Patterns Software from Salford Systems. &ipn's intellectual property portfolio also
includes copyrights on our ProteinChip Softwarewa$l as registered U.S. trademarks for, amongrdtiiegs, the names "Ciphergen”,
"BioSepra" and "Biomarker Discovery Center", ouagnfly logo and the ProteinChip mark.

Competition

Although we believe that we are currently bnly company selling and delivering productsveih integrated separations and molecular
weight detection biochip platform for proteomicsearch, we expect to encounter intense compefitiom a number of companies that offer
competing products using alternative technologiés.anticipate that competition will come primarilpm companies
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providing products that incorporate establishetitetogies, such as gel electrophoresis, liquid miatography and mass spectrometry.

In order to compete effectively, we willeteto demonstrate the advantages of our Protein®gpems over alternative technologies and
products. We will also need to demonstrate thergiatteconomic value of our ProteinChip productatiee to these alternative technologies
and products. Some of the companies that provieleetbroducts include the Applied Biosystems divisibApplera, the Micromass division
Waters Corporation, Amersham Biosciences, Bio-Raldoratories, Bruker Biosciences, Perkin-Elmer, fweElectron Corporation and
several smaller reagent and equipment companiesiuue success will depend in large part on duilitgt to establish and maintain a
competitive position with respect to these andrieitechnologies.

Our bioprocess products business faces ettigm from established suppliers, most notablyeksiam Biosciences but also including
Bio-Rad Laboratories, Merck, Millipore, Tosoh antiers. Amersham Biosciences is the market leaddraviarge market share and presence
in the production of all U.S. Food and Drug Admirasion ("FDA") recombinant drugs approved to dé&tmersham Biosciences has a wide
selection of products, manufacturing economiesafesand a highly trained sales force. Our futueeess will depend on winning over
customers with superior or specialized processproics methods and products.

Our Diagnostics Division, in offering protaic research services through our Biomarker DisopCenter laboratories, may compete with
other companies offering proteomic services. Weeekpn increasing number of companies to provide services in the future. If our
Diagnostics Division is able to develop diagnossisays which have clinical utility, we will entéethighly competitive in vitro diagnostics
market. There are many large, established competitdhis industry including the clinical refereniaboratories, such as Quest Diagnostics
and Laboratory Corporation of America, and theitrawdial in vitro diagnostic companies such as Robregnostics, Abbott Laboratories,
Johnson & Johnson, Bayer Diagnostics, Dade BehBegkman Coulter and others. In addition, we maypete with smaller diagnostic
companies depending on the nature of the partitetr Our future success will depend heavily @nabcuracy and predictive power of our
potential tests, the cost of such tests, reimbuesgenand the marketing and distribution arrangesesfiich we can put in place.

In many instances, our competitors haweibhthave substantially greater financial, techhjcasearch and other resources and larger,
established marketing, sales, distribution andiserrganizations than we do. Moreover, competitoay have greater name recognition than
we do, and may offer discounts as a competitivecta@ur competitors may succeed in developing arketing technologies or products that
are more effective or commercially attractive tloamn products, or that would render our technologied products obsolete. Also, we may not
have the financial resources, technical expertisaarketing, distribution or support capabilitiescompete successfully in the futu



Environmental Matters and Laser Regulations

International, federal, state and localiszgments relating to the discharge of substantestiie 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 withlaaple environmental and laser and radiologicalltielaws and regulations. To date,
compliance with regulatory requirements concermngironmental matters and lasers has been accdragligithout material effect on our
liquidity or capital resources. We have not made,do we anticipate the need to make, materiatabpkpenditures to comply with
environmental and laser and radiological healttsland regulations.
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Government Regulation
General

The future activities of our Diagnosticsv/Bion are, or have the potential to be, subjecetulatory oversight by the FDA under
provisions of the Federal Food, Drug and Cosmeticahd regulations thereunder, including regulaigaverning the development, market
labeling, promotion, manufacturing and export of products. Failure to comply with applicable regmients can lead to sanctions, including
withdrawal of products from the market, recall$usal to authorize government contracts, produeuses, civil money penalties, injunctions
and criminal prosecution.

Generally, certain categories of medicaicks, a category that may be deemed to includengiat future products based upon our
ProteinChip platform, require FDA pre-market apgoer clearance before they may be marketed arod@lento commercial distribution.
Although the FDA believes it has jurisdiction t@uate in-house laboratory tests, or "home brettst have been developed and validated by
the laboratory providing the tests, the FDA has twtlate, actively regulated those tests. The ED@&s regulate as medical devices the "active
ingredients” (known as "analyte specific reagents’ASRs") of certain tests developedhiouse by clinical laboratories. ASRs generally dt
require FDA pre-market approval or clearance if/thee (i) sold to clinical laboratories certifieg the government to perform high complexity
testing, (ii) manufactured in compliance with tHeA"s Quality System Regulations, or QSRs, and l@ijeled in accordance with FDA
requirements, including a statement that theiryditall and performance characteristics have not les¢ablished. A similar statement would
also be required on all advertising and promotionaterials relating to ASRs, such as those usedritain of our proposed future tests.
Laboratories also are subject to restrictions enabeling and marketing of tests that have beerldped using ASRs. We believe that clinical
laboratory testing based upon our ProteinChip ptatf and any ASRs that we intend to sell to clihieference laboratories, currently would
not require FDA approval or clearance. The FDA maglicly stated it is reevaluating its ASR poliaydaregulations, and we expect that
revisions to these regulations will be implemeritethe near future and will have the effect of asing the regulatory burden on
manufacturers of these devices. The commerciadizaif our products and services could be impacyeloeing delayed, halted or prevented.
We cannot be sure that tests based upon our P@dtigiplatform, or a combination of reagents, wdt nequire pre-market approval or
clearance.

Regardless of whether a medical deviceiregirDA approval or clearance, a number of othli&A Fequirements apply to its manufactt
and to those who distribute it. Device manufactiraust be registered and their products listed thighFDA, and certain adverse events,
corrections and removals must be reported to th&.Abe FDA also regulates the product labelingppotion and, in some cases, advertising
of medical devices. Manufacturers must comply whth FDA's QSRs, which establish extensive requirgsnfor design, quality control,
validation and manufacturing. Thus, manufacture distributors must continue to spend time, mamay effort to maintain compliance, and
failure to comply can lead to enforcement actiome FDA periodically inspects facilities to ascartaompliance with these and other
requirements.

Diagnostic Kits

The Food, Drug and Cosmetic Act required thedical devices introduced to the U.S. markegss exempted by regulation, be the
subject of either a premarket notification cleasgraown as a 510(k), or a premarket approval, knasva PMA. Some of our potential future
clinical products may require a PMA, others mayuisgja 510(k). Other products, like ASRs, may benept from regulatory clearance or
approval.

With respect to devices reviewed through3mh0(k) process, we may not market a device antirder is issued by the FDA finding our
product to be substantially equivalent to a legairketed
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device known as a predicate device. A 510(k) susimismay involve the presentation of a substamthime of data, including clinical data,
and may require a substantial review. The FDA ngrgathat the product is substantially equivalerg predicate device and allow the proc



to be marketed in the U.S. The FDA, however, magrdeine that the device is not substantially edeaand require a PMA, or require
further information, such as additional test dateluding data from clinical studies, before iisle to make a determination regarding
substantial equivalence. By requesting additiomf@rmation, the FDA can further delay market introtion of our products.

If the FDA indicates that a PMA is requirfied any of our potential future clinical productise application will require extensive clinical
studies, manufacturing information and likely reviby a panel of experts outside the FDA. Clinidabges to support either a 510(Kk)
submission or a PMA application would need to beduzted in accordance with FDA requirements. Faitarcomply with FDA requirements
could result in the FDA's refusal to accept thexdatthe imposition of regulatory sanctions. Theae be no assurance that we will be able to
meet the FDA's requirements or receive any necgsgguroval or clearance.

Once granted, a 510(k) clearance or PMA@m may place substantial restrictions on howadryice is marketed or to whom it may be
sold. Even in the case of devices like ASRs, mdmwhich are exempt from 510(k) clearance or PMArapgl requirements, the FDA may
impose restrictions on marketing. Our potentialifatASR products may be sold only to clinical latories certified under Clinical Laboratc
Improvement Amendments of 1988, or CLIA, to perfdrigh complexity testing. In addition to requiringproval or clearance for new
products, the FDA may require approval or cleargre@ to marketing products that are modificatiofixisting products. We cannot assure
you that any necessary 510(k) clearance or PMAa@bmwill be granted on a timely basis, or at Biélays in receipt of or failure to recei
any necessary 510(k) clearance or PMA approvaheimposition of stringent restrictions on thedtilng and sales of our products, could have
a material adverse effect on us. As a medical dewianufacturer, we are also required to registédianour products with the FDA. In
addition, we are required to comply with the FDASRs, which require that our devices be manufadtanel records be maintained in a
prescribed manner with respect to manufacturirgiirtg and control activities. Further, we are reegiito comply with FDA requirements for
labeling and promotion. For example, the FDA prdkibleared or approved devices from being prom@iiedncleared or unapproved uses. In
addition, the medical device reporting regulatiequires that we provide information to the FDA wénegr there is evidence to reasonably
suggest that one of our devices may have causeshtributed to a death or serious injury, or tharé has occurred a malfunction that would
be likely to cause or contribute to a death ormesinjury if the malfunction were to recur.

Our manufacturing facilities are subjecp@riodic and unannounced inspections by the FDiAsaate agencies for compliance with Q¢
Additionally, the FDA will conduct a preapprovakipection for all PMA devices and in some case$1@(k) devices. Although we believe we
will be able to operate in compliance with the FR&SRs for ASRs, we have never been inspectedebly@A and cannot assure you that we
will be able to maintain compliance in the futufehe FDA believes that we are not in compliandthvapplicable laws or regulations, it can
issue a warning letter, detain or seize our pragussue a recall notice, enjoin future violatiamsl assess civil and criminal penalties against
us. In addition, approvals or clearances could tedrawn in appropriate circumstances. Failureamply with regulatory requirements or any
adverse regulatory action could have a materia¢estveffect on us.

Any customers using our products for ckhigse in the U.S. may be regulated under CLIA.Aislintended to ensure the quality and
reliability of clinical laboratories in the U.S. Imyandating specific standards in the areas of pesdaualifications, administration,
participation in proficiency testing, patient testnagement, quality control, quality assuranceiasylctions. The regulations promulgated
under CLIA establish three levels of diagnostidgesamely, waived, moderately complex and higlimplex, and the standards applicable
clinical laboratory depend on the level of thedesperforms. We cannot assure you that the Cleldutations and future administrative
interpretations of CLIA will not have a materiaha&ise impact on us by limiting the potential marfioetour potential future products.
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Medical device laws and regulations are alseffect in many of the countries in which weynan business outside the U.S. These range
from comprehensive device approval requirementsdane or all of our potential future medical deyiceducts, to requests for product dat:
certifications. The number and scope of these rements are increasing. Medical device laws andlatigns are also in effect in some states
in which we do business. There can be no assuthateve will obtain regulatory approvals in sucluewies or that we will not incur
significant costs in obtaining or maintaining fapeiregulatory approvals. In addition, export oftair of our products which have not yet been
cleared or approved for domestic commercial distidm may be subject to FDA export restrictions.

Employees

As of December 31, 2003, we had 341 fulletiemployees worldwide, including 135 in sales madketing, 100 in research and
development, 67 in manufacturing and 39 in admiati&tn. 66 of these employees are employed at Bi@Sd11 of our employees have M.D.
degrees or Ph.D. degrees in chemistry, biologyiarhemistry, and many are experts in software angiheering. We have also engaged an
additional 15 individuals as independent contractblone of our U.S. employees are covered by aaole bargaining agreement, though
many of our European employees are covered undienablabor agreements. We believe that our mtatiwith our employees are good.
Ciphergen's success will depend in large part orability to attract and retain skilled and expatded employees.

Available Information

Ciphergen routinely files reports and otiddormation with the Securities and Exchange Cossion ("SEC"), including Forms 8-K, 10-K
and 10-Q. The public may read and copy any masewalfile with the SEC at the SEC's Public RefeeeRoom at 450 Fifth Street, N.W.,
Washington, D.C. 20549. The public may obtain infation on the operation of the Public ReferencerRbg calling the SEC at-80(-SEC-



0330. The SEC maintains an Internet site that cosit@ports, proxy and information statements, @thér information regarding issuers that
file electronically with the SEC. The address @ftthite ishttp://www.sec.gov

Ciphergen maintains an Internet websitectvimicludes a link to a site where copies of ouruah report on Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, and aiments to those reports filed or furnished purst@a@®ection 13(a) or 15(d) of the
Exchange Act may be obtained free of charge as asgeasonably practicable after they are eleaatlgifiled with, or furnished to, the SEC.
These materials may be accessed by accessing bs#tevathttp://www.ciphergen.corand selecting "Investors." Paper copies of these
documents may also be obtained free of charge lingito us at Ciphergen Biosystems, Inc., Invefelations, 6611 Dumbarton Circle,
Fremont, CA 94555.

Code of Ethics for Executive Officers

We have adopted a Code of Ethics for Exee@fficers. We publicize the Code of Ethics foteeutive Officers by posting the policy on
our websitehttp://www.ciphergen.comWe will disclose on our website any waivers afamendments to, our Code of Ethics.
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ITEM 2. PROPERTIES

Our principal facility is located in Frentpalifornia. The following chart indicates theilties that we lease, the location and size of
each facility and its designated use.

Approximate
Location Square Feet Operation Expiration Date

Fremont, California 61,000 sq. f Research and development including Lease expires 2008
Biomarker Discovery Center laboratory,
manufacturing, marketing and sales,
administratior

Fresno, Californit 1,000 sg. f Research and developmt Lease expires May, 20(
Malvern, Pennsylvani 3,000 sq. f Biomarker Discovery Center laboratc Lease expires 20C

Reno, Nevad: 1,000 sq.f Research and developmt Lease expires 20

Woburn, Massachusel 3,000 sq. f Process proteomics laboratc Lease expires 20(C

Beijing, China 3,000 sq.f Sales, research and development, Lease expires August, 2004

technical support servici

Cergy-St. Christophe, 44,000 sq.f Research and development, Capital lease expires 2011, at which time

France manufacturing, marketing and sales, the property can be acquired for a
administratior nominal amoun

Copenhagen, Denmark 2,000 sq. f Biomarker Discovery Center laboratory, Lease expires 2006
sales

Goettingen, Germar 600 sqg. fi Sales Lease expires 20C

Guildford, England 4,000sq.f Sales Lease (signed in March 2004) expires

2010
Osaka, Japa 600 sqg. fi Sales Lease expires 20C
Yokohama, Japan 6,000 sq. f Biomarker Discovery Center laboratory, Lease expires 2005

sales, administratio

Zurich, Switzerlanc 600 sq. fi Sales Lease expires 20(C

Currently, we are not subleasing any ofé&acilities to anyone else. We intend to renesMélases or find comparable space for our
Beijing and Fresno facilities when those leasesrexp 2004. We also plan to add an additionalceffin China to support our growth in tt



market. We believe our other existing space wilsb#icient for our needs through the end of 2Gilthough we may decide to add to our
facilities if warranted by our growth during 200ddethereafter.

ITEM 3. LEGAL PROCEEDINGS

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a vbthesecurity holders during the fourth quarte2003.
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock has been quoted on thdadpNational Market under the symbol "CIPH" sirtte ¢ffective date of our initial public
offering ("IPO™) on September 28, 2000. Prior tatttime, there was no public market for our stddhke closing price for our common stock on
February 27, 2004 was $8.60 per share. The follgwable sets forth the high and low sales pricespare of our common stock as reported
on the Nasdag National Market for the periods iatid.

Sale Price
High Low

Fiscal 2002:

First Quarte! $ 82t % 5.2t

Second Quarter 6.9 2.517

Third Quarter 3.9¢ 2.3t

Fourth Quarte 3.8t 2.6¢
Fiscal 2003:

First Quartel 5.91 3.0t

Second Quarter 10.5¢ 4.3t

Third Quarter 13.71 6.71

Fourth Quarte 13.97 9.7¢

We currently expect to retain future eagsinf any, for use in the operation and expansioour business and do not anticipate paying
cash dividends in the foreseeable future. As oflraly 29, 2004, there were approximately 5,135 érsladf our common stock.

Sale of Convertible Senior Notes

On August 22, 2003, we closed the sale36fGmillion of convertible senior notes due Segieml, 2008, underwritten by SG Cowen.
Offering costs were approximately $1.8 million.drést on the notes is 4.5% per annum on the pehaipount, payable semiannually on
March 1 and September 1, beginning March 1, 2064.Motes are convertible, at the option of the émwldt any time on or prior to maturity of
the notes into shares of our common stock initiathg conversion rate of 108.8329 shares per $fi6ipal amount of the notes, which is
equal to a conversion price of approximately $$&0share. The conversion price, and hence theecsion rate, is subject to adjustment upon
the occurrence of certain events, such as stodk,spiock dividends and other distributions oraggtalizations. Because the market value o
stock rose above the conversion price betweendhiehe notes were priced and the closing datepagrded a discount of $2,676,800 related
to the intrinsic value of the beneficial conversfeature resulting from this price change and #w that the initial purchaser of the notes was
not required to purchase the notes until the ctpdiste. Immediately after the closing, Ciphergemicmn stock had a market price of $10.01
per share, or $0.82 per share higher than the csioveprice. The value of the beneficial converdmature was determined by multiplying this
difference in the per share price of Ciphergenfaroon stock by the 3,264,987 underlying shares. aimsunt will be amortized to interest
expense using the effective interest method owefitle-year term of the notes, or shorter periothinevent of conversion of the notes.

The notes are our senior unsecured obtigatand rank on parity in right of payment withadlbur existing and future senior unsecu



debt and rank senior to our existing and futuret tiedt expressly provides that it is subordinatethe notes. The notes are also effectively
subordinated in
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right of payment to our existing and future secutebt, to the extent of such security, and to abs&liaries' liabilities. The indenture does not
limit the incurrence by Ciphergen or its subsidiarof other indebtedness.

Ciphergen may redeem the notes at its optiowhole or in part, at any time on or after ®epber 1, 2006 at specified redemption prices
plus accrued and unpaid interest, provided thahttes will be redeemable only if the closing praé¢he stock equals or exceeds 150% of the
conversion price then in effect for at least 2@ing days within a period of 30 consecutive tradiiags ending on the trading day before the
date of the notice of the redemption. The 3,264 @8&tes that could be issued if all convertiblewemtes were converted into common stock
have not been included in the calculation of lossghare, as these potential common shares adé@nte. Upon a change of control, each
holder of the notes may require us to repurchasegar all of the notes at specified redemptiongxi@lus accrued and unpaid interest. The
debenture contains a put option that entitles tiiddr to require us to redeem the debenture ata pgual to 110% of the principal balance
upon a change in control of Ciphergen prior to Astg@l, 2004 (107.5% from September 1, 2004 thradugdust 31, 2005 and 105.0%
thereafter). We do not anticipate that the putaptwill have significant value because no changeootrol is currently contemplated.

The notes and underlying shares were gidtwith the SEC on Form S-3 on October 8, 2003.
Issuance of Common Stock to LumiCyte

On May 28, 2003, Ciphergen settled itgdition with Molecular Analytical Systems, Inc., Li@gte, Inc. and T. William Hutchens. As
part of this settlement, Ciphergen issued to LungCy250,000 shares of Ciphergen common stock,hwhizcs valued at $7.8 million. These
shares were registered with the SEC on Form S-Rioa 24, 2003.

Recent Sales of Other Unregistered Securities

We entered into a joint development agreemiéth Stanford Research Systems in February 18@3sequently amended in June 2000. It
provides for the issuance of Ciphergen common shasled upon the attainment of specified developméestones. No shares were issued
under this agreement in 2003. Additional sharesoaimon stock could be issued upon completion oftiadel milestones. We also granted
warrants to an equipment financing company in 188 1998, which were exercised in 2003, resultindpé issuance of 5,834 shares.
Warrants for 3,176 shares were canceled in 2008;arcants remain outstanding. These stock gramtsivamrants were not subject to
stockholder approval.

Securities Authorized for Issuance Under Equity Corpensation Plans

Ciphergen currently maintains three eqbiéged compensation plans that have been approvibe Isyockholders-the 1993 Stock Optic
Plan, which was approved by the stockholders ir818%l is referred to as the "1993 Plan," the 2@00kSPlan, which was approved by the
stockholders in 2000 and is referred to as the 0Z2@lan," and the 2000 Employee Stock Purchaseviah was approved by the stockholders
in 2000 and is referred to as the "ESPP".

. 1993 Plan. Certain stock option grants remain outstandingur officers, employees, directors and conststander this plar
However, the authority to grant new awards undergtan terminated in 2001. The Board of Direcimwatinues to administer
this plan with respect to the options that remaitstanding.

. 2000 Plan.  Stock option awards may be granted under ®@® Plan. The 2000 Plan is administered by, and eaard gran

must be approved by, the Board or a committeeeBibard. Persons eligible to receive awards uride2000 Plan include our
officers, employees, directors and consultantshé&igen's non-employee directors are also eligineértain
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automatic stock option grants under the 2000 plae. Board or a committee of the Board will deterenihe purchase price for
any shares of our common stock subject to an awadér the 2000 Plan, the vesting schedule (if appjicable to each award,
the term of each award, and the other terms andittoms of each award, in each case subject tdirtiigations of the 2000 Plan.

. ESPP. Subject to limits, all of our officers and elayees in the U.S. are eligible to participatehia ESPP. The ESPP
generally operates in successive 6-month purchaseds within 2-year offering periods. Participamtshe ESPP may purchase
common stock at the end of each purchase periagpatchase price equal to 85% of the lower of #rerharket value of the
stock at the beginning of the offering period a¥ #nd of the purchase period. The administrattheoESPP may allo



participants to contribute up to 15% of their éligicompensation to purchase stock under the plaESPP is administered by
the Board or a committee of the Board.

Summary Table. The following table sets forth, for each of R#ipgen's equity-based compensation plans, the numhlsbares of
Ciphergen common stock subject to outstanding optand rights, the weighted-average exercise pfiogtstanding options, and the number
of shares available for future award grants asexdfdmber 31, 2003.

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
security holder: 4,139,19(1)$ 5.2t 424,81°(2)
Equity compensation plans not approvec
security holder: — — 96,75((3)
Total 4,139,19. $ 5.2t 521,56°
| |

(1) Includes outstanding stock options for 988,671 ehander the 1993 Plan and 3,065,630 shares uml2000 Plan. Also includes
84,891 shares after giving effect to purchases utideESPP for the purchase period that will endlay 1, 2004 based on participant
contributions through December 31, 2003.

(2) Includes 494,254 shares for the 2000 Plan. On Jgriuaf each year during the term of the 2000 Plae total number of shares
available for award purposes under the 2000 Pl#inngrease by the lesser of (i) 2,150,000 sh&iigh% of the outstanding shares of
common stock on the last day of the immediatelg@déing fiscal year, or (iii) an amount determingdie Board. The aggregate
number of shares available for issuance under@d8 Plan increased by 1,400,000 shares on Januaf04. The data presented in 1
table was calculated as of December 31, 2003 aes wot reflect the January 1, 2004 increase. Askides a deficit of 69,437 shares
for the ESPP. On January 1 of each year duringetime of the ESPP, the total number of shares auaifar sales under the ESPP will
increase by the lesser of (i) 430,000 shares]l%i)of the outstanding shares of common stock otestteday of the immediately
preceding fiscal year, or (iii) an amount deterrdity the Board. The aggregate number of sharetabl@afor sale under the ESPP
increased by 290,795 shares on January 1, 2004 aad included in the table above.

3) 96,750 shares of common stock remain issuable apmpletion of development milestones by StanfordeRech Systems.
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ITEM 6. SELECTED FINANCIAL DATA

The following tables reflect selected sumyransolidated financial data for each of the fa& fiscal years. This data should be read in
conjunction with the consolidated financial statetseand notes thereto, and with Iltem 7, "Managem&iscussion and Analysis of Financial
Condition and Results of Operations" in this For@aKL

Years Ended December 31

2003 2002 2001 2000 1999

(in thousands, except per share date

Statement of Operations Data:

Revenue
Products $ 50,32¢ $ 33,56: $ 15,74. % 7,35¢ % 3,96:
Products revenue from related par — 827 1,19 1,06¢ 882
Services 8,04¢ 4,91( 2,11¢ Sille 16t

Total revenue 58,37 39,30( 19,04¢ 8,93¢ 5,01(



Cost of revenue

Products 17,02( 10,09¢ 5,51¢ 2,77¢ 1,35¢
Products revenue from related par — 334 434 587 30¢€
Services 3,56¢ 2,32¢ 664 11¢ 48
Litigation settlemen 7,251 — — — —
Total cost of revenu 27,84¢ 12,75¢ 6,61¢ 3,48( 1,70¢
Gross profit 30,527 26,54: 12,43t 5,45¢ 3,302
Operating expense
Research and developme 24,92( 20,75¢ 12,89t 7,47F 3,13¢
Sales and marketir 24,827 20,32: 14,30: 9,001 4,98¢
General and administrati\ 15,83: 15,00¢ 13,02( 11,32: 2,79¢
Amortization of intangible asse 82¢ 82¢ 65C 31¢ 36E
Write-off of acquired i-process technolog — — 1,00( — —
Total operating expens: 66,407 56,91: 41,86¢ 28,11¢ 11,29:
Loss from operation (35,88() (30,37() (29,43)) (22,667) (7,990
Interest and other income (expense), 672 1,391 3,76: 2,357 (56)
Income attributable to minority intere (139) (32 — — —
Loss before provision for income tax (35,34() (29,01) (25,66¢) (20,304 (8,04¢)
Provision for income taxe 1,407 61 143 — —
Net loss (36,747) (29,077) (25,817) (20,309 (8,04¢)
Dividend related to beneficial conversion featur@mferred stocl — — — (27,22%) —
Net loss attributable to common stockholc $ (36,74 $ (29,07) $ (25,81) $ (47,53) $ (8,04¢)
| | | | |
Basic and diluted net loss per share attributembtomon stockholders(: $ 21.31) $ (2.08) $ 0.9 $ 4.09 $ (1.26)
IEEEEEE——" S S S
Weighted average shares used in computing basidiandd net loss per share
attributable to common stockholders 28,15¢ 26,96¢ 26,51: 11,63t 6,397
| | | | |
As of December 31,
2003 2002 2001 2000 1999
(in thousands)
Balance Sheet Data
Cash, cash equivalents and investments in sea $ 4731¢  $ 4254. % 7712¢ % 107,63. $ 2,79¢
Working capital 51,97( 47,667 70,89( 108,02( 1,53%
Total asset 102,02t 87,61¢ 106,81¢ 118,94 6,84+
Long-term debt and capital lease obligations, includingent portior 31,86¢ 2,81¢ 2,61(C 84C 97C
Convertible preferred stock and warra — — — — 25,69«
Total stockholders' equity (defici 47,89: 68,35 93,22¢ 113,15: (22,93¢)
1) The share and per share data shown above havedsated to reflect Ciphergen's 0.43-for-one revstsck 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@bip Systems, which use patented Surface Enhdrasat Desorption/lonization ("SELDI")
technology. The ProteinChip Systems consist ofaaeffyChip Reader, ProteinChip Software and varacessories, used in conjunction with
our consumable ProteinChip Arrays. We market aficbse products primarily to research biologistimarmaceutical and biotechnology
companies, and academic and government reseamtatakies. In 1997, we acquired IllumeSys Paclfic,, which holds specific rights to the
SELDI technology for the life science research rearur first designed and manufactured systemPtb&einChip System, Series PBS I, \



available for shipment in the third quarter of 19871997, we also established a subsidiary inthé and began direct selling in Europe.
During 1999, we initiated an expanded marketinggmm and in May began shipping the ProteinChipe&ysSeries PBS I, the current
version of which is now referred to as the Protéip@Biology System. In 1999, we also establish¢airgt venture with Sumitomo Corporation
to distribute our products in Japan. During 2008,began offering research services and establBluadarker Discovery Center laboratories
in Fremont, California; Copenhagen, Denmark; andvita, Pennsylvania.

In 2001, we introduced the ProteinChip Baoker System, which utilizes sophisticated thirdiypaoftware to automate pattern
recognition-based statistical analysis methodscamklate protein expression patterns from clingaahples with disease phenotypes. We also
began selling the Biomek 2000 Workstation, a rabaticessory which is manufactured by Beckman Coaitd which has been optimized for
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 whinhnufactured 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 oifi in cash and the assumption of approximatel? $dllion in debt. BioSepra S.A., a
wholly-owned subsidiary of Ciphergen located neatid? France, currently has 55 employees who dpyetanufacture and market products
for the large-scale process chromatography marigpeovide related contracted services. We hawgated the BioSepra business into our
sales and marketing organization and are offerilmgesof products to address process proteomicenagrging market driven by pharmaceu
company demand to produce proteins for researsie|al@ment and therapeutic manufacturing purposes.

In 2002, we opened an office in Beijing,itzh hired local staff and began direct sellin@imna. On August 31, 2002, we increased our
ownership interest in Ciphergen Biosystems KK,thpanese joint venture we formed with Sumitomo @eaon in 1999, from 30% to 70%.
Shortly thereafter, we opened a Biomarker Discoveaenter laboratory at the Yokohama facility of Gipden Biosystems KK. In
October 2002, we launched the ProteinChip AutoBitkexaSystem, an automated version of our Proteip@Bimmarker System, which
incorporates an Autoloader and a Biomek robot togase sample throughput and automate the reatiig@inChip Arrays.

Since 1997, we have used our resourcesapitinto develop and expand our proprietary Pra@iip Systems and related consumables anc
to establish a marketing and sales organizatiocdormercialization of our products. We have alssdusur resources to establish Biomarker
Discovery Center laboratories to provide reseaethiices to our clients, to foster further adoptidrour products and technology and to
discover biomarkers that we seek to patent forrbatic and other purposes. In addition, we acquliedBioSepra process chromatography
business, which expanded our proteomics produdiméss. We also used our funds to establish ayemture to distribute our products in
Japan and to increase our ownership in the jointure to majority control. Since our
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inception we have incurred significant losses amdfeDecember 31, 2003, we had an accumulateditiefi$140.5 million.

Our sales are currently driven by the nfleediew and better tools to perform protein disggyeharacterization, purification, identificati
and assay development. In addition, many of outocosrs later enhance their ProteinChip Systemsddoaatomation accessories and adva
software. Most of the ProteinChip Systems soldunaustomers also generate a recurring revenuanstimm the sale of consumables and
maintenance contracts. As a result, we expectexanue to increase in 2004.

Our expenses, excluding stock-based conapiens have consisted primarily of costs incurmednanufacturing our ProteinChip Systems,
arrays and chromatography sorbents, including riadgetabor and overhead costs, marketing and saldgties, research and development
programs, litigation, and general and administeatiosts associated with our operations. We expgatast of revenue to increase in 2004 as
we sell additional units of our ProteinChip Systéxrays and chromatography sorbents, but to deeraas percent of total revenue as we
efficiencies from spreading our fixed costs ovgreater number of units. We expect our selling agps to increase in 2004 as we continue to
commercialize our products and expand our salegfe expect our research and development expandesrease slightly in 2004 as we
transition certain products into manufacturing tlyaoffset by increased efforts at our Biomarkes@ivery Center laboratories to discover,
validate and patent biomarkers that may have distgmand/or therapeutic utility. We expect our gahand administrative expenses to
increase to support the overall growth and complexfiour operations. As a result, we expect taiirlosses for at least the next year. Our
current level of revenue is insufficient for usaecome profitable. To become profitable, we wikdéo increase unit sales of our ProteinChip
Systems and Arrays, and chromatography sorbents.

We have a limited history of operations arelanticipate that our quarterly results of ogeret will fluctuate for the foreseeable future
due to several factors, including market acceptaficeirrent and new products, the length of thesalcle and timing of significant orders,
timing and results of our research and developraatts, the introduction of new products by oumgeetitors and possible patent or license
issues. Our limited operating history makes aceupatdiction of future results of operations difficor 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.Btock-based compensation for options gramt@dnsultants is periodically remeasured
as the underlying options vest.

Critical Accounting Policies and Estimates



Ciphergen's discussion and analysis diritmcial condition and results of operations aasdul upon Ciphergen's consolidated financial
statements, which have been prepared in accordetitaccounting principles generally accepted m thnited States of America. The
preparation of these financial statements req@ipkergen to make estimates and judgments thattaffe reported amounts of assets,
liabilities, revenues and expenses, and relatediodigre of contingent assets and liabilities. Cigka bases its estimates on historical
experience and on various other assumptions tedielireved 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 apparentfrother sources. Actual results may differ
from these estimates under different assumption®oditions.

Ciphergen believes the following criticataunting policies affect its more significant jumlgnts and estimates used in the preparation of
its consolidated financial statements. (See Naiéthe Notes to Consolidated Financial Statements.)
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Revenue Recognitic

We derive our revenue from primarily twaisges: (i) products revenue, which includes systerosessories, software licenses and
consumables, and (ii) services and support revemieh includes Biomarker Discovery Center and psscproteomics services, maintenance,
training and consulting revenue. As described befignificant management judgments and estimatest beumade and used in connection
with the revenue recognized in any accounting perio

We recognize revenue from the sales oksyst accessories, separately priced software piodad consumables when realized or
realizable and earned, which is when the followdriteria are met:

. persuasive evidence of an agreement e

. the price is fixed or determinable,

. the product has been delivered,

. no significant obligations remain, a

. collection of the receivable is reasonably asst

For all sales, except for small amountsasfsumables, we use a binding purchase order,ambrar signed sales quotation as evidence of
an arrangement. Sales through our distributorgadenced by a master agreement governing theaedhip together with binding purchase
orders on a transaction-by-transaction basis.

At the time of the transaction, we asselssther the price is fixed and determinable and kadredr not collection is reasonably assured.
We assess whether the price is fixed and deterdeissed on the payment terms associated witlrdhedction. If a significant portion of the
payment is due after our normal payment terms, wvare 30 to 90 days from invoice date in most céesitwe generally treat the price as not
being fixed and determinable. In these cases, wagreze revenue for the extended portions of thyeneat as they become due. We assess
collectibility based on a number of factors, in¢hglpast transaction history with the customer gredcreditworthiness of the customer. We do
not request collateral from our customers. If weedaine that collection of a payment is not reabbnassured, we defer the revenue until the
time collection becomes reasonably assured, whkigemnerally upon receipt of cash.

Delivery generally occurs when the prodaaelivered to a common carrier or when the custoraceives the product, depending on the
nature of the arrangement. Revenue from shippidghandling is generally recognized upon produgbrsient, based on the amount billed to
customers for shipping and handling. The relatest cbshipping and handling is included in costedfenue upon product shipment.

We generally include a standard 12-monthraveay on our instruments and accessories in tira fif a maintenance contract upon initial
sale. We also sell separately priced maintenander{(@ed warranty) contracts, which are generalylfbor 24 months, upon expiration of the
initial warranty. Revenue for both the standard exttnded warranty maintenance contracts is defemd recognized ratably over the
maintenance contract term. Related costs are egdeassincurred. If we were to experience an inergasvarranty claims or if costs of
servicing these maintenance contracts were grédwatarthe expectations upon which the maintenanctax deferrals had been based, our
gross margins could be adversely affected.

Revenue from Biomarker Discovery Center pratess proteomics research contracts generaleagnized based upon the achievement
of substantive milestones described in the corgr&gvenue from ufront payments is deferred and recognized ratabdy the expected life
the contract. Our training is billed based on l#id course fees and consulting services are Ibdledd on daily rates. We generally recognize
revenue as these services are performed.
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For revenue arrangements with multiple elets that are delivered at different points in tiffioe example, where we have delivered the
hardware and software but are also obligated teigeoservices, maintenance and/or training), wéuata whether the delivered elements have
standalone value to the customer, whether thevédire of the undelivered elements is reliably daeteable, and whether the delivery of the
remaining elements is probable and within our adnWhen all these conditions are met, we recogrézenue on the delivered elements. If
any one of these conditions is not met, we deferd¢cognition of revenue until all these conditians met or all elements have been delivered.
Fair values for ongoing maintenance are based apparate sales of renewals to other customersv&laies for services, such as training or
consulting, are based upon separate sales bythes# services to other customers.

Allowance for Doubtful Accoun

We maintain allowances for doubtful accaufior estimated losses resulting from the inabditypur customers to make required payme
These reserves are determined by (1) analyzingfepeastomer accounts that have known or potemtidlection issues, and (2) reviewing the
length of time receivables are outstanding andyapgplhistorical loss rates to the aging of the aris receivable balances. If the financial
condition of Ciphergen's customers were to detatégresulting in an impairment of their abilityrtake payments, additional allowances
would be required.

Inventory Reserve

We write down our inventory for estimatedess and obsolete inventory equal to the differdsatween the cost of inventory and the
estimated market value based upon assumptions &aliateé demand, market conditions and the relehsew products that will supersede
older ones. Such estimates are difficult to mak#euaicurrent volatile economic conditions. Reviemsdxcess inventory are done on a quar
basis and required reserve levels are calculatédrefierence to our projected ultimate usage dfitheentory. In order to determine the
ultimate usage, we take into account recent salesésts, historical experience, projected obsetescand our current inventory levels. If
actual market conditions are less favorable thasdlprojected by management, additional inventaitevdowns may be required.

Depreciation and Amortizatio

Property and equipment are stated at esstdccumulated depreciation and amortization. d@é&ion and amortization is computed for
financial reporting purposes principally using Htmight-line method over the following estimatesgiul lives: machinery and equipment, 2-
8 years; computer equipment and software, 3-4 y&awsiture and fixtures, 3-10 years; buildings deasehold improvements, lesser of their
economic life or the term of the underlying led$@ssets are determined to have useful liveslaoger than originally estimated, the net book
value of the assets is depreciated over the negtlyrohined remaining useful lives.

Valuation of Long-Lived Assets Including Acquirathhgible Assets

We review long-lived assets, which inclyeperty, plant and equipment and acquired idedtié intangibles, for impairment whenever
events or changes in circumstances indicate tleatdlrying amount of an asset may not be recoweréhpairment evaluations involve
management estimates of the useful lives of theteissid the future cash flows they are expectgeénerate. An impairment loss is recognized
when estimated undiscounted future cash flows agpedo result from the use of the asset plus retqeds expected from disposition of the
asset (if any) are less than the carrying valub®fasset. This approach also uses our estimafetioé market growth, forecasted revenue and
costs and appropriate discount rates. Actual usies, cash flows and other factors could be déffé from those estimated by management
and this could have a material effect on our ojregatsults and
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financial position. When impairment is identifigbde carrying amount of the asset is reduced tesitisnated fair value. Deterioration of our
business for a significant product or in a paricieographic region in the future could also leeignpairment adjustments as such issues are
identified.

Goodwill Impairment

We recorded goodwill principally as a reésiflour acquisition of BioSepra in 2001 and ther@ase in our ownership of Ciphergen
Biosystems KK in 2002. We perform goodwill impainmi¢ests on an annual basis and more frequentlyekients and circumstances occur
that indicate a possible impairment of goodwilldetermining whether there is an impairment of gaibidwe calculate the estimated fair val
of the reporting unit in which the goodwill is reded using a discounted future cash flow methodtWga compare the resulting fair value to
the net book value of the reporting unit, includgapdwill. If the net book value of a reporting uekceeds its fair value, we measure the
amount of the impairment loss by comparing the ietpfair value of the reporting unit's goodwill Wwithe carrying amount of that goodwill.
the extent that the carrying amount of a reporting's goodwill exceeds its implied fair value, veeognize a goodwill impairment loss. We
performed our annual impairment tests in 2002 @@B2and we determined that no impairment had oeduiThe discounted future cash flow
method used in the first step of our impairment itr@golves significant estimates including futuash inflows from estimated revenues, fut



cash outflows from estimated project cost and gdraerd administrative costs, estimates of timingafection and payment of various items
and future growth rates as well as discount ratetarminal value assumptions. Although we belidweedstimates and assumptions that we
in testing for impairment are reasonable and suppts, significant changes in any one of theserapsions could produce a significantly
different result.

Stock-Based Compensation

We have various stock option, stock purelesd incentive plans to reward employees and keguwive officers of our company. We
account for stock-based employee compensationgenaents in accordance with the provisions of ActiogrPrinciples Board Opinion
No. 25 ("APB 25"), "Accounting for Stock IssuedBEmployees”, and apply the disclosure provisionStatement of Financial Accountil
Standards No. 123 ("SFAS 123"), "Accounting forckt®ased Compensation”, as amended by Statemé&manrfcial Accounting Standards
No. 148, "Accounting for Sto-Based Compensation, Transition and DisclosuretddPB 25, unearned stock-based compensation is
measured as the difference, if any, on the datgaft, between the fair value of our common stouk the exercise price. Under SFAS 123,
stock-based compensation is based on the fair wdltiee stock award measured using option valuatiodels. All deferred stock-based
compensation is amortized and expensed in accoedaitic Financial Accounting Standards Board Intetation No. 28, an accelerated ves
model. Although we do disclose in the notes tofith@ncial statements the pro forma impact of apyythe provisions of SFAS 123 to our
stock awards, if we were to change our accountaiigyto fully adopt the fair value measurementyismns of SFAS 123, it could have a
material impact on our financial position and résoff operations.

Contingencies

We have been, and may in the future becsuoigect to legal proceedings related to intellakcpuoperty licensing matters. Based on the
information available at the balance sheet datdgfmmough consultation with our legal counsel, weess the likelihood of any adverse
judgments or outcomes to these matters, as welbtstial ranges of probable loss. If losses apbairle and reasonably estimable, we
record a reserve in accordance with Statementrafrigial Accounting Standards No. 5, "Accounting@antingencies”. Currently we have no
such reserves recorded. Any reserves recordea ifuthre may change due to new developments in eadter.
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Deferred Taxe

We record a valuation allowance to redusedeferred tax assets to the amount that is nikely lthan not to be realized. While we have
considered future taxable income and ongoing prudied feasible tax planning strategies in assesbmgeed for the valuation allowance, in
the event we were to determine that Ciphergen wbeldble to realize its deferred tax assets iffitttuge in excess of its net recorded amount,
an adjustment to the deferred tax asset would @aserincome in the period such determination wasrrdewise, should we determine that
Ciphergen would not be able to realize all or phits 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, 2003, 2002 and 2001
Revenue

Product revenue was $50.3 million in 20884.4 million in 2002 and $16.9 million in 2001.815.9 million or 46% increase in product
revenue from 2002 to 2003 was the result of ina@amit sales of higher-end configurations of owat&nChip System, accessories, software
and arrays, aided by the increase in the size i0fales force and new product offerings, and ire@dahromatographic sorbents revenue for
BioSepra. The $17.5 million or 103% increase indpiai revenue from 2001 to 2002 was primarily thsuteof increased unit sales of
ProteinChip Systems and Arrays, and increased paeshof higher-end configurations, aided by theegme in the size of our sales force, new
product offerings and increased market acceptahS8&bDI technology, as well as increased chromatphic sorbents revenue for BioSepra.
BioSepra revenue was included for only five morh2001 following its acquisition on July 31, 200roduct revenue would have grown
approximately 70% if BioSepra revenue was excludethoth 2002 and 2001.

Service revenue was $8.0 million in 2008 9&million in 2002, and $2.1 million in 2001. T#8.1 million or 64% increase in service
revenue from 2002 to 2003 was primarily due toremdase in revenue from maintenance contractsrdliyegrowth in our installed base, an
increase in revenue from training and consultingises, as well as an increase in revenue fronaboliation services handled through our
Biomarker Discovery Center laboratories. The $2ilion or 132% increase in service revenue from 2802002 was primarily due to an
increase in revenue from maintenance contractguidy growth in our installed base, as well asaneiase in revenue from collaboration
services handled through our Biomarker Discovergt&elaboratories.

We expect to see overall revenue growthppiroximately 30-40% in 2004, for total forecas2€@4 revenue of approximately $76-
82 million. Based on seasonality and other facteesyvould expect approximately 20% of annual reestaube in the first quarte



approximately 23% in the second quarter, approxétga6% in the third quarter and approximately 3ho%he fourth quarter.
Cost of Revenue

Cost of product revenue was $17.0 millio2003, $10.4 million in 2002, and $6.0 million2801. The $6.6 million or 63% increase in
cost of product revenue from 2002 to 2003 resuttaah an increase in unit sales of our ProteinCloipeasories and arrays, as well as an
increase in the sales volume of chromatographyesistfrom BioSepra. The gross margin for produetmeie decreased from 70% in 2002 to
66% in 2003. This decrease was largely due to mtodlix, as well as lower gross margins for chipwamed consumables resulting from lower
yields in production. Also, the amortization of taén expenses related to our litigation settlermedticed the 2003 gross margin for proc
revenue by approximately 1%.
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The $4.5 million or 75% increase in cospodduct revenue from 2001 to 2002 resulted fronmarease in unit sales of our ProteinChip
Systems and arrays, as well as an increase iratbe wlume of chromatography sorbents from Bio&eBioSepra's cost of revenue was
included for only five months of 2001 following igEquisition on July 31, 2001. The gross margimfaduct revenue increased from 65% in
2001 to 70% in 2002. This improvement, includingraproved gross margin at BioSepra, was largelytdueanufacturing efficiencies as
production volumes of ProteinChip Systems, arraysBioSepra sorbents increased.

Stock-based compensation expense in cgsbdict revenue was $81,000 in 2003, $124,000022and $232,000 in 2001.

Cost of service revenue was $3.6 millio2@03, $2.3 million in 2002, and $664,000 in 20Btm 2002 to 2003, cost of service revenue
increased $1.2 million or 53% due to increasedl f&&rvice costs to provide service for a greatenber of maintenance contracts, and
increased collaboration expenses associated witntee-generating contracts at our Biomarker Disgo@nter laboratories. The gross
margin for service revenue increased from 53% 220 56% in 2003 mainly due to improved operagfficiencies of our field service team
and our Biomarker Discovery Center laboratorieeskhincreases were partially offset by the amditizaf expenses associated with our
litigation settlement, which reduced the 2003 gmossgin for service revenue by about 2%.

From 2001 to 2002, cost of service revanaeeased $1.7 million or 251% due to increaseld fervice costs to provide service for a
greater number of maintenance contracts, and isedeeollaboration expenses at our Biomarker Disgo&enter laboratories. The gross
margin for service revenue decreased from 69% 0120 53% in 2002 due to an increase in staffinrgfdled to expand the capacity of our field
service force. The number of field service engiaedfectively grew by more than 80% from 2001 t620/Ne experienced higher-than-usual
field service costs related to new products anclse experienced a slightly lower overall grossgimafor Biomarker Discovery Center
collaborative service projects in 2002.

We expect our overall gross margin to bté67-70% range during 2004.
Litigation Settlemer

On May 28, 2003, Ciphergen settled itgétion with Molecular Analytical Systems, Inc. ("N&8), LumiCyte, Inc. ("LumiCyte™), and T.
Williams Hutchens. As part of the settlement:

. Ciphergen paid LumiCyte $3.0 million in cas
. Ciphergen issued to LumiCyte 1,250,000 shares pii€@gen common stock which was valued at $7.8anilland
. Ciphergen agreed to pay license fees to MAS basedbeorevenues Ciphergen and its affiliates defrime the SELDI

technology and recognize between February 21, a6@3Vay 28, 2014, provided that such license faésot exceed
$1.0 million during the calendar year 2003 or $1filion in the aggregate.

The total cost of the litigation settlementluding future license fees, amounted to $26il8on, of which $7.3 million was attributed to
periods prior to April 1, 2003 and expensed asranecurring item in the second quarter of 2003. $800 was amortized to cost of revenue
the remainder of 2003 and the remaining $12.6 onilivill be amortized to cost of revenue in futuegipds through the second quarter of 2(
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Operating Expenses

Research and Developme



Research and development expenses wer@ $2ion in 2003, $20.8 million in 2002, and $12xfllion in 2001. From 2002 to 2003,
research and development expenses increased $#idhoi 20% primarily due to an increase of $2.iMlion in materials and supplies used in
the development of new products. Payroll and rdlatests increased approximately $1.4 million dua higher average research and
development headcount in 2003 compared to 2002, #vrigh our research and development headcotim @nd of 2003 was slightly lower
than it was at the end of 2002. These increases pagtially offset by a decline of $615,000 in sost outside services. Stock-based
compensation expense in research and developmer187,000 in 2003, compared to a benefit of $3BiAR002. Certain stock-based
compensation expense was reversed in 2002 due taticellation of stock options for a consultanbséhservice to Ciphergen ended during
the period. A $131,000 non-cash milestone payneBtanford Research Systems in the form of a gjoaht was made in 2002. No milestone
payments were made to Stanford Research Syste2@$

From 2001 to 2002, research and developegrgnses increased $7.9 million or 61% primanilg tb a 62% increase in headcount,
exclusive of the BioSepra acquisition, thereby éasing payroll and related costs approximately $#lidon. Collaboration and consulting
expenses associated with non revenue-generatiegrodsand development projects, including Biomatkscovery Center laboratory
activities, increased approximately $1.7 milliomeTcost of materials and supplies used in our kbsyell as expensed equipment and
depreciation on capital equipment, increased $illfbmas we devoted more resources to new and ioggurojects. The inclusion of BioSepra
for a full year also added to our research and ldpmeent expenses. These increases were partidgflgtdfy a decline of $619,000 in stock-
based compensation expense. One non-cash milgsymeent to Stanford Research Systems in the foranstdck grant totaling $131,000 was
made in 2002 as compared to stock grants to Stesearch Systems in 2001 totaling $268,000.

Stock-based compensation expense in résaartdevelopment expenses, excluding the milegiapments described above, was an
expense of $187,000 in 2003, a benefit of $36,6@00D2, and an expense of $583,000 in 2001. Wecexpsearch and development expenses,
exclusive of stock-based compensation, to modesttjine in 2004 relative to 2003 as we transitiertain products into manufacturing,
partially offset by increased activities througlr 8iomarker Discovery Center laboratories to disrovalidate and patent biomarkers.

Sales and Marketing

Sales and marketing expenses were $24l@mih 2003, $20.3 million in 2002, and $14.3 rieifl in 2001. From 2002 to 2003, sales and
marketing expenses increased $4.5 million or 228g€ly due to higher payroll-related costs as alre$ a 19% increase in the sales and
marketing staff, exclusive of the Ciphergen Biosys$ KK acquisition, thereby increasing payroll agldted costs approximately $2.3 million.
Depreciation and other equipment expenses incregs2t 000, largely due to an increase in demoinstraguipment. The inclusion of
Ciphergen Biosystems KK for a full year also addpdroximately $1.9 million to our sales and markgixpenses. These increases were
partially offset by a decline of $124,000 in stdzksed compensation expense.

From 2001 to 2002, sales and marketing msgeincreased $6.0 million or 42%, largely dukigher payrollrelated costs as a result of
18% increase in the sales and marketing staffusia of the BioSepra and Ciphergen Biosystems Bdfussitions, thereby increasing payroll
and related costs approximately $3.1 million. Thstof materials and supplies used in the fieldyels as travel, consulting and promotional
activities increased $2.0 million as we increasaedsales activities. The inclusion of BioSepra @mghergen Biosystems KK also added
approximately $1.6 million to our sales
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and marketing expenses. These increases werellpastfaet by a decline of $521,000 in stock-basethpensation expense.

Stock-based compensation expense in satemarketing expenses was $274,000 in 2003, $39802002, and $919,000 in 2001. We
expect sales and marketing expenses, exclusiied{-based compensation, to increase in 2004 vel&ti 2003 as we continue to grow our
sales force in North America, Western Europe, JgpahChina, and increase our promotional activities

General and Administrative

General and administrative expenses webe8#tillion in 2003, $15.0 million in 2002, and $Q3nillion in 2001. From 2002 to 2003,
general and administrative expenses increased @328y 5%, largely driven by a 9% increase in ttheiaistrative staff, exclusive of the
Ciphergen Biosystems KK acquisition, thereby insieg payroll and related costs approximately $680,0egal fees related to our litigation
declined by approximately $1.0 million as a resiilthe settlement reached during 2003, but cotasetto patent filings increased by nearly
the same amount. The inclusion of Ciphergen BiesystKK for a full year also added approximately 4880 to our general and
administrative expenses. These increases weralpadffset by a decrease of $710,000 in stock-basenpensation expense.

From 2001 to 2002, general and administeatixpenses increased $2.0 million or 15%, lardelyen by higher legal fees of $1.4 million
resulting from our litigation and increased pafilittgs, and by a 17% increase in the administeastaff, exclusive of the BioSepra acquisiti
thereby increasing payroll and related costs apprately $692,000. The inclusion of BioSepra foult year also added approximately
$491,000 to our general and administrative expefidesse increases were partially offset by a deered$1.3 million in stock-based
compensation expense.

Stoc-based compensation expense in general and adrativistexpenses was $876,000 in 2003, $1.6 millio2002, and $2.9 million i



2001. We expect general and administrative expeesgetusive of stock-based compensation, to iner@a2004 as we add necessary
infrastructure to support the increased activitgt aamplexity of our business.

Amortization of Intangible Asse

Amortization of intangible assets was $829,in 2003, $829,000 in 2002, and $650,000 in 266dm 2001 to 2002, amortization of
intangible assets increased $179,000 or 28% dtieetamortization of acquired completed technolagy patents related to our acquisition of
BioSepra on July 31, 2001. We adopted Statemehinaincial Accounting Standards No. 142, "Goodwilllather Intangible Assets,” on
January 1, 2002, and therefore the amortizatioggoofiwill recorded for earlier business combinatioeased upon the adoption date. The
amount of amortization for intangible assets iseeted to remain the same each year through 2007.

Write-Off of Acquired In-Process Technology

In connection with the purchase of BioSepra recorded a $1.0 million charge to acquiregrimeess technology in 2001. The amount
determined by identifying research projects forahhiechnological feasibility had not been estalelishnd no alternative future uses existed.
The value of the projects identified to be in pexy was determined by estimating the future casvsfbf the product and discounting those
cash flows back to their present value at a distmte consistent with the inherent risk of thetipatar project. The net cash flows from the
identified in-process projects were expected toroemce at various times from 2002 to 2004 and iredusktimates of research and
development costs needed to bring each project itoourrent state of development to a point of swercial feasibility. The cash flows were
based on expected future revenues, cost of reveseiing, general and administrative costs, reteand development costs needed to
maintain
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each project throughout its life cycle, and apllesincome taxes for the projects. The discourgsratsed in the present value calculations were
derived from the weighted-average cost of capit®lioSepra and adjusted upward to reflect additiois&s inherent in the development life
cycle of the particular project. Such discountsatnged between 19% and 25% for all projects. Deweent of the technologies remains a

to us due to factors including the remaining efforachieve technological feasibility, rapidly clgamg customer markets and competitive
threats from other companies.

Interest and Other Income (Expense),

Interest income was $702,000 in 2003, $iilbon in 2002, and $4.1 million in 2001. The deases of $841,000 from 2002 to 2003 and
$2.6 million from 2001 to 2002 were due to loweegmge investment balances and declining interéss.ra

Interest expense was $857,000 in 2003, $062n 2002, and $150,000 in 2001. The increasky 65,000 from 2002 to 2003 was largely
due to the issuance of $30.0 million of convertidmior notes in August 2003. Approximately $190,60the interest expense was non-cash,
attributable to the amortization of the beneficahversion feature associated with the notes. itrease of $2,000 from 2001 to 2002 was due
to the addition of the debt of Ciphergen Biosystétksat August 31, 2002.

Other income (expense) was $828,000 ofrimec 2003, $0 in 2002, and $201,000 of expen&®@i. The income of $828,000 in 2003
was mainly due to a $773,000 customer cancellddenmecorded as a gain in 2003. The expense of 8201n 2001 was mainly due to a
reduction in our Delaware franchise tax liability.

Subsequent to our acquisition of majoriytrol of Ciphergen Biosystems KK on August 31, 20@e attribute a share of the joint
venture's gains or losses to SC BioSciences' (gidiaby of Sumitomo Corporation) minority intereBtr 2003, we attributed $32,000 of los:
minority interest, whereas in 2002 we attribute@,$80 of income to the minority interest.

Income Taxe

We have incurred net losses since ince@ihconsequently are not subject to corporatanecaxes in the U.S. to the extent of our tax
loss carryforwards. At December 31, 2003 we hadpetating loss carryforwards of approximately $21rillion for federal and
$21.0 million for state tax purposes. If not uti; these carryforwards will begin to expire be@igrin 2009 for federal purposes and 2004 for
state purposes. We also have research credit cangfds of approximately $3.2 million and $3.2 roifl for federal and state tax purposes,
respectively. If not utilized, the federal reseacobdit carryforwards will expire in various amositieginning in 2010. The California research
credit can be carried forward indefinitely. Thdimétion of net operating loss carryforwards toueel future income taxes will depend on our
ability to generate sufficient taxable income ptiothe expiration of the net operating loss camyfrds. In addition, the maximum annual use
of the net operating loss carryforwards may betéohin situations where changes occur in our stwakership.

We incur income tax liabilities primarily France, as well as in most of the other countigside the U.S. in which we operate. We have
used net operating loss carryforwards to reducemmame tax liability in France. We fully utilizesur French net operating loss carryforwards
in 2003, resulting in higher 2003 French incomeliakility.



Liquidity and Capital Resources

From our inception through December 31,2@@ have financed our operations principally viift85.1 million from the sales of produ
and services to customers and net proceeds froity dimpancings totaling approximately $145.8 mitlioThis includes net proceeds of
$92.4 million from our
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initial public offering in September 2000 and natgeeds of $26.9 million from our Series E Preféi®ock financing in March 2000. We also
received $28.1 million of net proceeds from the Hl4.5% convertible senior notes on August 29T hese notes are due September 1,
2008. Cash, cash equivalents and investments uries at December 31, 2003 were $47.3 milliormpared to $42.5 million at

December 31, 2002. Working capital at Decembe2803 was $52.0 million, compared to $47.7 milliaibacember 31, 2002. Long-term
debt and capital lease balances at December 33,t2@0ed $31.9 million, compared to $2.8 milliarDecember 31, 2002, largely as a result
of the issuance of $30.0 million in convertible isemotes and the increase in long-term debt tarfae capital equipment purchases.

Net cash used in operating activities w2k.$ million in 2003 compared to $27.3 million i8G2. More cash was collected from custor
in 2003 as compared to 2002 due to increased regdnl2003. This increase in cash enabled Cipheamgmd increases in operating exper
and inventory purchases as well as to pay $3 mitiioLumiCyte for the litigation settlement. Theiease in cash collected was offset by a
decrease in interest income received in 2003 agpaced to 2002 as a result of lower investment le@and declining interest rates. In 2002,
less cash was collected as compared to 2003 dow/éw revenues in 2002 as compared to 2003. THeaalkected in 2002 was used primarily
to fund increases in operating expenses.

Net cash used in investing activities was$nillion in 2003 compared to net cash providgdnlvesting activities of $7.5 million in 2002.
Net cash used in investing activities in 2003 cstesi of property and equipment purchases of $alibmipartly offset by net maturities
investment securities of $2.6 million as a restifunding our operations, and a $230,000 repayroéanh officer loan. Net cash provided by
investing activities in 2002 consisted primarilynaft maturities of investment securities of $10iBion as a result of funding our operations,
and cash acquired upon acquisition of Ciphergesygitems KK of $1.3 million, partly offset by propeand equipment purchases of
$4.4 million. In 2002, we also used $446,000 tochase additional common stock of Ciphergen BiosystéK. We expect to acquire
additional capital equipment on an ongoing basiwesdd staff, increase capacity and improve céipabi We anticipate capital expenditures
of approximately $5 million to $6 million in 2004.

Net cash provided by financing activitieasA31.0 million in 2003 compared to net cash usdéidancing activities of $3.8 million in
2002. The increase resulted primarily from $28.liom in net proceeds from our issuance of contgtsenior notes, after offering costs of
approximately $1.8 million. In addition, during teecond quarter of 2003, we entered into a threedgan agreement with GE Capital
Corporation to finance up to $5.0 million of capgguipment purchases. As of December 31, 2003)agfinanced approximately $2.1 milli
of capital equipment purchases through this fgcditan annual interest rate of 7.48%. There wise r@payments of three stockholder loans in
the aggregate principal amount of $196,000, andstwance of common stock under our stock opti@heanployee stock purchase plans of
$1.6 million, offset by the repayment of capitaide obligations of $684,000 and repayments of théo@n of $313,000. Net cash used in
financing activities in 2002 consisted of the rapaynt of a $4.0 million short-term loan to Cipherdgasystems KK and repayments of long-
term debt and capital lease obligations of $564,p@&ly offset by the issuance of common stockenrodir stock option and employee stock
purchase plans of $706,000.

We currently believe that current cash veses will be sufficient to maintain current andmpied operations at least through the end of
2005. Ciphergen currently expects to fund expengstfior capital requirements as well as liquidigeds from a combination of available cash,
marketable securities and long-term debt. We magfeired to raise additional capital through detgirof sources, including securities
issuances and collaborative arrangements. If ashditicapital is raised through the issuance oftgauisecurities convertible into equity, our
stockholders may experience dilution, and suchrit&esimay have rights, preferences or privilegasar to those of the holders of
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our common stock or the notes. If we obtain fuldleugh arrangements with collaborators or stratpgitners, we may be required to
relinquish our rights to certain technologies avdurcts that we might otherwise seek to retain. Aoldal financing may not be available to us
on favorable terms, if at all. If we are unablehiain financing on acceptable terms, we may bélerta execute our business plan and we
could be required to delay, reduce the scope dliminate our operations and we may not be abjtooff the notes when and if they come
due.

The following summarizes Ciphergen's carttral obligations at December 31, 2003, 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 obligations(1

Capital lease obligations $ 259 $ 324 % 661 $ 72C % 89:
Equipment financing loan 1,752 662 1,09C — —
Convertible senior notes(; 30,00( — — 30,00( —
Non-cancelable collaboration obligations 84 84 — — —
Non-cancelable operating lease obligations 17,20: 3,98 7,17: 6,04¢ —
Purchase obligations(: 1,03z 1,01% 15 — —
Total contractual cash obligatio $ 52,667 $ 6,06¢ $ 8,93¢ % 36,76¢ $ 89:

1) Principal amounts, not including interest
(2)  Excludes the beneficial conversion feature amogrttin$2,677, less related amortization of $192. [Seie 8.
3) Purchase obligations include agreements to purdhasatory that are enforceable and legally binddngCiphergen and that specify

significant terms, including: fixed or minimum qugies to be purchased; fixed, minimum or varightiee provisions; and the
approximate timing of the transaction. Purchaséahibns exclude agreements that are cancelabl®utipenalty.

Ciphergen has complied with all covenamtsther requirements set forth in its credit agreets. In March 2004, we entered into a six
year lease agreement for an office and lab in tie Total payments will be approximately $811,08@iothe life of the lease. We have a
entered into a cancelable commitment to fund a Bideer Discovery Center laboratory at the Johns lHapWniversity School of Medicine
which totals $672,000 in 2004 and $685,000 in 20@%ddition, we are responsible for providing Gplen Biosystems KK, our 70%-owned
joint venture in Japan, with its working capit

Ratio of Earnings to Fixed Charges

The computation of the ratio of earning$ixed charges includes Ciphergen Biosystems,dnd.its consolidated subsidiaries. The rati
earnings to fixed charges is computed by dividing:

. loss before taxes adjusted for fixed charges amrnity interest, by

. fixed charges, which includes interest expensetla@gbortion of interest expense under operatingeleaeemed by us to be
representative of interest.

For the fiscal years ended December 31, 2001, 2862003, earnings were inadequate to cover fikadges by $25.7 million, $29.0 million,
and $35.4 million, respectively.
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Recent Accounting Pronouncements

See Note 1 of the Consolidated Financiate®hents for a full description of recent accoumpnonouncements, including the respective
dates of adoption and effects on results of opmmatand financial condition.

FACTORS THAT MAY AFFECT OUR RESULTS

We expect to continue to incur net losses in 2004 at least the early part of 2005. If we are unalel to significantly increase our
revenues or significantly decrease our expenses, way never achieve profitability.

From our inception in December 1993 throbgitember 31, 2003, we have generated cumulatiemue of approximately $135.1 milli
and have incurred net losses of approximately &laflllion. We have experienced significant opemgtiosses each year since our inception
and expect these losses to continue for at leasigkt several quarters. For example, we experienetlosses of approximately $25.8 million
in 2001, $29.1 million in 2002 and $36.7 million2003. Our losses have resulted principally frorstg@ncurred in research and development,
sales and marketing, litigation, and general andiadtrative costs associated with our operatidii@se costs have exceeded our revenue,
which, to date, has been generated principally fpoatluct sales. We expect to incur additional ojrggdosses and these losses may be
substantial as a result of increases in expenseadoufacturing, marketing and sales, researchpasdiict development, and general and
administrative costs. We may never achieve prdfitpbEven if we do achieve profitability, we manot be able to sustain or increase
profitability on a quarterly or annual bas



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 ProteinClygteédns and Arrays and chromatography sorbents depgyon 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 informatidmain other existing technologies, it could seriowsigermine market acceptance of our
products and reduce the likelihood that we willreaghieve profitability.

We may not succeed in developing diagnostic produectind even if we do succeed in developing diagnasproducts, they may never
achieve significant commercial market acceptance.

There is considerable technology risk inedeping diagnostic products based on our biomadiszovery efforts; potential tests may fai
validate in larger clinical studies and may notiack acceptable levels of clinical sensitivity amcificity. If we do succeed in developing
diagnostic tests with acceptable performance chariatics, we may not succeed in achieving sigaiftccommercial market acceptance for
those tests. Our ability to successfully commeizgatiiagnostic products that we may develop wipeted on several factors, including:

. our ability to convince the medical community oé tbafety and clinical efficacy of our products dimeir potential advantages
over existing diagnostic products;

. our ability to establish business relationshipswiither diagnostic companies that can assist isdhemercialization of thes
products; and

. the agreement by Medicare and third-party payepsduoide full or even partial reimbursement coveréay our products, the
scope and extent of which will affect patients inginess to pay
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for our products and will likely heavily influengéysicians' decisions to recommend our products.

These factors present obstacles to sigmificommercial acceptance of our products, whichvilldhave to spend substantial time and
money to overcome, if we can do so at all. Ourilitglio successfully do so will harm our business.

If we are unable to attract additional clients forour Biomarker Discovery Center services and satisfihese clients, we may not be
successful in furthering adoption of our products ad technology or generating additional revenue thragh commercial rights related to
biomarker discoveries.

An important part of our business stratiegip operate Biomarker Discovery Center laboratonn part through partnerships with acadt
and government research centers, and pharmaceaiddliotechnology companies in order to incredspton of our products and
technology. Although we are currently in negotiatigith additional potential partners and clientsgdate we have entered into only a few such
arrangements. Failure to enter into additionalrayeanents or expand existing relationships could Eaoption of our products and prevent us
from generating additional revenue through comnadimgtion of biomarker discoveries.

If we fail to successfully expand sales of our PreinChip Systems and develop new versions of protedrsystems or leverage our
chromatography product expertise to expand sales afther products, our revenue will not increase andave will not achieve profitability.

Our success depends on our ability to ooltio expand commercial sales of our ProteinChgte®ns, including our ProteinChip Arrays,
and develop new, higher performance, easier tverstons of proteomic systems. We may encountécdifies in developing new, higher
performance products or producing our current noie systems on a timely basis, we may not be tabpeoduce them economically, we may
fail to achieve expected performance levels, onveg fail to gain industry acceptance of such préslu®e also may be unable to leverage our
chromatography product expertise in conjunctiorhweitir ProteinChip technology to expand commer@#sof our ProteinChip Systems and
chromatography products.

If we fail to continue to develop the technologiese base our products on, we may not be able to sessfully foster further adoption of
our products and services as an industry standardradevelop new product offerings.

The technologies we use for our Protein@yiptems 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. Developmaithese technologies remains a substantial rislstdue to various factors including the
scientific challenges involved, our ability to fiathd collaborate with others working in our fiedshd competing technologies, which may pr
more successful than ours.

If we are unable to provide our customers with softare that enables the integration and analysis oatge volumes of data, the



acceptance and use of our products may be limite

The successful commercial research apmicaif our products requires that they enable mebess to process and analyze large volumes
of data and to integrate the results into othespbaf their research. The nature of our softwaables a level of integration and analysis th
adequate for many projects. However, if we do mottioue to develop and improve the capabilitieswf ProteinChip Software to perform
more complex analyses of customer samples and éb im@easing customer expectations, market aceeptaf our products may not increase
and we could
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lose our current customers, which might adversalyact our revenues and we could be unable to dewefwofitable business.

If our Bioprocess Products Group fails to develop ew products, we may not be able to grow or maintaithis operation in the face of
larger entrenched competitors.

Customers using chromatographic processssparate proteins have traditionally been sloadimpt new technologies, even when those
new technologies offer considerable advantagesexisting, proven approaches. We will need to dgvelew chromatography products with
superior performance in order to expand this bssinBven if our chromatography products and ses\ace more efficient and of higher qua
than alternatives, customers may favor more estaddi products and companies, which would negatiwghact our revenues.

Our quarterly operating results may fluctuate signficantly due to a number of causes outside our cordl.

Because the timing of our product orders\ery, we may not be able to reliably predict fattevenue and profitability based on quart
earnings. Our operating results can also vary anhatly in any period depending on the mix of protd sold. Our quarterly sales and oper:
results are highly dependent on the volume andtjrof orders received during the quarter, as wetha seasonal and cyclical nature of our
markets. Historically, a relatively large percemad our sales have arrived in the last month ohepiarter, and often towards the end of such
month. Accordingly, a short delay in receiving adey, shipping product, or recognizing revenue faroh order may result in substantial
quarterly fluctuations in revenue and earnings.

A significant portion of our operating exyges is relatively fixed in nature due to our digant sales, research and development and
manufacturing costs. If we cannot adjust spendirgkly enough to compensate for a revenue shaortfad may magnify the adverse impac
such revenue shortfall on our results of operatiéssa result, our quarterly operating results ddluctuate, and such fluctuation could cause
the market price of our common stock and convertiginior notes to decline. Results from one quahteuld not be used as an indication of
future performance.

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

Our ability to obtain customers for our gueots depends in significant part upon the peroegtiat our products and services can help
enable protein biomarker discovery, characteriragiod assay development. From the time we makialindntact with a potential customer
until we receive a binding purchase order typictdkes between a few weeks to a year or more. &es &ffort requires the effective
demonstration of the benefits of our products alag mnequire significant training, sometimes of malifferent departments within a potential
customer. These departments might include researdhievelopment personnel and key managementditicag we may be required to
negotiate agreements containing terms unique to @astomer. We may expend substantial funds anégeanent effort and may not be able
to successfully sell our products or services shart enough time to achieve profitability.

New product introductions can result in disruptionsto our revenue patterns and increased sales and mk&ting costs, and may involve
manufacturing challenges that can negatively impaabur gross margin.

We have introduced, and we plan to intredincthe future, new versions of our ProteinChigt8sns, Arrays and Software, as well as new
chromatography sorbents. New product introductemtsil training and educating our customers anggeoctive customers about the new
features, protocols and technology encompasselebgaw products. This could disrupt our revenutepas or
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temporarily lengthen our sales cycles to a greattent than it would at larger companies with beygatoduct offerings. New product
introductions may temporarily increase our salasraarketing costs. Manufacturing new products iahtly runs the risk that initial costs may
be high as new production processes are introdaeetlit is possible that new products may involualiy issues that negatively impact our
gross margins



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

We currently believe that current cash veses will be sufficient to meet our anticipateabficial needs at least through the end of 2005.
However, we may need to raise additional capitahsoin order to develop new or enhanced producigwices, increase our Biomarker
Discovery Center laboratory activities undertakendur own account, or acquire complementary prigjumisinesses or technologies. If we
unable to obtain financing, or to obtain it on gutable terms, we may be unable to successfullywgemur business plan.

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 outyatblimaintain our sublicenses to the SELDI techgg! Pursuant to the settlement of the
litigation between Ciphergen, Molecular Analyti@istems ("MAS"), LumiCyte and T. William HutcheMAS cannot terminate Ciphergen's
rights under the sublicenses. However, Baylor @ellef Medicine has the right to terminate its I®emvith MAS in case of material breach by
MAS. If the agreements between Baylor College ofiMdime and MAS were terminated and we were unabtbtain a license to these rights
from Baylor College of Medicine, we would be pretdal from selling any SELDibased products within the scope of the Baylor SEp&ients
we would no longer generate revenue from the daleese products and we would have to revise osinlesgs direction and strategy.

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

We are expanding our operations, whicHasipg a strain on our financial, managerial andrafional resources. For example, over the
last four years we have increased our worldwidessdrce and other personnel significantly, withangl for further expansion, and have
established Biomarker Discovery Center laboratosils plans to expand their scope and volume afiigt These changes could divert
management attention or otherwise disrupt our digers In order to achieve and manage this grodfdcvely, we must continue to improve
and expand our operational and financial manageuoagebilities and resources. Moreover, we will nieeeffectively train, integrate, motivate
and retain our employees. Our failure to managegoawth effectively could damage our ability toiease revenue and become profitable.

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

Ciphergen is highly dependent on its exgeutfficers, its senior scientists and engineérs. product development and marketing efforts
could be delayed or curtailed if we lose the sa&wicf any of these people. To expand our reseprobuct development and sales efforts, we
need additional people skilled in areas such asfoionatics, biochemistry, information services,magacturing, sales, marketing and technical
support. Competition for qualified employees ieimge. We will not be able to expand our busines®iire unable to hire, train and retain a
sufficient number of qualified employees.
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If we are unable to successfully expand our limitednanufacturing capacity for ProteinChip Readers, arays and chromatography
sorbents, we may encounter manufacturing and quakt control problems as we increase our efforts to ne¢ demand.

We currently have only one manufacturinglity at which we produce limited quantities ofrd@roteinChip Arrays and ProteinChip
Readers, and one manufacturing facility at whichpnaguce chromatography sorbents. Some aspectg ofi@anufacturing processes may not
be easily scalable to allow for production in largelumes, resulting in higher than anticipatederiat, labor and overhead costs per unit. As a
result, manufacturing and quality control problemey arise as we increase our level of productioa.rifdy not be able to increase our
manufacturing capacity in a timely and cost-effextinanner and we may experience delays in manufiagtnew products. If we are unable to
consistently manufacture our products on a timeljibecause of these or other factors, we wilbeable to meet anticipated demand. As a
result, we may lose sales and fail to generateasad revenue and become profitable.

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

Our products and the components used iprgducts are based on complex technologies arateveurrently in the process of develof
new versions of certain products. It is difficudtpgredict the failure rate of new products. If thiure rates for our products are higher than
anticipated, we may experience increased warrdaims and increased costs associated with servibimge claims. We may also find it
necessary to increase our warranty accrual, raguhia decreased gross profit.

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 mdgsil to capture market share.

Competition in our existing and potentianiets is intense and we expect it to increasere@tly, our principal competition comes frc



other technologies that are used to perform mangetame functions for which we market our Pr@&ip System. The major technologies
that compete with our ProteinChip System are ligaicbmatography-mass spectrometry and 2D-gel elglatiresis-mass spectrometry. In the
life science research market, protein researcls @odl services are currently provided by a numbeompanies. In the large-scale
chromatography market and the diagnostics marketetare several larger direct competitors. In niastances, our competitors may have
substantially greater financial, technical, reskand other resources and larger, more establistagkleting, sales, distribution and service
organizations. Additionally, our potential customeray internally develop competing technologiesvéffail to compete effectively with these
technologies and products, or if competitors dgweignificant improvements in protein detectiontsyss, develop systems that are easier to
use, or introduce comparable products that aregggsnsive, our products may not achieve marketaoce and our 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 our sdnlse agreements with MAS were developed undeard fom an agency of the U.S.
government and therefore, pursuant to the Bayh-Boteand regulations promulgated thereunder, theegonent has a paid-up, nonexclusive
nontransferable license to those inventions andbeibble in limited circumstances to grant a Igeeto others on reasonable terms. We are not
aware of any basis for the government to exeraist sights, but if circumstances change and thegowuent exercises such rights, our
business could be harmed.
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If a competitor infringes our proprietary rights, w e may lose any competitive advantage we may haveasesult of diversion of
management time, enforcement costs and the losstbé exclusivity of our proprietary rights.

Our commercial success depends in paruomloility to maintain and enforce our proprietaights. We rely on a combination of patents,
trademarks, copyrights and trade secrets to protediechnology and brand. In addition to our Iesh SELDI technology, we also have
submitted patent applications directed to subset@ehnological improvements and application of 8 DI technology, including patent
applications covering biomarkers that may havemtagc or therapeutic utility. Our patent applica may not result in additional patents.

If competitors engage in activities thdtiimge our proprietary rights, our management'sifowill be diverted and we may incur signific
costs in asserting our rights. We may not be sisfeki®m asserting our proprietary rights, which kebresult in our patents being held invalid or
a court holding that the competitor is not infringj either of which would harm our competitive piosi. We cannot be sure that competitors
will not design around our patented technology.

We also rely upon the skills, knowledge argerience of our technical personnel. To helpgatoour rights, we require all employees and
consultants to enter into confidentiality agreemaehat prohibit the disclosure of confidential inf@tion. These agreements may not provide
adequate protection for our trade secrets, know-tvoether proprietary information in the event affainauthorized use or disclosure.

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

Our success also depends on avoiding gifrgnon the proprietary technologies of others. ak&aware of third parties whose business
involves the use of mass spectrometry for the aigbf proteins and DNA, third parties whose buséniavolves providing chromatography
sorbents and media, and third parties whose bussineslves providing diagnostic tests. Certainhgse parties have brought their patents to
our attention. If these parties assert claimsweatre violating their patents, we may incur sultsahcosts defending ourselves in lawsuits
against charges of patent infringement or otheawful use of another's proprietary technology. Aogh lawsuit may not be decided in our
favor, and if we are found liable, we may be subjeenonetary damages or injunction against udiedy technology. We may also be required
to obtain licenses under their patents and suelndies may not be available on commercially reasenabns, if at all.

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

We depend on many singleurce suppliers for the necessary raw materialcamponents required to manufacture our prodi¢esalsc
rely on some single-source subcontractors for iceaatsourced manufacturing services. Some of thepgpliers are small companies without
extensive financial resources. Because of thedidnifuantities of products we currently manufactitiie,not economically feasible to qualify
and maintain alternate vendors for most compongindsir ProteinChip Readers, processing servicesdoProteinChip Arrays and many raw
materials for our chromatography sorbents. We ln@easionally experienced delays in receiving ravenigs, components and services,
resulting in manufacturing delays. If we are unablprocure the necessary raw materials, compormergsrvices from our current vendors, we
will have to arrange new sources of supply andrawrmaterials and components shipments could tzs/eé] harming our ability to
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manufacture our products, and our ability to sastaiincrease revenue could be harmed. As a reaulosts could increase and our
profitability could be harmed.

If we fail to maintain certain distribution and pat ent license agreements, we may have to stop sellicgrtain products and this may
harm our revenue.

We sell certain products under either OBMistribution or patent license agreements. Thedede arrangements with Beckman Coulter
with respect to selling a customized version ofBimmek 2000 Workstation, with Salford Systems wikpect to selling Biomarker Patterns
software, and with Applied Biosystems / MDS Scigi#wrespect to selling our ProteinChip Tandem Mtetfaces. If we fail to maintain or
extend after their expiration the underlying agreats with these companies, we would have to stiipgéhese particular products and may
have to seek alternate products to sell, as atrekwhich our sales may be harmed.

If there are reductions in research funding, the abity of our existing and prospective customers tgurchase our products could be
seriously harmed.

A significant portion of our products a@dsto universities, government research laboratoprivate foundations and other institutions
where funding is dependent upon grants from governiragencies, such as the National Institutes aftHleGovernment funding for research
and development has fluctuated significantly inglast due to changes in congressional appropr&at®esearch funding by the U.S.
government or the governments of other countrieg lpeasignificantly reduced in the future. Any sueluctions may seriously harm the ab
of our existing and prospective research customoepsirchase our products or may reduce the nunfif@rodeinChip Arrays used. Limitations
in funding for commercial, biotechnology and phaceatical companies and academic institutions treattee potential customers for our
ProteinChip Systems and Arrays, and general coghoonent pressures for biomedical research may diar ability to sell our products and
services.

If we or our future potential partners fail to comply with FDA requirements, we may not be able to maket our products and services
and may be subject to stringent penalties; furtheimprovements to our manufacturing operations will ke required which may not be
accomplished and will entail additional cost.

Currently, the FDA does not actively regelelinical laboratory tests, or "home brews", thate been developed and used by the
laboratory to conduct in-house testing. The FDAsd@gulate as medical devices the "active ingreslidknown as "analyte specific reagents"
or "ASRs") of certain tests developed in-house Ibycal laboratories. The FDA's regulations provitiat most ASRs are exempt from the
FDA's pre-market review requirements. We beliea &SRs that we may provide will fall within thoegemptions. However, the FDA has
publicly stated it is reevaluating its ASR poliaydaregulations, and we expect that revisions tedatregulations will be implemented in the r
future and will have the effect of increasing tegulatory burden on manufacturers of these devides commercialization of our products ¢
services could be impacted by being delayed, haltgutevented. If the FDA were to view any of oati@ns as non-compliant, it could initiate
enforcement action such as a regulatory warnirtgriend possible imposition of penalties. FinallfRs that we may provide will be subjec
a number of FDA requirements, including complianggn the FDA's Quality System Regulations ("QSRs&/hjch establish extensive
regulations for quality assurance and control a$ agemanufacturing procedures. Failure to compiythese regulations could result in
enforcement action for us or our potential partndszerse FDA action in any of these areas cowgdicantly increase our expenses and limit
our revenue and profitability. Although we are 1S8@01:2000 certified in our ProteinChip manufactgrprocesses, we will need to undertake
additional steps to bring our operations in linédvEDA QSR requirements. Significant additionaloiwses may be required to achieve this
quality level. If we are successful in entering tfi@gnostics market, our
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manufacturing facilities will be subject to periogdegulatory inspections by the FDA and other faland state regulatory agencies. We have
not yet been subject to an FDA inspection. We matysatisfy such regulatory requirements, and aich $ailure to do so would have an
adverse effect on our diagnostics efforts.

Our diagnostic efforts may cause us to have signifant product liability exposure.

The testing, manufacturing and marketingneflical diagnostics entails an inherent risk ofdpict liability claims. Potential product
liability claims may exceed the amount of our irsswe coverage or may be excluded from coverager tineléerms of the policy. Our existing
insurance will have to be increased in the futtived are successful at introducing diagnostic potgland this will increase our costs. In the
event that we are held liable for a claim againsictv we are not indemnified or for damages excegtlie limits of our insurance coverage,
liabilities could exceed our total assets.

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 shortaglesammunication failures, international acts ofdéeland similar events. We have 1



established a formal disaster recovery plan andack-up operations and our business interruptisarance may not be adequate to
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 internationaloperations.

We conduct business globally. Accordinglyr future results could be materially adversefgeeted by a variety of uncontrollable and
changing factors including, among others, foreigimency exchange rates; regulatory, political, @r®mic conditions in a specific country or
region; trade protection measures and other regylaéquirements; and natural disasters. Any oofalhese factors could have a material
adverse impact on our future international business

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

As a global concern, we face exposure t@esg movements in foreign currency exchange reféh. the acquisition of BioSepra and our
70% ownership interest in Ciphergen Biosystems &Kignificant percentage of our net sales are edtsforeign currency risk. These
exposures may change over time as business pmetiodve and could have a material adverse impaouo financial results. The use of the
euro as a common currency for members of the Earopkion could impact our foreign exchange expasure

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
current and potential customers could decreaskwarsales of our technology and reduce the maiketgproducts target. Any such
consolidation could limit the market for our protiand seriously harm our ability to achieve otainsprofitability.

We may not successfully resolve problems encounter@ connection with any future acquisitions or stategic investments.

In July 2001, we acquired the BioSepra pssachromatography business from Invitrogen Cotjmoraln August 2002, we increased our
ownership interest in Ciphergen Biosystems KK, the
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Japanese joint venture we formed with Sumitomo @eaon in 1999, from 30% to 70%. In the eventoy future acquisitions, joint ventures
and other strategic investments, we could:

. issue stock that would dilute ownership of our tesisting stockholders;
. incur charges for the impairment of the value ekistments or acquired assets; or
. incur amortization expense related to intangibkets

If we fail to achieve the financial andagtgic benefits of past and future acquisitionstrtegic investments, our operating results will
suffer. Acquisitions and strategic investments lmgamumerous other risks, including:

. difficulties integrating the acquired operatioregtnologies or products with ours;

. failure to achieve targeted synergi

. unanticipated costs and liabilities;

. diversion of management's attention from our cargress;

. adverse effects on our existing business relatipsshith suppliers and customers or those of tlyiged organization; an
. potential loss of key employees, particularly thobthe acquired organizatio

We are subject to environmental laws and potentiaéxposure to environmental liabilities.

We are subject to various federal, statblacal environmental laws and regulations thategovour operations, including the handling and
disposal of nonhazardous and hazardous wastegnaisdions and discharges into the environmentufeaib comply with such laws and
regulations could result in costs for correctivé@at penalties or the imposition of other liali@i. We also are subject to laws and regulations
that impose liability and cle«-up responsibility for releases of hazardous sulbstginto the environment. Under certain of thesss land



regulations, a current or previous owner or operak@roperty may be liable for the costs of renadidg hazardous substances or petroleum
products on or from its property, without regardvioether the owner or operator knew of, or caugedcontamination, as well as incur liabi

to third parties impacted by such contaminatiore fpresence of, or failure to remediate properlghsubstances could adversely affect the
value and the ability to transfer or encumber qudperty. Based on currently available informatialthough there can be no assurance, we
believe that such costs and liabilities have notdrad will not have a material adverse impact anfioancial results.

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, bylawsdaBtockholder Rights Plan contain provisions tlwatid make it more difficult for a third party to
acquire us, even if doing so might be deemed beiaéby our stockholders. These provisions coutdtlihe price that investors might be
willing to pay in the future for shares of our commstock. We are also subject to certain provisaidelaware law that could delay, deter or
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 stockmm@nces commencement of a tender or exchangetb&feonsummation of which would
result in ownership by the person or group of 15%nore of our common stock. If the rights becomereisable, the holders of the rights
(other than the person acquiring 15% or more ofcaunmon stock) will be
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entitled to acquire, in exchange for the right€reise price, shares of our common stock or shafrasy company in which we are merged,
with a value equal to twice the rights' exerciseqr

Risks Related to Our Convertible Senior Notes and @nmmon Stock
Substantial leverage and debt service obligationsay adversely affect our cash flows.

In connection with the sale of the con@etisenior notes (the "notes"), we incurred $30ionilof indebtedness. As a result of this
indebtedness, our principal and interest paymeligations increased substantially. The degree thvive are leveraged could, among other
things:

. make it difficult for us to make payments on theesg

. make it difficult for us to obtain financing for wiang capital, acquisitions or other purposes omfable terms, if at al
. make us more vulnerable to industry downturns amdpetitive pressures; and

. limit our flexibility in planning for, or reactingp changes in, our business.

Our ability to meet our debt service obligationd depend upon our future performance, which wéldubject to financial, business and other
factors affecting our operations, many of whichlaegond our control.

The notes are unsecured, and future indebtednessudd effectively rank senior to the notes.

The notes are unsecured and will rank eiquadgiht of payment with our existing and futunesecured and unsubordinated indebtedness.
The notes will be effectively subordinated to aguged debt to the extent of the value of the aghat secure the indebtedness. The notes will
also be "structurally subordinated" to all indelotess and other liabilities, including trade payalalad lease obligations, of our existing and
future subsidiaries. In the event of our bankruplicidation or reorganization or upon accelenatid the notes, payment on the notes coul
less, ratably, than on any secured indebtednessna@lyenot have sufficient assets remaining to paguarts due on any or all of the notes then
outstanding.

The indenture governing the notes doegraitibit or limit us or our subsidiaries from incmg additional indebtedness and other
liabilities, or from pledging assets to secure sinckebtedness and liabilities. The incurrence dlittwhal indebtedness and, in particular, the
granting of a security interest to secure the iteldiiess, could adversely affect our ability to payobligations on the notes. We anticipate
we may incur additional indebtedness from timartetin the future.

The notes are not protected by restrictive covenant including financial covenants.

Neither we nor our subsidiaries are retgddrom incurring additional debt, including senitebt, or liabilities under the indenture. In
addition, the indenture does not restrict us ora@gur subsidiaries from paying dividends or isgudr repurchasing securities. If we or



subsidiaries were to incur additional debt or litibs, our ability to pay our obligations on thetes could be adversely affected.
We may be unable to repay, repurchase or redeem thetes.

At maturity, the entire outstanding priredipmount of the notes will become due and paylaples. Upon a change in control, as defined
in the indenture, note holders may require us pomehase all or a portion of their notes. We mayhawe enough funds or be able to arrange
for additional financing to pay the principal attongty or to repurchase the notes on a changeritrab Future credit agreements or other
agreements relating to our indebtedness may retéaedemption or
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repurchase of the notes and provide that a changenitrol constitutes an event of default. If thatanity date or a change in control occurs at a
time when we are prohibited from repaying or repasing the notes, we could seek the consent deaders to purchase the notes or we c
attempt to refinance this debt. If we do not obthnecessary consents or cannot refinance theoddhvorable terms, or at all, we will be
unable to repay or repurchase the notes. Our éiturepay the notes at maturity or repurchasestexidnotes would constitute an event of
default under the indenture, which might constitutdefault under the terms of our other debt. Quligation to offer to purchase the notes u

a change in control would not necessarily affortertamlders protection in the event of a highly leged transaction, reorganization, merger or
similar transaction involving us.

There may not be an active, liquid market for our ommon stock or the notes.

There is no guarantee that an active toadiarket for our common stock will be maintainecdtiom Nasdaqg Stock Market's National
Market. Investors may not be able to sell theirebaguickly or at the latest market price if tragin our stock is not active. An active trading
market for the notes may not be maintained. If@iva market for the notes is not sustained, thditig price of the notes could decline
significantly. The notes are eligible for trading the PORTALSM Market. We do not intend to apply for listing okthotes on any securities
exchange.

The notes and the common stock issuable upon congern of the notes may be subject to restrictions aresale.

We entered into a registration rights agreet with the initial purchasers of the notes, part to which we filed a shelf registration
statement covering the resale of the notes anddimenon stock issuable upon conversion of the niftdse effectiveness of the registration
statement is not maintained, the liquidity and @€ the notes and common stock issuable upon csioveof the notes would be adversely
affected and note holders could lose all or patheir investment.

At various times during 2003 and 2004, the price avhich our common stock could be purchased on thedddaq National Market was
lower than the conversion price of the notes, andup stock price may be lower than the conversion pde in the future.

Prior to electing to convert notes, theenmblder should compare the price at which our comstock is trading in the market to the
conversion price of the notes. Our common stoadetseon the Nasdaq National Market under the syi@b®H. The initial conversion price of
the notes is approximately $9.19 per share. Th&eharices of our securities are subject to sigaiit fluctuations. Such fluctuations, as well
as economic conditions generally, may adverselcathe market price of our securities, including common stock and the notes.

The notes may not be rated or may receive a loweating than anticipated.

We believe it is unlikely that the notedle rated. However, if one or more rating agesic&es the notes and assigns the notes a rating
lower than the rating expected by investors, redticeir rating in the future or indicates that il Wwave their ratings on the notes under
surveillance or review with possible negative irogtions, the market price of the notes and our comsatock would be harmed. In addition, a
ratings downgrade could adversely affect our gbibtaccess capital.
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Our stock price has been highly volatile, and an westment in our stock could suffer a decline in vale, adversely affecting the value of
the notes or the shares into which those notes mag converted.

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 our adnincluding:

. actual or anticipated period-to-period fluctuatioam$inancial results;



. failure to achieve, or changes in, financial estesdy securities analys

. announcements of new products or services or téopical innovations by us or our competitc
. developments regarding actual or potential disdesesf biomarkers by us or others;

. comments or opinions by securities analysts or matfickholders;

. conditions or trends in the pharmaceutical, biotebbgy and life science industrie

. announcements by us of significant acquisitiomategic partnerships, joint ventures or capital comments;
. developments regarding our patents or other irteléd property or that of our competitors;

. litigation or threat of litigation;

. additions or departures of key personi

. sales of our common stock;

. limited daily trading volume; and

. economic and other external factors or disastecsises.

In addition, the stock market in general] ghe Nasdaq National Market and the market fdielogy companies in particular, have
experienced significant price and volume fluctuagithat have often been unrelated or disproportiottathe operating performance of those
companies. Further, there has been significantiliptan the market prices of securities of lifeisnce companies. These broad market and
industry factors may seriously harm the marketgodEour common stock, regardless of our opergiarformance. In the past, following
periods of volatility in the market price of a coamy's securities, securities class action litigatias often been instituted. A securities class
action suit against us could result in substactiats, potential liabilities and the diversion cimagement's attention and resources.

Future sales of our common stock in the public mar&t could adversely affect the trading price of oucommon stock, the value of the
notes and our ability to raise funds in new stockfferings.

Future sales of substantial amounts ofcommmon stock in the public market, or the perceptiat such sales are likely to occur, could
affect prevailing trading prices of our common &taad the value of the notes. As of December 3032®%e had:

. 29,079,593 shares of common stock outstanding;

. 4,054,301 shares of common stock reserved for meguapon exercise of options outstanding undestmak option plans with
weighted average exercise price of $5.28 per share;

. in addition to the shares reserved for issuance tip® exercise of options referred to in the prewebullet point, 509,708
shares reserved for future issuance under our sigién plans and employee stock purchase plan; and
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. 96,750 shares of common stock potentially issuatbtanford Research Systems, Inc. under a developoontract if certai
milestones are met.

Because the notes are convertible into comstock only at a specific conversion price, didedn our common stock price may cause
the value of the notes to decline.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISKS

We maintain investment portfolio holdingsvarious issuers, types and maturities. Thesergmsuare classified as available-for-sale, and
consequently are recorded on the balance she&t &bfue with unrealized gains and losses repated separate component of accumulated
other comprehensive income (loss). These secudtegaot leveraged and are held for purposes tthertrading.

The following discussion about our marksk involves forward-looking statements. We areasqul to market risk related mainly to
changes in interest rates. We do not invest irvegvie financial instrument:



Interest Rate Sensitivity

The fair value of our investments in maaké¢ securities at December 31, 2003 was $14.tomjlvith a weighted-average maturity of
139 days and a weighted-average interest rater6fA4..

The primary objective of our investmentidties is to preserve principal while at the satinee maximizing the income we receive from
our investments without significantly increasingkriWe ensure the safety and preservation of amested 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 securitiegJuding commercial paper, money market funds, gowent and non-government debt
securities, and, by policy, restrict our exposworany single corporate issuer by imposing concéatrdimits. We mitigate default risk by
investing in high credit- quality securities.

Some of the securities that we invest ity imave market risk. That means that a change wegieg interest rates may cause the fair value
of the principal amount of an investment to fludtudor example, if we hold a security that waséskwith a fixed interest rate at the then-
prevailing rate and the prevailing rate rises,fttievalue of the principal amount of our investrhesill probably decline. To minimize the
exposure due to adverse shifts in interest ratesnpaintain investments at an average maturityssf fean one year, with no individual security
investment maturing in more than two years.

Our exposure to market risk for changestarest rates relates primarily to the increasdearease in the amount of interest income we
can earn on our available funds for investment. |Gng-term debt and capital lease agreements dixedtinterest rates. We do not plan to use
derivative financial instruments in our investmpottfolio.

Foreign Currency Exchange Risk

Most of our revenue is realized in U.S lalsl. However, the majority of our revenue fromarhatography sorbents is realized in euros. In
addition, all our revenue in Japan is realizedaipahese yen. As a result, our financial resultédcoe affected by factors such as changes in
foreign currency exchange rates or weak econonmiditons in foreign markets. Because most of oueneie is currently denominated in U.S.
dollars, an increase in the value of the U.S. do#iative to foreign currencies could make ourduets less competitive in foreign markets.
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The functional currencies of BioSepra SaAd Ciphergen Biosystems KK are the euro and wsperctively. Accordingly, the accounts of
these operations are translated from the locakagyr to the U.S. dollar using the current exchamatgein effect at the balance sheet date for the
balance sheet accounts, and using the averagergehate during the period for revenue and expaoseunts. The effects of translation are
recorded as a separate component of stockholdprity eThe net tangible assets of our non-U.S. agans, excluding intercompany debt, were
$12.6 million at December 31, 2003.

The accounts of all other nbhS. operations are remeasured to the U.S. dellach is the functional currency. Accordingly, albnetary
assets and liabilities of these foreign operatemastranslated into U.S. dollars at current pegad-exchange rates, and non-monetary assets
and related elements of expense are translated historical rates of exchange. Income and expeleseents are translated to U.S. dollars
using average exchange rates in effect during ¢hieg. Gains and losses from the foreign curreraydactions of these subsidiaries are
recorded as other income or loss in the statenfesperations.

In 2003, we entered into foreign currenogpitcacts to manage the volatility of currency fluations as a result of an intercompany loan of
approximately $1.0 million, denominated in yenoto subsidiary in Japan. The effect of exchangechainges on the forward exchange
contracts is expected to offset the effect of erglearate changes on the intercompany loan. As oéDéer 31, 2003, Ciphergen had one
forward contract to sell approximately 107 millidapanese yen at a rate of 106.86 yen per U. SrdBlcause there is no fixed maturity date
for the intercompany loan, we close each forwamtre@t and enter a new one monthly. Net realizeeido currency gains and losses relate
the foreign currency forward contracts were noteriat for the year ended December 31, 2003. Althowng will continue to monitor our
exposure to currency fluctuations, we cannot predgsurance that exchange rate fluctuations wilhaom our business in the future.
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REPORT OF INDEPENDENT AUDITORS
To the Board of Directors and Stockholders of Cigkea Biosystems, Inc.

In our opinion, the accompanying consobdadbalance sheets and the related consolidatedrstats of operations, of stockholders' equity
and of cash flows present fairly, in all materiedpects, the financial position of Ciphergen Bitays, Inc. and its subsidiaries at Decembe
2003 and 2002, and the results of their operatomstheir cash flows for each of the three yeathémperiod ended December 31, 2003 in
conformity with accounting principles generally apted in the United States of America. These fir@mstatements are the responsibility of
the Company's management; our responsibility exress an opinion on these financial statemerstsdban our audits. We conducted our
audits of these statements in accordance withiagditandards generally accepted in the UnitedeStatt America, which require that we plan
and perform the audits to obtain reasonable asseramout whether the financial statements arediregaterial misstatement. An audit inclu
examining, on a test basis, evidence supportinguheunts and disclosures in the financial statesp@ssessing the accounting principles used
and significant estimates made by management, \eaddating the overall financial statement preséoatWe believe that our audits provide a
reasonable basis for our opinion.

PRICEWATERHOUSECOOPERS LLP

San Jose, California
March 9, 2004
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CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

December 31,

2003 2002
ASSETS
Current assett
Cash and cash equivalel $ 32,85. % 25,14¢
Shor-term investment 14,46: 14,71:
Accounts receivable, net of allowance for doub#ittounts of $553 and $344, respecti\ 14,731 13,33¢
Inventories 8,30( 6,85(
Notes receivable from related part 56 28¢
Prepaid expenses and other current a: 2,87¢ 2,81t
Total current asse 73,28 63,15(
Property, plant and equipment, | 15,891 13,37(
Long-term investment — 2,68¢
Goodwill and other intangible assets, 9,87¢ 7,49¢
Notes receivable from related part 21¢€ 191

Other lon¢-term asset 2,75¢ 72t



Total asset $ 102,02¢ $ 87,61¢

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payabl $ 506z $ 5,421
Accounts payable to related pa — 184
Accrued liabilities 9,49t 5,51¢
Deferred revenu 5,76¢ 3,861
Current portion of capital lease obligatic 324 503
Current portion of lon-term debt 662 —
Total current liabilities 21,31 15,48
Deferred revenu 594 42C
Capital lease obligations, net of current por 2,27¢ 2,31:
Long-term debt, net of current portic 1,09C —
Convertible senior notes, net of disco 27,51t —
Other long term liabilitie: 1,18¢ 1,01z
Total liabilities 53,96¢ 19,22¢

Commitments and contingencies (Note
Minority interest 165 32

Stockholders' equity
Common stock, $0.001 par val
Authorized: 80,000,000 shares at December 31, 26632002
Issued and outstanding: 29,079,593 shares and 7@l shares at December 31, 2003 an

2002, respectivel 29 27
Additional pait-in capital 186,04 174,73t
Notes receivable from stockholde (1,099 (2,289
Deferred stock compensati (725) (2,829
Accumulated other comprehensive inca 4,15¢ 1,48(
Accumulated defici (140,520) (103,779

Total stockholders' equit 47,89: 68,35¢

Total liabilities and stockholders' equ $ 102,02¢ $ 87,61:

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

2003 2002 2001
Revenue
Products $ 50,32 $ 33,56: $ 15,74:
Products revenue from related par — 827 1,19:

Services 8,04¢ 4,91( 2,11¢




Total revenue 58,37: 39,30( 19,04¢
Cost of revenue
Products 17,02( 10,09¢ 5,51¢
Products revenue from related par — 334 434
Services 3,56¢ 2,32¢ 664
Litigation settlement 7,251 — —
Total cost of revenu 27,84* 12,75¢ 6,614
Gross profit 30,521 26,54: 12,43t
Operating expense
Research and development 24.,92( 20,75¢ 12,89t
Sales and marketing 24,827 20,32 14,30:
General and administrati\ 15,83: 15,00¢ 13,02(
Amortization of intangible assets 82¢ 82¢ 65C
Write-off of acquired in-process technology — — 1,00¢
Total operating expens: 66,40" 56,91: 41,86¢
Loss from operation (35,880 (30,370 (29,43)
Interest incomt 702 1,54: 4,12°¢
Interest expens (857) (152) (150
Other income (expense), r 82¢ — (207)
Equity in net loss of joint ventul — — (12
Income attributable to minority intere (139) (32 —
Loss before provision for income tax (35,340 (29,01) (25,669
Provision for income taxe 1,40 61 142
Net loss $ (36,747 $ (29,07) $ (25,817
| | |
Net loss per shar:
Basic and dilutet $ 1.3) $ (1.0¢) $ (0.97)
| | |
Shares used in computing net loss per s 28,15« 26,96" 26,51:
I I I
The accompanying notes are an integral part oktheasolidated financial statements.
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CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands)
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 26,78 $ 27 $ 175,69 $ (1,299 $ (12,369 $ (24 $ (48,889 $ 113,15;
Comprehensive los
Net loss — — — — — (25,819 (25,819
Change in unrealized gain on
marketable securitie — — — — 204 — 204
Foreign currency translation
— — — 11 — 11

adjustmen —



Total comprehensive lo:

Issuances of common stock for servi
Stock options exercise

Purchase of common stock under
employee stock purchase pl
Repurchase of common sta
Deferred stoc-based compensatic
Amortization of deferred stock-based
compensatiol

Balances, December 31, 2C

Comprehensive los

Net loss

Change in unrealized loss on
marketable securitie

Foreign currency translation
adjustmen

Total comprehensive lo:

Issuances of common stock for servi
Stock options exercise

Purchase of common stock under
employee stock purchase pl
Repurchase of common sto
Deferred stoc-based compensatic
Amortization of deferred stock-based
compensatiol

Repayment of note receivable from
stockholdel

Balances, December 31, 2C

Comprehensive los

Net loss

Change in unrealized loss on
marketable securitie

Foreign currency translation
adjustmen

Total comprehensive lo:

Stock options exercise

Purchase of common stock under
employee stock purchase pl
Warrants exercise

Common stock issued to LumiCy
Discount on convertible senior notes
related to beneficial conversion feat
Deferred stoc-based compensatic
Amortization of deferred stock-based
compensatiol

Repayment of note receivable from
stockholdel

Balances, December 31, 2C

(25,597

51 — 26¢ — — — — 26¢
11€ — 182 — — — — 182
114 = 604 = = = = 604
(10 — (29) — — — — (29)
= = (1,389 = 1,38¢ = = =
— — — — 4,647 — — 4,647
27,05 27 175,33 (1,299 (6,329 191 (74,707 93,22
= = = = = = (29,079 (29,079
— — — — — (149 — (144)
= = = = = 1,43: = 1,43¢
(27,789

4g = 131 = = = = 131
62 — 132 — — — — 132
17€ — 573 — — — — 572
2 — (6) — — — — (6)
— — (1,426) — 1,42¢ — — —
— — — — 2,072 — — 2,07:
— — — 5 — — — 5
27,34 27 174,73t (1,289 (2,829 1,48 (103,77 68,35
_ _ _ _ — — (36,747 (36,74
— — — — — (66) — (66)
— — — — — 2,74 — 2,74
(34,609

172 — 717 — — — — 717
31C 1 83t = = = = 83€
6 — — — — — — —
1,25( 1 7,762 = = = = 7,76
— — 2,671 — — — — 2,67
— — (686) — 68€ — — —
— — — — 1,41¢ — — 1,41¢
— — — 19€ — — — 19€
29,08( $ 29 $ 186,04 $ (1,009 $ (725 $ 415¢ $ (140,520 $  47,89:

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Years Ended December 31



2003 2002 2001

Cash flows from operating activitie
Net loss $ (36,74) $ (29,077 $ (25,817)

Adjustments to reconcile net loss to cash useghérating activities

Depreciation and amortizatic 6,13( 4,221 2,72
Write-off of acquired ii-process technoloc — — 1,00(
Change in minority intere: 13z 32 —
Stock issued for servict — 131 26¢
Stocl-based compensation expel 1,41¢ 2,072 4,647
Amortization of debt discour 192 — —
Non-cash portion of litigation settleme 4,257 — —
Equity in net loss of joint ventul — — 12
Loss on writ-off of fixed asset: 114 33 5
Provision for bad deb 211 313 18C
Losses on writ-down of inventory 691 254 24¢
Interest accrued on notes receivable from relatetigs (84) (95) (80)
Capitalized license for intellectual prope (613) — —

Changes in operating assets and liabilities, nesséts acquired and liabilities assumed in busio@sbinations

Accounts receivabl (930) (6,58¢) (1,376
Accounts receivable from related pari — 12¢ (53)
Inventories (929) (2,227) (41¢)
Prepaid expenses and other current a: 10E (402) (507)
Other lon¢-term asset (121) 282 (53)
Accounts payable and accrued liabilit 3,027 2,371 2,47¢
Accounts payable to related pa (184) 37 134
Deferred revenu 2,14( 1,24¢ 1,44(
Deferred revenue from related part — (319) (39
Other lon¢-term liabilities (69) 311 565

Net cash used in operating activit (21,259 (27,264 (14,640

Cash flows from investing activitie

Purchase of property, plant and equiprn (6,350 (4,364) (4,070
Acquisition of BioSepra, net of cash acqui — — (12,257
Purchase of marketable securit (10,639 (10,06¢) (36,93))
Maturities of marketable securiti 13,22« 21,017 8,33¢
Repayment of notes receivable from related 23C — —
Net cash acquired upon purchase of Ciphergen BiessKK common stoc — 872 —

Net cash provided by (used in) investing activi (3,535 7,457 (44,92%)

Cash flows from financing activitie

Repurchases of common stc — (6) (28)
Proceeds from exercises of stock options and wer 717 iLEE 182
Proceeds from issuance of common stock under ereglstock purchase pl: 83¢€ 572 604
Repayment of stockholder nc 19€ 5 —
Principal payments on capital lease obligati (684) (447) (326)
Proceeds from lor-term debt 32,06¢ — —
Issuance costs of convertible senior n (1,86¢€) — —
Repayments of lor-term debi (319) a1y (189
Repayments of working capital loans for Ciphergémsstems KK to Sumitom — (3,960 —
Net cash provided by (used in) financing activi 30,95: (3,819 25(C

Effect of exchange rate chanc 1,55( 452 4

Net increase (decrease) in cash and cash equis 7,70¢ (23,179 (59,319

Cash and cash equivalents, beginning of 25,14¢ 48,31¢ 107,63:



Cash and cash equivalents, end of ) $ 32,85. $ 25,148  $ 48,31¢

Supplemental cash flow informatic

Cash paid for intere: $ 17z $ 147 % 161

Cash paid for income tax 62 21 —
Supplemental schedule of r-cash investing and financing activitit

Acquisition of property and equipment under cagiake: 21 5 —

Transfer of fixed assets to inventc 61€ 244 301

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 sellseRrGhip® Systems for life science
researchers. The core technology, which is paterge&lirface Enhanced Laser Desorption/lonizatlSELDI"). The systems consist of
ProteinChip Readers, ProteinChip Software andeélatcessories, which are used in conjunction eattsumable ProteinChip Arrays. These
products are sold primarily to biologists at phacmaical and biotechnology companies, and acadandgyovernment research laboratories.
The Company also provides research services thrissifiomarker Discovery Center® laboratories angcpss proteomics centers, and
chromatography sorbents used for protein purificathrough its BioSepra® subsidiary.

Basis of Presentation

The accompanying consolidated financiaiestents have been prepared in conformity with actiog principles generally accepted in
United States of America and include the accouhtse@Company and its subsidiaries. All intercompaansactions have been eliminated in
consolidation. The Company reported its 30% owripristierest in Ciphergen Biosystems KK, a joint tee in Japan, using the equity metl
of accounting through August 31, 2002, at whichetittne Company acquired a 70% majority interestlaghn consolidation of Ciphergen
Biosystems KK, with the noncontrolling interestiogireported as minority interest in the consoliddialance sheet and statement of
operations.

Use of Estimates

The preparation of consolidated financiateaments in accordance with accounting princigksserally accepted in the United States of
America requires management to make estimatesssuigtions that affect the reported amounts otsissel liabilities and disclosure of
contingent assets and liabilities at the date efitancial statements and the reported amountsvehues and expenses during the reporting
period. Actual results could differ from those esties.

Certain Risks and Uncertainties

The Company's products and services aremtly concentrated in a single segment of thesifience research field, which is charactel
by rapid technological advances and changes imowestrequirements. The success of the Company demenmanagement's ability to
anticipate and to respond quickly and adequatetgdbnological developments in its industry, chanigecustomer requirements and chang
industry standards. Any significant delays in tleeelopment or introduction of new products or segicould have a material adverse effe(
the Company's business and operating results.

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, sahthe raw materials and components used
in its products are from single-source suppligrthé Company is unable to obtain such raw matedall components, its financial condition
and operating results could be significantly impdct
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Cash and Cash Equivalents
The Company considers all highly liquidéstments purchased with an original maturity oé¢hmonths or less to be cash equivalents.
Investments

Management determines the appropriateititzgson of the Company's investments in markezad#bt securities at the time of purchase,
and re-evaluates this designation at each baldress date. The Company classifies all securiti¢aeailable-for-sale" and carries them at fair
value with unrealized gains or losses related ésehsecurities included as a component of otheprmnsive income until realized. The
amortized cost of debt securities is adjusted foorization of premiums and accretion of discodatmaturity, which is included in interest
income. Realized gains and losses are determiried thee specific identification method. The cosseturities sold is based on the specific
identification method.

The Company's investment objectives inclingesafety and preservation of invested fundsligoélity of investments that is sufficient to
meet cash flow requirements. Cash, cash equivadentsnvestments in debt securities are with higldi¢-quality financial institutions,
commercial companies and government agencies &r ¢odimit the amount of credit exposure.

Fair Value of Financial Instruments

The estimated fair value of financial instrents has been determined using available mark@hiation or other appropriate valuation
methodologies. However, considerable judgmentdsired in interpreting market data to develop eatés of fair value; therefore, the
estimates are not necessarily indicative of thewartsothat could be realized or would be paid imaent market exchange. The effect of using
different market assumptions and/or estimation wdtlogies may be material to the estimated faine@amounts.

The carrying amounts of certain of the Camps financial instruments including cash and eaglivalents, accounts receivable, accounts
payable and accrued liabilities approximate falugalue to their short maturities. The carryingueabf the capital leases approximates their
fair value based on the borrowing rates currentbilable to the Company for loans with similar terriihe fair value of the equipment
financing loan was estimated by discounting tharitash flows using applicable spreads to appratdrourrent interest rates available to the
Company. Convertible senior notes have an estinfatedalue based on quoted market prices. Thevilires of the equipment financing loan
and the convertible senior notes as compared tolibek values as of December 31, 2003 were asviall(in thousands):

Book Value Fair Value
Equipment financing loa $ 1,752 $ 1,752
Convertible senior note 27,51¢ 32,40(

$ 29,267 $ 34,15:

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 caslcasid equivalents as of December 31, 2003 weresitedawith financial institutions in the
U.S. and exceeded federally
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insured amounts. The Company also maintains cgssite with banks in Western Europe, Canada, CéngbJapan. The Company has not
experienced any losses on its deposits of caslcastdequivalents.

The Company's accounts receivable are eléfiom sales made to customers located in Nortleroa, Europe and Asia. The Company
performs ongoing credit evaluations of its custahfinancial condition and generally does not regjabllateral. The Company maintains an
allowance for doubtful accounts based upon the erpecollectibility of accounts receivable. No @mer accounted for more than 10% of
revenue in 2003 or 2002.

Inventories

Inventories are stated at the lower of ddad cost, which approximates cost on a-in, first-out basis, or market valu



Property, Plant and Equipment

Property and equipment are stated at esstdccumulated depreciation and amortization. daé&tion and amortization are computed for
financial reporting purposes principally using Htmight-line method over the following estimatesgiul lives: machinery and equipment, 2-
8 years; computer equipment and software, 3-4 y&awsiture and fixtures, 3-10 years; buildings deasehold improvements, the lesser of
their economic life or the term of the underlyiegi$e. Assets being installed or under construeatiershown as construction in progress.
Construction in progress is valued based on expaediincurred up to the balance sheet date. WHeendnstructed asset is ready for its
intended purpose, the total cost is transferratidaelevant asset class and depreciation commenieesost of repairs and maintenance is
charged to operations as incurred. Gains and lossetting from disposals of assets are refleatetié year of disposition.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the mselprice over the estimated fair value of theitdegnd intangible net assets acquired in the
Company's acquisitions of lllumeSys Pacific, Imc1D97, Ciphergen Technologies, Inc. in 1998, B@&e&.A. in 2001 and Ciphergen
Biosystems KK in 2002. Prior to the adoption oft8taent of Financial Accounting Standards No. 16FAS 142"), "Goodwill and Other
Intangible Assets"”, on January 1, 2002, goodwikWwaing amortized on a straight-line basis ovex figars.

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

Other intangible assets consist of patantsdeveloped product technology arising from ttguasition of the BioSepra business, as we
a technology license acquired in connection withghttlement of litigation in 2003. These intanggbhre being amortized on a straight-line
basis over their estimated useful lives of sevaarya the case of the patents and developed preéettlnology and 17 years in the case of the
technology license. They are reviewed for impairtveimenever events or changes in circumstancesateltbat the carrying amount of an a
may no longer be recoverable.
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Long-lived Assets

Long-lived assets, such as property, pat equipment and purchased intangible assetsevdsaved for impairment when events or
changes in circumstances indicate the carrying amnofuan asset may not be recoverable. Recovesalsimeasured by comparison of an a
group's carrying amount to future net undiscouctesh flows the asset group is expected to gendfatech assets are considered to be
impaired, the impairment to be recognized is messby the amount by which the carrying amount efdbsets exceeds the projected
discounted future net cash flows arising from tbsets. Other long-term assets consist primarith@bffering costs of the convertible senior
notes and security deposits for the Company's defzadities.

Revenue Recognition

Revenue from product sales is recognizexhypoduct shipment, provided no significant oliigas remain and collection of the
receivables are deemed probable. Revenue fromiagippd handling is generally recognized upon pebghipment, based on the amount
billed to customers for shipping and handling. Télated cost of shipping and handling is includedadst of revenue upon product shipment.

The Company generally offers a standardamdy in the form of a maintenance contract on d&teinChip System, ProteinChip
Tandem MS Interface and accessory shipped. Thegsatly include coverage for parts, labor and safevbug fixes for a specified period,
typically one year. Revenue related to these miaamee contracts is deferred and recognized ovend#ietenance contract period. Related
costs are expensed as incurred. Factors that #dfte€@ompany's warranty costs include the numberstélled units, historical and anticipated
rates of warranty claims, and cost per claim. Reednom separately priced maintenance (extendethwin contracts is deferred and
recognized over the maintenance contract periotht&ecosts are expensed as incurred.

Revenue from research contracts is recedraés the work is performed, based on the achieveofisubstantive milestones described in
the contracts. Revenue from up-front paymentsfierted and recognized ratably over the expected tdrthe research contract.

For revenue arrangements with multiple elets that are delivered at different points in tifioce example, where Ciphergen has delivered
the hardware and software but is also obligatgatdeide services, maintenance and/or training) @bmpany evaluates whether the delivered
elements have standalone value to the customethestiie fair value of the undelivered elementgigbly determinable, and whether the
delivery of the remaining elements is probable wittlin the Company's control. When all these cdodi are met, the Company recognizes
revenue on the delivered elements. If any oneesdalconditions is not met, the Company defersebegnition of revenue until all these
conditions are met or all elements have been delikd-air values for ongoing maintenance are baped separate sales of renewals to other
customers. Fair values for services, such as trgiar consulting, are based upon separate saldgelyompany of those services to other
customers



Research and Development Cos

Research and development expendituresharged to operations as incurred. Research andogewent costs consist primarily of payroll
and related costs, materials and supplies usdwiddévelopment of new products, and fees paidreudtants and outside service providers.
Software development costs incurred in the reseamdndevelopment of new products are expensecagéu
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until technological feasibility is established. @ate, products and upgrades have generally redebbkdological feasibility and have been
released for sale at substantially the same time.

Advertising Costs
The Company expenses advertising costscasred. Advertising costs were $232,000 in 20@54$000 in 2002 and $313,000 in 2001.
Stock-based Compensation

The Company accounts for its stock-basepl@yee compensation arrangements using the intrisdle method of accounting. Unearned
compensation expense is based on the differenaayijfon the date of the grant between the fairevaf the Company's stock and the exercise
price. Unearned compensation is amortized and esgquensing an accelerated method. The Company asclmurstock issued to non-
employees using the fair value method of accounting

Had compensation expense for options gdaist@mployees, officers and directors been detexchbased on fair value at the grant date,
the Company's net loss per share would have inedetasthe pro forma amounts indicated below (irufamds, except per share data):

Years Ended December 31

2003 2002 2001
Net loss as reporte $ (36,74) $ (29,07) $ (25,81)
Add: Employee stoc-based compensation expense in reporte:

income, net of ta: 1,36¢ 2,14¢ 4,69¢
Less: Employee sto-based compensation expense determ

under the fair value method, net of - (4,782 (4,927%) (6,722
Pro forma net los $ (40,16) $ (31,85) $ (27,84)

Basic and diluted net loss per she
As reportec $ (1.3) $ (1.09) $ (0.97)
Pro forma $ 1.43) $ (1.1¢) $ (1.08)

The value of each option grant was estithatethe date of grant using the Black-Scholesoogpricing model in 2003, 2002 and 2001
with the following weighted assumptions:

Stock Option Plan Employee Stock Purchase Plan
2003 2002 2001 2003 2002 2001

Assumptions

Risk-free interest rat 2.7% 4.1% 4.€% 1.1% 1.2% 2.5%

Expected life 5 year: 5 year: 5 year: 0.5 yea 0.5 yea 0.5 yea

Expected volatility 69% 6C% 75% 69% 60% 75%

Expected dividend yiel — — — — — —
Weighted average fair value

Exercise price less than market pr $ — $ — 3 — $ 1.1 % 111 $ 2.1

Exercise price equal to market pr 3.61 2.5¢% 4.1( — — —

Exercise price greater than mar
price — — — — — —
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The expected average life is based ongkeraption that stock options on average are exgl&igears after they are granted. The risk-
free interest rate was calculated in accordande thé grant date and expected average life.

Income Taxes

The Company accounts for income taxes usiagdiability method. Under this method, defertad assets and liabilities are determined
based on the difference between the financial rstaté and the tax bases of assets and liabilitieg enacted tax rates in effect for the year in
which the differences are expected to affect tax@mome. A valuation allowance is established wihetessary to reduce deferred tax asst
the amounts expected to be realized.

Foreign Currency Translation

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

The functional currency of all other norSUoperations is the U.S. dollar. Accordingly,rabnetary assets and liabilities of these foreign
operations are translated into U.S. dollars atenurperiod-end exchange rates and non-monetartsasse related elements of expense are
translated using historical rates of exchange.rireand expense elements are translated to U.@rslaking 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, and were not materiahiforears presented.

Recent Accounting Pronouncements

In November 2002, the Emerging Issues Faske ("EITF") reached a consensus on Issue N@1OUEITF 00-21"), "Revenue
Arrangements with Multiple Deliverables.” EITF 0Q-Brovides guidance on how to account for arrangesrtbat involve the delivery or
performance of multiple products, services andfirts to use assets. The provisions of EITF 00i#iyato revenue arrangements entered into
in fiscal periods beginning after June 15, 2003hwearlier application permitted. The Company add@ITF 00-21 on January 1, 2003, which
did not have a material impact on the Company'saligated financial position, consolidated resafteperations or consolidated cash flows.

In May 2003, the Financial Accounting Start$ Board ("FASB") issued Statement of Financied@unting Standards No. 150
("SFAS 150", "Accounting for Certain Financial tnements with Characteristics of both LiabilitiesdaEquity." SFAS 150 established
standards for how an issuer classifies and measeresn financial instruments with characterist€doth liabilities and equity. SFAS 150 v
effective for financial instruments entered intonoodified after May 31, 2003, and otherwise is eiffe at the beginning of the first interim
period beginning after June 15, 2003. The adopifd®FAS 150 did not have a material impact on tben@any's consolidated financial
position, consolidated results of operations orsotidated cash flows.
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In May 2003, the EITF reached a consensussue No. 03-5, "Applicability of AICPA StatemesftPosition 97-2, Software Revenue
Recognition, to Non-Software Deliverables in analgement Containing More-Than-Incidental Softwafé& FASB ratified this consensus
in August 2003. EITF Issue No. 03-5 affirms thaCRIA Statement of Position 97-2 applies to non-saféndeliverables, such as hardware, in
an arrangement if the software is essential tduhetionality of the non-software deliverables. Tadoption of EITF Issue No. 03-5 did not
have a material impact on the Company's consolidi@ancial position, consolidated statement ofrafiens or consolidated cash flows.

In December 2003, the SEC issued Staff Anting Bulletin ("SAB") No. 104, "Revenue Recogaitl, which codifies, revises and
rescinds certain sections of SAB No. 101, "RevdReeognition”, in order to make this interpretived@unce consistent with current
authoritative accounting and auditing guidance 8B rules and regulations. The changes noted in[S&BL04 did not have a material effect
on the Company's consolidated financial positi@msolidated results of operations or consolidateshdlows.

2. Marketable Securities

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

December 31, 2003




Gross

Amortized Unrealized Aggregate
Cost Losses Fair Value
Corporate debt securities maturii
Within one year $ 12,35¢ $ @ % 12,35
Between one to five years — — —
Other investments maturing within one y 2,11 — 2,112
$ 14,47C $ @ $ 14,46
.| I |
December 31, 200;
Gross
Amortized Unrealized Aggregate
Cost Gains Fair Value
U.S. Treasury securities and debt securities of
government agencies maturing within one y $ 3,006 $ 5 §$ 3,01:
Corporate debt securities maturil
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 $ 59 $ 17,39¢
I I I
During 2003 and 2002, no marketable sdesgrivere sold prior to maturity.
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3. Inventories (in thousands)
December 31,
2003 2002
Raw material $ 2,791 $ 1,915
Work in progres: 1,32( 1,61(
Finished good 4,18¢ 3,32¢
$ 830 $ 6,850
| |
4. Property, Plant and Equipment, Net (in thouands)
December 31
2003 2002
Land $ 49¢ % 417
Buildings and improvemen 3,64¢ 3,044
Machinery and equipmel 16,90! 13,31«
Leasehold improvemen 4,38¢ 3,11¢
Computers and equipme 2,291 1,91(
Furniture and fixture 1,05z 912
Construction in progres 767 —
29,54t 22,71¢
Less: Accumulated depreciation and amortiza (13,659 (9,34¢)
$ 15,891 $ 13,37(
] I



Property, plant and equipment includes 88 And $3,461 of land, buildings and improvementieu capital leases at December 31, 2003
and 2002, respectively. Property, plant and equigrakso includes $234 and $1,108 of machinery apipenent under capital leases at
December 31, 2003 and 2002, respectively. Accuradlamortization of assets under capital leaseketbl,037 and $1,171 at December 31,
2003 and 2002, respectively.

Construction in progress at December 3032@presented manufacturing equipment being andtinstalled at the Company's Fremont,
California facility to automate certain processeshie production of ProteinChip Arrays. The autedananufacturing system is expected to be
fully operational by the end of 2004.

Depreciation expense for property, plamt aquipment was $4,112 in 2003, $3,076 in 2002%,@82 in 2001.
5. Goodwill and Other Intangible Assets

The Company adopted SFAS 142 on Janu&@@2 for all goodwill and other intangible asséts.a result, goodwill is no longer
amortized but rather tested for impairment at laastually and in the interim whenever circumstancdiate that goodwill may be impaired.
Upon adoption, the Company performed a transitigoaldwill impairment assessment and noted no suplairment of goodwill. The
Company also performed annual impairment test®@22nd 2003, and determined that
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no impairment had occurred. Goodwill and otherngible assets consisted of the following (in thows:

December 31, 2003 December 31, 2002
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Total Amount Amortization Total
Non-amortizing:
Goodwill $ 287C $ — $ 287C $ 287(C $ — $ 2,87(
Amortizing:
Acquired completed technolog 5,40( 1,86t 3,53¢ 5,40( 1,09:¢ 4,307
Patents 40C 13€ 262 40C 81 31¢
Acquired license related to litigation 4,11¢ 90¢€ 3,212 — — —
settlemen
$ 12,78¢ $ 2,90¢ $ 9,87¢ $ 8,67( $ 1,174 $ 7,49¢

Annual amortization expense for these igitale assets is expected to be approximately $20088n 2004 and in 2005; $1,621,000 in
2006; $829,000 in 2007; and $483,000 in 2008. Armmatibn expense for goodwill and other intangitdsets was (in thousands):

2003 2002 2001
Goodwill $ — 3 — $ 304
Acquired completed technolog 772 772 32z
Patents 57 57 24
Acquired license related to litigation settlem 90¢€ — —

$ 1,73 $ 82¢ $ 65C

The acquired license is amortized to chbsewvenue. It is related to the litigation settlethbetween Ciphergen and Molecular Analytical
Systems, Inc. ("MAS"), LumiCyte, Inc. ("LumiCyte'"and T. William Hutchens. As part of the settlement

(@) Ciphergen paid LumiCyte $3.0 million in cash;
(b) Ciphergen issued to LumiCyte 1,250,000 shares pli€@gen common stock which were valued at $7.8anjlland
(©) Ciphergen agreed to pay license fees to MAS basdberevenues Ciphergen and its affiliates deriwen the SELDI

technology and recognize between February 21, 2603May 28, 2014, provided that such license fadsot exceed
$1.0 million during calendar year 2003 or $10.0lionil in the aggregatt



The total cost of the litigation settlemantounted to $20.8 million, of which $7.3 milliorasvattributed to periods prior to April 1, 2003
and expensed in the second quarter of 2003. $906y88 amortized to cost of revenue in the remainfi@d03, and the remaining
$12.6 million will be amortized to cost of reveninduture periods through the second quarter o201
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Pro forma net loss (in thousands) and proé net loss per share, excluding amortizatioreese for goodwill, were:

Years Ended December 31,

2003 2002 2001

Net loss, as reporte $ (36,747) $ (29,07) $ (25,81))
Add back goodwill amortizatio — — 304
Pro forma net los $ (36,74) $ (29,079 $ (25,50¢)
| | |

Basic and diluted net loss per share, as repi $ 1.30) $ (2.0 $ (0.97)
Add back goodwill amortizatio — — 0.01
Pro forma basic and diluted net loss per s $ 1.3) $ (1.0¢) $ (0.9¢)

6. Accrued Liabilities (in thousands)

December 31,

2003 2002
Payroll and related expens $ 4722 $ 3,65¢
Legal and accounting fe: 1,02t 754
Rent and related liabilitie — 137
Tax-related liabilities 2,34 451
Accrued interest on convertible senior nc 484 —
Other accrued liabilitie 92C 51&

$ 949 $ 551«

7. Warranties and Maintenance Contracts

Ciphergen has a direct field service orgatidn that provides service for its products. Toenpany generally includes a standard
12 month warranty on its ProteinChip Systems, Bn@leip Tandem MS Interfaces and accessories ifiottme of a maintenance contract upon
initial sale, after which maintenance and suppay ioe provided under a separately priced contrash@n individual call basis.

Changes in product warranty obligationsluding separately priced maintenance obligatidasing the years ended December 31, 2003
and 2002 were as follows (in thousands):

2003 2002

Balance at beginning of peri $ 1,80C $ 1,09¢
Add: Costs incurred for maintenance contr: 2,00¢ 1,29¢
Revenue deferred for separately priced maintenaantract: 5,221 2,73
Less: Settlements made under maintenance con (2,009 (1,299
Revenue recognized for separately priced maintsnaontract (3,579 (2,037
Balance at end of peric $ 344: $ 1,80(

Revenue for maintenance contracts is rezedron a straight line basis over the period efapplicable maintenance contract. Costs are
recognized as incurre
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8. Long-term Debt and Capital Leases
Convertible Senior Notes

On August 22, 2003, the Company closed#ie of $30.0 million of convertible senior noteGeptember 1, 2008. Offering costs were
approximately $1.8 million. Interest on the note4 5% per annum on the principal amount, payaigannually on March 1 and
September 1, beginning March 1, 2004. The notes@reertible, at the option of the holder, at @nyeton or prior to maturity of the notes ir
shares of the Company's common stock initially edraversion rate of 108.8329 shares per $1,00@ipahamount of the notes, which is equal
to a conversion price of approximately $9.19 parehThe conversion price, and hence the converaienis subject to adjustment upon the
occurrence of certain events, such as stock sgliisk dividends and other distributions or recdjzitions. Because the market value of the
stock rose above the conversion price betweendidhe notes were priced and the closing dateCtmpany recorded a discount of
$2,677,000 related to the intrinsic value of thadfiial conversion feature resulting from thisgerchange and the fact that the initial purct
of the notes was not required to purchase the notiishe closing date. Immediately after the aigs Ciphergen common stock had a market
price of $10.01 per share, or $0.82 per share hitjlaen the conversion price. The value of the bersfconversion feature was determined by
multiplying this difference in the per share prafeCiphergen's common stock by the 3,264,987 upibgrishares. This amount will be
amortized to interest expense using the effectiterést method over the five-year term of the nateshorter period in the event of conversion
of the notes. Amortization in 2003 amounted to $00Q.

The notes are the Company's senior unseéa@lnligations and rank on parity in right of payrhesith all of the Company's existing and
future senior unsecured debt and rank senior t€timapany's existing and future debt that expressiyides that it is subordinated to the nc
The notes are also effectively subordinated intriggtpayment to the Company's existing and futeused debt, to the extent of such security,
and to its subsidiaries' liabilities. The indentdees not limit the incurrence by the Company ®sitbsidiaries of other indebtedness.

The Company may redeem the notes at iterpgh whole or in part, at any time on or aftep8mber 1, 2006 at specified redemption
prices plus accrued and unpaid interest, provitatithe notes will be redeemable only if the clgginice of the stock equals or exceeds 150%
of the conversion price then in effect for at l[e2&trading days within a period of 30 consecutiaging days ending on the trading day before
the date of the notice of the redemption. The 32®&4 shares that could be issued if all converskeleior notes were converted into common
stock have not been included in the calculatiolosd per share, as these potential common shaestdilutive. Upon a change of control,
each holder of the notes may require the Compangporchase some or all of the notes at speciéddmption prices, plus accrued and unpaid
interest. The debenture contains a put optionghtities the holder to require the Company to redthee debenture at a price equal to 110% of
the principal balance upon a change in controhef@ompany prior to August 31, 2004 (107.5% fromt&mber 1, 2004 through August 31,
2005 and 105.0% thereafter). The Company doesmiigifzate that the put option will have significarstlue because no change of control is
currently contemplated.

Equipment Financing Loan

In June 2003, the Company entered int@a &nd security agreement with General Electriagt@a@orporation to obtain financing for up
to $5.0 million of capital equipment purchases. Tdan

68

is collateralized by the equipment being financgdvall as certain other assets of the Company.f&eoember 31, 2003, the Company had
financed $2.1 million of capital equipment purcteag@ough this facility at an annual interest 1@ft&.48%, repayable in monthly installments
over 36 months from the date of each drawdown utideagreement. As of December 31, 2003, the balantstanding on the loan, including
interest charges, was $1.9 million, with the fipayment scheduled for July 1, 2006. The Company uiige the remaining balance of this
facility to purchase additional capital equipmeatiater than June 30, 2004.

Capital Leases

The Company leases its facility in Franoder a capital lease with an independent finanogpemy, which expires on February 3, 2011.
Upon expiration, the Company may acquire the figcibr a nominal amount. The Company also leasdsicemachinery and equipment in
Japan under capital lease agreements with Sumi€@uongoration and other independent finance compatiiese leases expire at various times
through March 31, 2008. The interest rate on opétaldease is variable based on the Euribor thpthers are fixed rates. The weighted
average interest rate was 3.9% at December 31, 2003

As of December 31, 2003, future minimunsepayments under capital lease agreements wéskoass (in thousands):

2004 $ 421



2005 40¢

2006 407
2007 41C
2008 411
2009 and afte 937
Total minimum lease paymer 2,99/
Less: amount representing inter (39¢)
Present value of minimum lease payme 2,59¢
Less: Current portio (329
Non-current portior $ 227

.|

9. Foreign Currency Contracts

During the year ended December 31, 20@3Cthmpany entered into foreign currency forwardtiaans to manage the volatility of
currency fluctuations as a result of an interconydaan of approximately $1.0 million, denominatedyen, to the Company's subsidiary in
Japan. The effect of exchange rate changes omtvard exchange contracts is expected to offsettfieet of exchange rate changes on the
intercompany loan. As of December 31, 2003, the gamg had one forward contract to sell approximat€ly million Japanese yen at a rat
106.86 yen per U.S. dollar. Because there is redfiwaturity date for the intercompany loan, the @any closes each forward contract and
enters a new one monthly. Net realized foreignenwy gains and losses related to the foreign cayréarward contracts are recorded in other
income (expense) in the Consolidated Statemer®pefations and were not material for the year efdkmbmber 31, 2003.
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10. Commitments and Contingencies
Operating Leases

The Company leases various equipment asilititzs to support its worldwide manufacturingsearch and development, Biomarker
Discovery Center, and sales and marketing actévifi®tal rent expense under all leases, net okagblincome, was $3,514,000, $2,828,000
and $1,791,000 in the years ended December 31, 2002 and 2001, respectively. The Company leaségemont facility under a non-
cancelable operating lease that expires on Julg@18. The lease provides for escalations of Ipagenents of approximately 4% per year.
Sublease income paid by a tenant at the Comparsrsdat facility was $0 in 2003, $475,000 in 2008 41,583,000 in 2001.

As of December 31, 2003, future minimumrpants under non-cancelable operating leases, @éxeloksublease income, were as follows
(in thousands):

2004 $ 3,982
2005 3,76¢
2006 3,40¢
2007 3,28(
2008 2,76¢

$ 17,20:

.|

In March 2004, the Company entered intxgysar lease agreement for an office and lab in tlie Total payments will be approximat
$811,000 over the life of the lease.

Inventory Purchase Obligations

The Company has non-cancelable agreemaétitcartain vendors obligating Ciphergen to purehagproximately $1 million of inventory
during 2004.

Joint Development Agreement

In February 1995, the Company enteredarjwint development agreement with Stanford Re$e8@ystems which was amended in
June 2000. It provided for the issuance of a wkt&49,113 shares of Series B preferred stock @obievement of specified development
milestones. All preferred stock converted to commatmtk on a or-for-one basis on September 26, 2000 in conjunction théiCompany’



initial public offering. Through December 31, 198%otal of 712,613 shares of preferred stock visseed under the agreement. During 2000,
two additional milestones were attained and 258@0es of preferred stock valued at $379,000 arf@D0Zhares of common stock valued at
$142,000 were issued, respectively. In 2001, 4 6¢6tal,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 completi@nnoilestone. No shares were issued
pursuant to this agreement in 2003. The remain@)@3 shares will be issued as common stock uppadthievement of additional milestor
The value of these shares was recorded as resmadldfievelopment expense when the development orilestvere achieved.

11. Stockholders' Equity
At December 31, 2003 and 2002, 5,000,0@0eshof preferred stock were authorized, but nceshaere issued or outstanding.
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12. Stock Options, Warrants and Employee Stock Rahase Plan
1993 Stock Option Plan

The Company has no shares of common stsekved for sale to employees, directors or coarstgitunder its 1993 Stock Option Plan
"1993 Plan"). Under the 1993 Plan, options weratg@ at prices not lower than 85% and 100% of éirenfiarket value of the common stock
for nonstatutory and statutory stock options, respely. Options are exercisable when granted armth sinvested shares are subject to
repurchase upon termination of employment. Shchedcemployment of the holders of common stock salbgerepurchase terminate prior to
full vesting of the outstanding shares, the Compaay repurchase all unvested shares at a pricghpee equal to the original exercise price.
Options generally vest monthly over a period oéfirears. At December 31, 2003, a total of approtaiy@®5,000 shares of common stock v
subject to repurchase by the Company at a weightethge repurchase price of $2.86 per share. Utisgdroptions generally expire ten years
from the date of grant (five years for incentivecht options granted to holders of more than 10¥hefCompany's common stock). Since the
Company's IPO, no options have been granted uhdet@93 Plan. During 2001, 2002 and 2003, option417,553, 59,427 and 84,731 shares
were exercised, respectively. Options for 137,821113 and 24,319 shares were canceled during 2002, and 2003, respectively, and the
shares reserved under the 1993 Plan were reduci lsame amount.

2000 Stock Plan

In April 2000, the stockholders approved #9000 Stock Plan (the "2000 Plan"). At December2BD3, the Company had 494,254 shares
of common stock reserved for sale to employeesctlirs and consultants under this stock option. paxder the 2000 Plan, options may be
granted at prices not lower than 85% and 100%efdlr market value of the common stock for nongtaly and statutory stock options,
respectively. Options generally vest monthly oveedod of five years. During 2001, options for@51100 shares were granted and options for
41,517 shares were canceled. No options were aeeran 2001. During 2002, options for 1,183,400ahavere granted, options for 2,666
shares were exercised, and options for 126,634sheere canceled. During 2003, options for 1,221 @fares were granted, options for
87,450 shares were exercised, and options for 58&bares were canceled.

On January 1, 2003 and 2004, an additibyi#10,000 and 1,400,000 shares were reservedsimaise under the 2000 Plan, respectively.
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Activity under these two stock option plaveas as follows (in thousands, except per shai:dat

Options Outstanding

Weighted
Shares Average
Available Number of Price Per Aggregate Exercise
For Grant Shares Share Price Price
Balances, December 31, 20 $ 1,14C $ 149: $ 0.12-3.4¢ $ 456: $ 3.0¢
Shares reserved for the 2000 F 32E
Reduction in shares reserv (213)
Options grante: (1,10%) 1,10¢ 2.9¢-8.5C 7,022 6.3
Options canceled/shares repurche 18¢ 279 1.1€-8.5C (739) 4.1(
Options exercise — (11¢) 0.12-3.4¢ (183) 1.5t
Balances, December 31, 20 33€ 2,30(C 0.23-8.5(C 10,67( 4.61
Shares reserved for the 2000 F 1,15(C

Reduction in shares reserv (82



Options grante: (1,187 1,18: 3.1(-5.9¢ 5,464 4.6z

Options canceled/shares repurche 20¢ (20€) 1.1€-8.5C (961) 4.65
Options exercise — (62 0.25-5.7¢ (139 2.1¢
Balances, December 31, 20 43C 3,21¢ 0.2%-8.5C 15,04( 4.6¢
Shares reserved for the 2000 F 1,10C

Reduction in shares reserv (25)

Options grante: (1,227) 1,22 4.35-11.9¢ 8,107 6.6
Options canceled/shares repurche 211 (21)) 1.1€-6.74 (2,027) 4.8¢
Options exercise — (172) 0.3£-8.5C (717) 4.17
Balances, December 31, 20 494 4,05 $ 0.25-$11.9¢ $ 21,40¢ $ 5.2¢

I I I

The options outstanding and currently eisalle by weighted average exercise price at DeeeBih 2003 were as follows:

Options Outstanding

Options Exercisable

Weighted Weighted
Range of Average Remaining Weighted Average
Exercise Number Contractual Life Average Number Exercise
Prices (in thousands) (Years) Exercise Price (in thousands) Price
$ 0.2%- 3.32 33t 7.5 $ 2.61 174 $ 2.0C
$ 3.4¢- 4.5 2,107 7.7 $ 4.0¢ 1,17¢ $ 3.72
$ 4.8¢- 5.7¢ 474 8.1 $ 5.5 18¢€ $ 5.4¢
$ 5.91- 6.7¢ 43¢ 7.5 $ 6.2¢€ 21¢ $ 6.2¢
$ 8.5C- 9.6( 602 8.€ $ 9.1¢ 271 $ 9.0¢
$ 9.75-11.9¢ 97 9.8 $ 11.52 4 $ 11.6(
$ 0.25-11.9¢ 4,054 7.6 $ 5.2¢ 2,03z $ 474
I I

Stock-Based Compensation

During the years ended December 31, 20002 2nd 2003, the exercise prices of all optioasigpd were equal to fair market value on
dates of grant. During the period from April 198¥augh December 31, 2003, the Company recorded $Rillion of stock-based
compensation related to stock options granted msultants and employees. For options granted teuttamts, the
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Company determined the fair value of the optionisgithe Black-Scholes option pricing model with fbBowing assumptions: expected lives
of five years; weighted average risk-free rate Waked using rates between 4.5% and 6.2%; expedtetend yield of zero percent; volatility
of 75% and deemed values of common stock betwe@b$hd $14.67 per share. Stock compensation egpeheing recognized in
accordance with an accelerated amortization methaet, the vesting periods of the related optiortsctvare generally five years.

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

Years Ended December 31

2003 2002 2001
Cost of revenui $ 81 $ 124 $ 232
Research and developmt 187 (36) 58:
Sales and marketir 274 39¢ 91¢
General and administrati 87¢ 1,58¢ 2,91
Total stocl-based compensatic $ 1418 $ 2,072 $ 4,647

Warrants

At December 31, 2002, warrants to purcl#g8&0 shares of common stock were outstandingynatighted average exercise price of $:



per share. These warrants were exercised or cahdeting 2003, and at December 31, 2003, no wagr@mbained outstanding.
Employee Stock Purchase Plan

In April 2000, the stockholders approved #9000 Employee Stock Purchase Plan, under whigiblel employees may purchase common
stock of the Company through payroll deductionscRases are made semi-annually at a price eqtiad tower of 85% of the closing price on
the applicable offering commencement date or 85%@tlosing price at the end of the purchase defAv December 31, 2003, the Company
had 15,454 shares of common stock reserved fohpaecby employees under this Plan. During 20032 20@ 2001, purchases of 310,026,
175,519 and 114,001 shares, respectively, were mnadker this Plan. There was no activity under pitas in 2000.

On January 1, 2003 and 2004, an additi?B8)000 and 290,795 shares, respectively, werevesbéor purchase under the 2000 Emplc
Stock Purchase Plan.

13. 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 st and tax bases of assets and liabilities ubiagurrent tax laws and rates. Valuation
allowances are established when necessary to reldfesed tax assets to the amounts expectedrealized.

The provision for income taxes was dueuwaent foreign income taxes, which were $1.4 mil)ié61,000 and $143,000 for the years
ended December 31, 2003, 2002 and 2001, respsctivel

Based on the available objective evidenwmagement believes it is more likely than not thatnet deferred tax assets will not be fully
realizable. Accordingly, the Company has providddilavaluation allowance against its net defertaxl assets at December 31, 2003.
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Net deferred tax assets (liabilities) cetesd of the following (in thousands):

December 31,

2003 2002

Depreciation and amortizatic $ 1,21¢  $ (270
Other 4,50t 1,78¢
Research and development and other cri 5,50( 3,57t
Net operating losse 39,02¢ 29,431
Deferred tax asse 50,25( 34,52¢
Less: Valuation allowanc (50,250 (34,529
$ — 3 —

Reconciliation of the statutory federalame tax rate to the Company's effective tax rate:

2003 2002 2001

Tax at federal statutory ra (39)% (34)% (34)%
State tax, net of federal bene (6) @) (6)
Research and development cre: 5) (©)] 2
Change in valuation allowan: 43 44 35
Stoclk-based compensatic 2 2 7
Foreign tax rate difference and otl 4 2 1

Provision for income taxe 1% 0% 1%
.| I .|

As of December 31, 2003, the Company hadperating loss carryforwards of approximately H#1million for federal and $21.0 millic
for state tax purposes. If not utilized, theseyfarvards will expire beginning in 2009 for fedemlrposes and 2004 for state purposes.

The Company had research credit carryfawaf approximately $3.2 million and $3.2 millicor federal and state income tax purpo



respectively. If not utilized, the federal reseacobdit carryforward will expire in various amouiisginning in 2010. The California research
credit can be carried forward indefinitely.

The Internal Revenue Code limits the useedfoperating loss and tax credit carryforwardsdrain situations where changes occur in the
stock ownership of a company. In the event the Gomhas a change in ownership, utilization of tweydorwards could be restricted.

Deferred taxes are not provided for theiegs of the Company's foreign subsidiaries, asdtearnings are considered permanently
reinvested in the operations of the foreign subsids and the Company intends to continue to rsint®e undistributed international earnings
expand its international operations. It is not ficat to estimate the amount of additional tax théght be payable on the foreign earnings
should they become subject to U.S. tax.

14. Net Loss per Share

Basic net loss per share is computed biglidig net loss for the period by the weighted ageraumber of common shares outstanding
during the period. Diluted net loss per share mmpated by dividing the net loss for the period g teighted average number of common and
potential common shares outstanding during theodeii their effect is dilutive. Potential commolnases include

74

common stock subject to repurchase, common stedlaide under the Company's 2000 Employee StockhBsedPlan, and incremental shares
of common stock issuable upon the exercise of stptions and warrants.

The following table sets forth the compiagtatof basic and diluted net loss per share fopr@ods indicated (in thousands, except per
share amounts):

Years Ended December 31,

2003 2002 2001

Numerator:
Net loss $ (36,74) $ (29,07) $ (25,817

Denominator

Weighted average common shares outstan 28,257 27,17: 26,89
Weighted average unvested common shares subjespuochase (103) (20¢) (382)
Denominator for basic and diluted calculatic 28,15« 26,96¢ 26,51:

Basic and diluted net loss per sh $ 131 $ (1.08) $ (0.97)

The following table sets forth the potehsiaares of common stock that are not includethéndiluted net loss per share calculation above
because to do so would be anti-dilutive for thequkr indicated (in thousands):

December 31,

2003 2002 2001
Common stock subject to repurchi 65 15C 29:
Stock options outstandir 4,05¢ 3,21t 2,301
Common stock issuable under employee stock purgtias 85 62 27
Common stock warrants outstand — 9 9
Shares that could be issued if all convertible @endtes were converte

into common stoc 3,26¢ — —

7,46¢ 3,43¢  2,63(

15. Investment in Joint Venture



In January 1999, the Company formed Cipaetgiosystems 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 majoritytcol of Ciphergen Biosystems KK w
facilitate expansion of the Company's activitiedapan, including the establishment of a BiomaEkscovery Center laboratory and the
distribution of BioSepra sorbents. The Company #4i##4,000 in cash for the additional shares of &ign Biosystems KK common stock
and incurred direct acquisition costs of $22,00fe Acquisition was accounted for using the purchaéod of accounting. Accordingly, the
results of operations of Ciphergen Biosystems KH e estimated fair value of assets acquired iabdities assumed were included in the
Company's consolidated financial statements begin8eptember 1, 2002. The Company acquired $1,80&D
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cash with Ciphergen Biosystems KK and paid $3,98010 repay working capital loans Sumitomo had jgfed to the joint venture.
The total purchase price was allocatedh¢oestimated fair value of assets acquired anditieb assumed as follows (in thousands):

Tangible net assets acquirt

Accounts receivable, net, and other current a: $ 1,352
Inventories 37¢€
Property and equipme 1,30(
Other tangible asse 32¢
Accounts payable and accrued liabilities, includinayking capital loan (5,469
Capital lease obligatior (37€)
(2,49))

Excess of purchase price over net assets acc 1,61¢

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

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

16. Acquired In-Process Technology

In connection with the acquisiton of Bio&em 2001, the Company recorded a $1.0 milliorrgbdo acquired in-process technology. The
amount was determined by identifying research ptsjeor which technological feasibility had not hesstablished and no alternative future
uses existed. The value of the projects identifiebe in progress was determined by estimatindutuge cash flows of the product and
discounting those net cash flows back to theirgmesalue at a discount rate consistent with theriant risk of the particular project. The net
cash flows from the identified in-process projegese expected to commence at various times fron2 280@004 and included estimates of
research and development costs needed to bringéfect from its current state of development moat of commercial feasibility. The cash
flows were based on expected future revenues,ofastrenues, selling, general and administratiss;gesearch and development costs
needed to maintain the project throughout itsdifele, and applicable income taxes for the projeltte discount rates used in the present v
calculations were derived from the weighted-aveiaas of capital of BioSepra and adjusted upwanettiect additional risks inherent in the
development life cycle of the particular projeatc8 discount rates ranged between 19% and 25%l forogects. Development of the
technologies remains a substantial risk to the Gomplue to factors including the remaining efforathieve technological feasibility, rapidly
changing customer markets and competitive threats bther companies. Actual expenses incurred i ltave not been materially different
from those used in the calculations described above

17. Employee Benefit Plans

The Company maintains the Ciphergen Bi@syst Inc. 401(k) Savings Plan for its U.S. emplgydée Plan allows eligible employees to
defer up to 90%, subject to the Internal Revenugi&eannual contribution limit, of their pretaxropensation at the discretion of the
employee.
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Under the Plan, the Company is not required to nflae contributions. The Company had not made anyributions to the Plan as of
December 31, 200:



18. Related Parties

At December 31, 2002, the Company had tervinterest bearing notes receivable totaling $230 from an officer. The notes were
repaid in 2003 on or before their maturity dateddifionally, the Company has various notes recdes&lom officers and employees in the
aggregate amount of approximately $1.1 milliontedato the early exercise of stock options. Thefled¢course notes have five-year terms,
bear interest between 5.82% and 6.80% per annurarantbllateralized by the underlying stock anceottersonal assets. All notes receivable
related to the early exercise of options becomeimingediately upon termination of employment. At Bexber 31, 2003, accrued interest on
these notes amounted to $272,000.

During the year ended December 31, 20@2Ctimpany recorded revenue of approximately $8@0¢00sales to a related party. These
sales were transactions related to the sale opawgrit and consumables to the Company's Japanasggoiure prior to August 31, 2002, at
which point the Company acquired majority contiidle Company also purchased $548,000, $894,000 2| (00 of inventory in 2003, 20!
and 2001, respectively, from a related party, an2002 and 2001 made non-cash payments in thedb@iphergen common stock to this
related party under the terms of a joint developnagneement. See Note 10.

19. Segment Information and Geographic Data

Ciphergen's revenue is derived from thessaf related products and services on a worldwads. Although discrete components that
earn revenues and incur expenses exist, signifegrgnses such as sales and marketing and corpalrataistration are not incurred by nor
allocated to these operating units but rather amgl@yed by the entire enterprise. Additionally, téef operating decision maker evaluates
resource allocation not on a product or geograpagis, but rather on an enterprise-wide basis.€fber, management has determined that
Ciphergen operates in only one reportable segmaénith is the protein research tools and collabeeasiervices business.

The following table reflects the resultslod Company's sales to external customers byagipibducts and services for the years ended
December 31, 2003, 2002 and 2001 (in thousands).

2003 2002 2001
ProteinChip Systems and related prodi $ 35,87. $ 24,39¢ $ 14,34:
Process chromatography produ 14,45 9,991 2,59:
Services 8,04¢ 4,91( 2,11¢

$ 58,37: $ 39,30C $ 19,04¢

The Company sells its products and servioextly to customers in North America, Westerndpe, Japan and China, and through
distributors in other parts of Asia and in Aus@malRevenue for geographic regions reported beldwsed upon the customers' locations. Long-
lived assets, predominantly machinery and equipnaeatreported based on the location of the adseliowing is
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a summary of the geographic information relateret@enue and long-lived assets for the years endegbber 31, 2003, 2002 and 2001 (in
thousands):

2003 2002 2001

Revenue
North America $ 26,47 $ 21,86¢ $ 10,43¢
Europe 21,14¢ 12,58 6,124
Asia 10,75: 4,84¢ 2,49(
Total $ 58,37: $ 39,30C $ 19,04¢

Long-lived assets

North America $ 17,54¢ $ 13,40¢ $ 12,267
Europe 7,05¢ 5,84F 4,67(
Asia 1,16: 1,612 —

Total $ 25,770 $ 20,86¢ $ 16,93’



In 2003, sales to customers in France apdnJeach exceeded 10% of total revenue. In 2002@02, no country other than the U.S.
accounted for 10% or more of revenue.

20. Quarterly Consolidated Financial Data (Unaudid)

The following table presents certain ungadiconsolidated quarterly financial informatiom fioe eight quarters ended December 31, Z
In the second quarter of 2003, gross profit wasiced and net loss was increased by the inclusiamain-recurring $7.3 million expense
related to the settlement of litigation. See NatthGmanagement's opinion, this information hasljgepared on the same basis as the audited
consolidated financial statements and includeadjlistments (consisting only of normal recurringuatinents, except for the non-recurring
expense resulting from the litigation settlemermgessary to present fairly the unaudited quartegults of operations set forth herein.

First Second Third Fourth Fiscal
Quarter Quarter Quarter Quarter Year

(in thousands, except per share date

Total revenue

2003 $ 12,847 % 14,26¢  $ 16,07: $ 15,19 % 58,37:

2002 6,81¢ 8,65 10,24: 13,59: 39,30(
Gross profi

2003 8,01¢ 2,302 10,32 9,88¢ 30,527

2002 4,31 5,80¢ 6,70¢ 9,71¢ 26,54
Net loss

2003 (9,196 (15,60%) (5,23%) (6,709 (36,74

2002 (7,167) (7,297 (7,907%) (6,70%) (29,077)
Basic and diluted net loss per sh

2003 (0.39) (0.56) (0.1¢) (0.29) (2.3))

2002 (0.27) (0.27) (0.29) (0.25) (1.0¢)

Quarterly and annual earnings per sharealceilated independently, based on the weightedsge number of shares outstanding during
the periods.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Prduees. The Company's principal executive and financffiters reviewed and evaluated the
Company's disclosure controls and procedures (aseden Exchange Act Rule 13a-15(e) as of the efritie period covered by this Form 10-
K. Based on that evaluation, the Company's prin@geacutive and financial officers concluded the Company's disclosure controls and
procedures are effective in timely providing theithwnaterial information relating to the Compang,raquired to be disclosed in the reports
the Company files under the Exchange Act.

Changes in Internal Controls. There were no changes in the Company's inteoratol over financial reporting during the quareded
December 31, 2003 or subsequent to the date thep&@nncompleted its evaluation that have materifiigcted, or are reasonably likely to
materially affect, the Company's internal contreéofinancial reporting.

79

PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT



The information regarding our directors axecutive officers is incorporated by referenoarfr'Election of Directors" in our Proxy
Statement for our 2004 Annual Meeting of Stockhrdde

ITEM 11. EXECUTIVE COMPENSATION

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

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

The information required by this Item isdmporated 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 isamporated by reference from our definitive Proxst&ment referred to in Item 10 above under
the heading "Certain Relationships and Related séretions."

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item isamporated by reference from our definitive Proxst&ment referred to in Item 10 above under
the heading "Independent Public Accountants.”
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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:

D) Financial Statements (included in Part Il of theport):

Page
Report of Independent Audito 53
Consolidated Balance She: 54
Consolidated Statements of Operati 55
Consolidated Statements of Stockholders' Ec 56
Consolidated Statements of Cash Fle 57
Notes to Consolidated Financial Stateme 58
Quarterly Consolidated Financial Data (Unaudit 78

2) Financial Statement Schedule

The following financial statement schedofi€€iphergen Biosystems, Inc. for the years endedenber 31, 2003, 2002 and 2001 is file
part of this Annual Report and should be read imwaction with the Consolidated Financial StateraritCiphergen Biosystems, Inc.

Schedule Il—Valuation and Qualifying Accasin

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

(3)  Exhibits:



Number

Description of Document

3.2*
3.4*
3.5***

4.1*
4.2%%

4 3******

Amended and Restated Certificate of IncorporatioRegistrant

Amended and Restated Bylaws of Regist

Certificate of Designation of Rights, Preferenared Privileges of Series A Participating Prefei®adck of Ciphergen
Biosystems, Inc

Form of Registrant's Common Stock Certific

Preferred Shares Rights Agreement dated MarcBQI®, between Ciphergen Biosystems, Inc. and Cemiéh Stock
Transfer & Trust Compan

Indenture dated August 22, 2003 between CipherdesyBtems, Inc. and U.S. Bank National Associa

10.1*  Form of Preferred Stock Purchase Agreen
10.2*  Fourth Amended and Restated Investors Rights Ageaeedated 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 Optiome&gnen:
10.6* 2000 Employee Stock Purchase F
10.7*  401(k) Plar
10.8*  Form of Warran
10.9*  Form of Proprietary Information Agreement betwees Registrant and certain of its employ
10.12*  Lease Agreement dated January 28, 2000, betwedRetlfistrant and John Arrillaga, Trustee of the Jahillaga
Survivor's Trust and Richard T. Peery, TrustednefRichard T. Peery Separate Property Trust, andndment No. 1
dated August 8, 20C
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10.13*  Employment Agreement dated August 24, 2000, betWéidliam E. Rich and the Registra
10.14*  Sublease Agreement between the Registrant and BéjRatworks, Inc. dated August 25, 2(
10.15%*** First Amendment dated September 30, 2001 to tide8se Agreement between the Registrant and BigBiatworks,
Inc. dated August 25, 20(
10.23*  MAS License Agreement with lllumeSys Pacific, Idated April 7, 199°
10.24*  MAS License agreement with Ciphergen Technolodies, (formerly ISP Acquisition Corporation) dategw 7, 1997
10.25*  Joint Venture Agreement between Registrant and ®uamai Corporatior
10.26*  Distribution and Marketing Agreement between Regigtand Ciphergen Biosystems KK dated March 299:
10.27*  Joint Development Agreement between RegistrashiStanford Research Systems, Inc. dated Februd99s, and
amendment there!
10.28**  Asset Purchase Agreement dated June 25, 2001 blyedween Invitrogen Corporation and Ciphergen Bstays, Inc
10.29**** OEM Agreement between Salford Systems and CipheBigsystems, Inc. dated February 27, 2
10.30**** Supply Agreement between Beckman Coulter, Inc.Giptiergen Biosystems, Inc. dated November 2, :
10.31x*** Lease Agreement by Natiocredimurs and Cicamur foSBpra S.A. dated the 29th of April 19
10.32%**** Stock Purchase Agreement between Registrant arBic&Ciences Corporation dated August 30, 2
10.33x**** First Amendment to the Joint Venture Agreement eetwRegistrant, Sumitomo Corporation, SC Bioscig
Corporation (a subsidiary of Sumitomo Corporatianyl Ciphergen Biosystems KK dated March 15, z
10.34%**** Second Amendment to Joint Venture Agreement betiesgyistrant, Sumitomo Corporation, SC Bioscier
Corporation (a subsidiary of Sumitomo Corporatianyl Ciphergen Biosystems KK dated November 15, !
10.35%**** Third Amendment to Joint Venture Agreement betwiRegistrant, Sumitomo Corporation, SC Bioscier@@agporation
(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 Nowr2h2001
10.37xx*** Lease Agreement between Symbion and Ciphergen 8esy A/S dated February 24, 2(
10.38***** Service and Support Agreement between RegistrahApplied Biosystems/MDS Sciex dated April 2, 2(
10.39***rxxx Employment Agreement between Gail Page and Regisieded January 8, 201
10.4C  Employment Agreement between Martin Verhoef andi®Remt dated January 8, 20

10.41******
10.42*******

10.4:

21.1*
23.1
24.1

27.1*

Registration Rights Agreement dated August 22, Z

Amendment One to Distributor License Agreemeitiveen the Registrant and Salford Systems, Incddateyust 8,
2003

Extension of Term of Service and Support Agreerbetween Registrant and Applied Biosystems/MD @:6dated
March 10, 200«

Subsidiaries of Registra

Consent of PricewaterhouseCoopers LLP, Indeperfigduntants

Power of Attorney (see page ¢

Financial Data Schedu
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31.1  Certification of the Chief Executive Officer Pursiido Section 302 (a) of the Sarba-Oxley Act of 200z
31.z  Certification of the Chief Financial Officer Pursudo Section 302 (a) of the Sarba-Oxley Act of 200z
32  Certification of the Chief Executive Officer and i€hFinancial Officer pursuant to 18 U.S.C. Secti@d50, as adopte
pursuant to Section 906 of the Sarbi-Oxley Act of 200z

* Incorporated by reference from our registrationesteent on Form-1, registration number 3-32812, declared effective by t
Securities and Exchange Commission on Septemb&(028,

** Incorporated by reference to our Quarterly ReporForm 10-Q filed with the Securities and Excha@genmission for the period
ended June 30, 2001, file number 000-31617

b Incorporated by reference to our Registration &tatg on Form -A, filed with the Securities and Exchange Commisgio March 21
2002

**x%  |ncorporated by reference to our Annual Report om1(-K filed with the Securities and Exchange Commisganthe period ende
December 31, 2001, file number 000-31617

%% |Incorporated by reference to our Annual Report om+10-K filed with the Securities and Exchange @dssion for the period ended
December 31, 2002, file number 000-31617

*xxxx ncorporated by reference to our Registration &tatg on Form -3 filed with the Securities Exchange CommissiorOmtober 8, 200

*rxxxxk Certain portions of this exhibit have been omithed filed separately with the Securities and Exgea@ommission. Confidential
treatment has been requested with respect to suitted portions.

(b) Reports on Form-K

On October 30, 2003, the Company filed a repoffarm 8K regarding its October 30, 2003 press releasearing its result
for the quarter ended September 30, 2003.

(c)  Exhibits
The exhibits listed under Item 15(a)(3) above deel fas part of this Form 10-K.
(d)  Financial Statement Schedu
The financial statement schedules under Item 1&Ya}jove are filed as part of this Form 10-K.
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SIGNATURES

Pursuant to the requirements of SectionrlB5(d) of the Exchange Act, the registrant hdg daused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

CIPHERGEN BIOSYSTEMS, INC

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

William E. Rich, Ph.D.
President and Chief Executive Offic
Dated: March 15, 200

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, thatleperson whose signature appears below constaatesppoints William E.
Rich and Matthew J. Hogan, and each of them, hiesand lawful attorneys-in-fact, each with full pavef substitution, for him in any and all
capacities, to sign any amendments to this repoRarm 1(-K and to file the same, with exhibits thereto atiteo documents in connecti



therewith, with the Securities and Exchange Comimisdereby ratifying and confirming all that easfhsaid attorneys-in-fact or their
substitute or substitutes may do or cause to be dgrvirtue hereof.

Pursuant to the requirements of the Exclaakd, this report has been signed below by thieviohg 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

(Principal Executive Officer)

March 15, 200-
William E. Rich, Ph.D

/sl MATTHEW J. HOGAN

Chief Financial Officer (Principal Financial Offie March 15, 2004
Matthew J. Hogal
/s/ DANIEL M. CASERZA
Corporate Controller (Principal Accounting Offic March 15, 2004
Daniel M. Caserz
/s/ JOHN A. YOUNG
Director March 15, 2004
John A. Younc
/s/ JUDY BRUNER
Director March 15, 2004
Judy Brune!
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/s/ MICHAEL J. CALLAGHAN
Director March 15, 2004
Michael J. Callagha
/s/ RAJEN K. DALAL, PH.D.
Director March 15, 2004
Rajen K. Dalal, Ph.C
/sl JAMES L. RATHMANN
Director March 15, 2004
James L. Rathmar
/s/ WENDELL WIERENGA, PH.D.
Director March 15, 2004
Wendell Wierenga, Ph.L
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REPORT OF INDEPENDENT AUDITORS
ON FINANCIAL STATEMENT SCHEDULE

To the Board of Directors:

Our audits of the consolidated financiatsments referred to in our report dated Marcl0942appearing in this Form 10-K also included
an audit of the consolidated financial statemehedale listed in Item 15(a)2 of this Form 10-K.oar opinion, this consolidated financial
statement schedule presents fairly, in all mateeisppects, the information set forth therein wresadrin conjunction with the related
consolidated financial statemer



/s/ PRICEWATERHOUSECOOPERS LLP

San Jose, California
March 9, 2004
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SCHEDULE Il

CIPHERGEN BIOSYSTEMS, INC.

VALUATION AND QUALIFYING ACCOUNTS

Years Ended December 31, 2003, 2002 and 2001

(in thousands)

Balance at Additions Balance
Beginning of Charged to at End
Year Earnings Deductions Changes of Year
Allowance for doubtful accounts:
31 Dec 200: $ 344  $ 211 28 26 5t
31 Dec 200: 324 313 30€ 13 34
31 Dec 2001 16C 18C 51 35 3z
Inventory reserve:
31 Dec 2003 73t 691 21€ 12¢€ 1,3
31 Dec 2002 86& 254 472 88 73
31 Dec 200: 107 24¢& 22 532 8¢
Deferred tax valuation allowance:
31 Dec 200: 34,52¢ 15,722 — — 50,2!
31 Dec 2002 22,210 12,31¢ — — 34,5:
31 Dec 2001 13,31: 8,90( — — 22,2:
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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 I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RLATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES
ITEM 6. SELECTED FINANCIAL DATA

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIKNCIAL CONDITION AND RESULTS OF OPERATIONS
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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ITEM 11. EXECUTIVE COMPENSATION

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL\AWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACIONS

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

PART IV
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*] CERTAIN CONFIDENTIAL INFORMATION CONTAINED IN THIS DOCUMENT, MARKED BY BRACKETS, HAS BER
OMITTED AND FILED SEPARATELY WITH THE SECURITIES Al EXCHANGE COMMISSION PURSUANT TO RULE 406
OF THE SECURITIES EXCHANGE ACT OF 1933, AS AMENDED.
Exhibit 10.39

EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT (“Agreement”) between Qiprgen Biosystems, Inc., a Delaware corporatioa {@ompany”)
and Gail Page (“Executive,” and together with therpany, the “Parties”) who lives at 15901 Soleil@pAustin, Texas, is effective as of
January 8, 2004 (the “Effective Date”).

WHEREAS, the Company desires to employ Executivexasutive Vice President of the Company and Pessidf the Protein
Molecular Diagnostics Division and Executive islimi to accept such employment by the Company ertéhms and subject to the conditions
set forth in this Agreement.

NOW, THEREFORE, the Parties agree as follows:

1. Position. The Company will employ Executive as Executiviee/President of Ciphergen Biosystems, Inc. andi@eat of
the Protein Molecular Diagnostics Division. Inglposition, Executive will be expected to devoteé&xive’s full business time, attention and
energies to the performance of Executive’s dutigk the Company. Executive may devote time toidet8oard or advisory positions as pre-
approved by the Chief Executive Officer of Cipherdgidosystems, Inc. Executive will render such hass and professional services in the
performance of such duties, consistent with Exgetlgiposition within the Company, as shall be reasty assigned to Executive by the
Company’s CEO or Board of Directors.

2. Compensation The Company will pay Executive a base salar$2#0,000 on an annualized basis, payable in aceoeda
with the Company'’s standard payroll policies, imthg compliance with applicable tax withholding uégments. In addition, Executive will
be eligible for a bonus of up to 35% of Executivieése salary for achievement of reasonable perfuzereelated goals to be defined by the
Companys CEO or Board of Directors. The exact paymemhseof a bonus, if any, are to be set by the Comsgton Committee of the Boa
of Directors, in its sole discretion.

3. Benefits. During the term of Executive’'s employment, Exta@iwill be entitled to the Company’s standard éfis
covering employees at Executive’s level, including Company’s group medical, dental, vision anthtifie insurance plans, section 125 plan,
employee stock purchase plan and 401(k) plan, @s @ans may be in effect from time to time, subjedhe Company’s right to cancel or
change the benefit plans and programs it offeitstemployees at any time.

4, At-Will Employment. Executive’s employment with the Company is forumspecified duration and constitutes “at-will”
employment. This employment relationship may bmbeated at any time, with or without good causéoorany or no cause, at the option
either of the Company or Executive, with or withootice.




5. Termination without Cause or for Good Reasdn the event the Company terminates Executigaiployment for reasons
other than for Cause (as defined below) or Exeeutivminates her employment for Good Reason (asetebelow), and provided that
Executive signs and does not revoke a standardselef all claims against the Company, and doebneaich any provision of this Agreement
(including but not limited to Section 10 and Sewtidl hereof) or the PIIA, as hereinafter definededutive shall be entitled to receive:

0] continued payment of Executive’s base salary as itheffect for a period of twelve (12) months &nlling the date
of termination (the “Severance Period”), to be gaadiodically in accordance with the Company’s ded payroll practices;

(i) continuation of Company health and dental ben#fitsugh COBRA premiums paid by the Company direttilthe
COBRA administrator during the Severance Periodyigied, however, that such premium payments skeale prior to the end of the
Severance Period if Executive commences other gmgot with reasonably comparable or greater healthdental benefits.

Executive will not be eligible for any bonus, vestiof stock options or other benefits not descrifiedve after termination, except as
may be required by law.

6. Termination After Change of Controlf Executive’s employment is terminated by then@any for reasons other than for
Cause (as defined below) or by Executive for Goedd®n (as defined below) within the 12 month pefddidwing a Change of Control (as
defined below), then, in addition to the severamiaégations due to Executive under paragraph 5 @pd90% of any then-unvested shares
under Company stock options then held by Execwtillesrest upon the date of such termination.

7. Definitions. For purposes of this Agreement:

a. ‘“Cause” means termination of employment by readdixecutive’s: (i) material breach of this Agreemehe PIIA (as
hereinafter defined) or any other confidentialibention assignment or similar agreement withGloenpany; (ii) repeated negligence in the
performance of duties or nonperformance or misperémce of such duties that in the good faith judgnoé the Board of Directors of the
Company adversely affects the operations or rejoutatf the Company; (iii) refusal to abide by ongaly with the good faith directives of the
Company’s CEO or Board of Directors or the Comparsgandard policies and procedures, which actionsirue for a period of at least ten
(10) days after written notice from the Company) tiiolation or breach of the Company’s Code ofi&hFinancial Information Integrity
Policy, Insider Trading Compliance Program, or ather similar code or policy adopted by the Compang generally applicable to the
Company’s employees, as then in effect; (v) willishonesty, fraud, or misappropriation of fundgmperty with respect to the business or
affairs of the Company; (vi) conviction by, or gntf a plea of guilty or nolo contendere in, a e¢afrcompetent and final jurisdiction for any
crime which constitutes a felony in the jurisdictimvolved; or (vii) abuse of alcohol or drugs @tgr illegal)
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that, in the Board of Director’s reasonable judgmeraterially impairs Executive’s ability to perforExecutive’s duties.

b. “Change of Control” means (i) after the date heraaf/ “person” (as such term is used in Sectiorfd)lénd 14(d) of the
Securities Exchange Act of 1934, as amended (theH&hge Act”)) becomes the “beneficial owner” (aéirked in Rule 13d-3 under the
Exchange Act), directly or indirectly, of securgtief the Company representing 50% or more of tted ¥ting power represented by the
Company'’s then outstanding voting securities; Ditliie date of the consummation of a merger or cliatstion of the Company with any other
corporation or entity that has been approved bystbekholders of the Company, other than a mergeowsolidation that would result in the
voting securities of the Company outstanding imraesdly prior thereto continuing to represent moamtfifty percent (50%) of the total voting
power represented by the voting securities of tam@any or such surviving entity outstanding immealiaafter such merger or consolidation,
or (iii) the date of the consummation of the saléisposition of all or substantially all of the @pany’s assets.

c. “Good Reason” means, without Executive’s conséng (aterial and adverse change in Executive'eediexcluding
any changes in such duties resulting from the Caoyb@coming part of a larger entity pursuant tchar@e of Control) or base salary, or (ii)
Executive being required to relocate to an offmeation more than 50 miles from Executive’s curmfice in Austin, Texas. Should
Executive be required and agree to relocate fromentioffice in Austin, Texas, all reasonable mavéxpenses to relocate Executive’s office
and private residence shall be paid for and biflieelctly to Company.

8. Employment, Confidential Information and Inventidasignment Agreement As a condition of Executive’'s employment,
Executive shall complete, sign and return the Comijsastandard form of Proprietary Information anddntions Agreement (the “PIlI1A”).

9. Non-Contravention Executive represents to the Company that Exegiatsigning of this Agreement, the PIIA, the isscea
of stock options to Executive, and Executive’s canoement of employment with the Company does rubatd any agreement Executive has
with Executive’s previous employer and Executiva@nature confirms this representation.

10. Conflicting Employment Executive agrees that, during the term of Exgelg employment with the Company and during
the Severance Period, Executive will not engagainother employment, occupation, consulting oeptiusiness activity competitive with or
directly related to the business in which the Conypia now involved or becomes involved during thert of Executives employment, nor wi
Executive engage in any other activities that donflith Executive’s obligations to the CompanyxeEutive acknowledges that compliance
with the obligations of this paragraph is a comuditio Executive’s right to receive the severanggygnts set forth in paragraph 5 above
Company expressly grants Executive the right amdisfino violation of this provision for Executivegerve in a Board or Advisory position
with [*] or [*] or other similarly situations as prapproved by the Chief Executive Officer of Compan

* Certain information on this page has been omittetifded separately with the Commission. Confidehtieatment has been reque:
with respect to the omitted portions.




11. Nonsolicitation. From the date of this Agreement until 12 morafisr the termination of this Agreement (the “Ries¢id
Period”), Executive will not, directly or indiregtlsolicit or encourage any employee or contracfdhe Company or its affiliates to terminate
employment with, or cease providing services te,@ompany or its affiliates. During the RestricRetiod, Executive will not, whether for
Executive’s own account or for the account of atheoperson, firm, corporation or other busineggmnization, solicit or interfere with any
person who is or during the period of Executiveigagement by the Company was a collaborator, patieensor, licensee, vendor, supplier,
customer or client of the Company or its affiliateshe Company’s detriment. Executive acknowlsdtat compliance with the obligations of
this paragraph is a condition to Executive’s rigghteceive the severance payments set forth irgpapa 5 above.

12. Arbitration and Equitable Relief

a. In consideration of Executive’s employment with empany, its promise to arbitrate all employmeatated disputes
and Executive’s receipt of the compensation andrdtlenefits paid to Executive by the Company, as@nt and in the future, EXECUTIVE
AGREES THAT ANY AND ALL CONTROVERSIES, CLAIMS, OR BPUTES WITH ANYONE (INCLUDING THE COMPANY AND
ANY EMPLOYEE, OFFICER, DIRECTOR, STOCKHOLDER OR BERIT PLAN OF THE COMPANY IN THEIR CAPACITY AS SUCH
OR OTHERWISE) ARISING OUT OF, RELATING TO, OR RESUING FROM EXECUTIVE'S EMPLOYMENT WITH THE COMPANY
OR THE TERMINATION OF EXECUTIVE'S EMPLOYMENT WITH HE COMPANY, INCLUDING ANY BREACH OF THIS
AGREEMENT, SHALL BE SUBJECT TO BINDING ARBITRATIONUNDER THE ARBITRATION RULES SET FORTH IN
CALIFORNIA CODE OF CIVIL PROCEDURE SECTION 1280 THRJGH 1294.2, INCLUDING SECTION 1283.05 (THE “RULESAND
PURSUANT TO CALIFORNIA LAW. Disputes which Execué agrees to arbitrate, and thereby agree to veaiyeight to a trial by jury,
include any statutory claims under state or fedexs] including, but not limited to, claims undeitl@ VII of the Civil Rights Act of 1964, the
Americans with Disabilities Act of 1990, the Agedbiimination in Employment Act of 1967, the Oldepkiers Benefit Protection Act, the
California Fair Employment and Housing Act, thei@ahia Labor Code, claims of harassment, discration or wrongful termination and any
statutory claims. Executive further understands this agreement to arbitrate also applies todisputes that the Company may have with
Executive.

b. Executive agrees that any arbitration will be adstéred by the American Arbitration Association £A”) and that the
neutral arbitrator will be selected in a mannersistent with its National Rules for the ResolutafrEmployment Disputes. Executive agrees
that the arbitrator shall have the power to deaitle motions brought by any party to the arbitrgtiooluding motions for summary judgment
and/or adjudication and motions to dismiss and desns, prior to any arbitration hearing. Executidgso agrees that the arbitrator shall have
the power to award any remedies, including attoshfes and costs, available under applicable IBxecutive understands the Company will
pay for any administrative or hearing fees chafgethe arbitrator or
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AAA except that Executive shall pay the first $15bof any filing fees associated with any arbitratExecutive initiates. Executive agrees
that the arbitrator shall administer and condugtanbitration in a manner consistent with the Raled that to the extent that the AAA’s
National Rules for the Resolution of Employmentmites conflict with the Rules, the Rules shall tpkecedence. Executive agrees that
decision of the arbitrator shall be in writing.

c. Except as provided by the Rules and this Agreenaghitration shall be the sole, exclusive and fieahedy for any
dispute between Executive and the Company. Acoghgli except as provided for by the Rules and Algiseement, neither Executive nor the
Company will be permitted to pursue court actiogarding claims that are subject to arbitration.tWthistanding, the arbitrator will not have
the authority to disregard or refuse to enforce lamfful company policy, and the arbitrator shalt noder or require the Company to adopt a
policy not otherwise required by law which the Camnyp has not adopted.

d. In addition to the right under the Rules to petitthe court for provisional relief, Executive agselat any party may
also petition the court for injunctive relief whegither party alleges or claims a violation of BiéA between Executive and the Company or
any other agreement regarding trade secrets, @mfa information, nonsolicitation or Labor Cod28§0. Executive understands that any
breach or threatened breach of such an agreemiicawse irreparable injury and that money damagksot provide an adequate remedy
therefor and both parties hereby consent to theaisse of an injunction. In the event either paggks injunctive relief, the prevailing party
shall be entitled to recover reasonable costs tnthays fees.

e. Executive understands that this Agreement doepnodiibit Executive from pursuing an administratelaim with a
local, state or federal administrative body sucthasDepartment of Fair Employment and Housing Bheal Employment Opportunity
Commission or the Workers’” Compensation Board.sAdreement does, however, preclude Executive frarsuing court action regarding
any such claim.

f.  Executive acknowledges and agrees that Executigrdesuting this Agreement voluntarily and withony aluress or
undue influence by the Company or anyone else.clitike further acknowledges and agrees that Exextias carefully read this Agreement
and that Executive has asked any questions needé&ké&cutive to understand the terms, consequaarmkbinding effect of this Agreement
and fully understand it, including that Executigeniaiving Executive’s right to a jury trial. FimglExecutive agrees that Executive has been
provided an opportunity to seek the advice of aoragy of Executive’s choice before signing thisréement.

13. Successors of the Companyhe rights and obligations of the Company uritier Agreement shall inure to the benefit of,
and shall be binding upon, the successors andrassighe Company. This Agreement shall be assigrtabthe Company in the event of a
merger or similar transaction in which the Companot the surviving entity, or of a sale of allsubstantially all of the Company’s assets.
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14. Enforceability; Severability If any provision of this Agreement shall be ilidar unenforceable, in whole or in part, such
provision shall be deemed to be modified or resddo the extent and in the manner necessanntteréhe same valid and enforceable, or
shall be deemed excised from this Agreement, asabe may require, and this Agreement shall bete@sand enforced to the maximum
extent permitted by law as if such provision hadrberiginally incorporated herein as so modifiedestricted, or as if such provision had not
been originally incorporated herein, as the casg lmea

15. Governing Law. This Agreement shall be construed and enfoncedtcordance with the laws of the State of Texasowut
giving effect to Texas's choice of law rules. TAigreement is deemed to be entered into entirethigrState of Texas. This Agreement shall
not be strictly construed for or against eithertyar

16. No Waiver. No waiver of any term of this Agreement congéitua waiver of any other term of this Agreement.

17. Amendment To This AgreementThis Agreement may be amended only in writingahyagreement specifically referencing
this Agreement, which is signed by both Executind an executive officer or member of the Board wéEtors of the Company authorized to
do so by the Board by resolution.

18. Headings Section headings in this Agreement are for coimree only and shall be given no effect in thestaction or
interpretation of this Agreement.

19. Notice. All notices made pursuant to this Agreement|ldfeagiven in writing, delivered by a generallycognized
overnight express delivery service, and shall bderta the following addresses, or such other addeeas the Parties may later designate in

writing:
If to the Company:

Ciphergen Biosystems, Inc.
6611 Dumbarton Circle

Fremont, California 94555
Attention: Chief Financial Officer

If to Executive:

Gail Page

15901 Soleil Court
Austin, Texas 78734

20. Expense ReimbursementThe Company shall promptly reimburse Executdaspnable business expenses incurred by
Executive in furtherance of or in connection witle t




performance of Executive’s duties hereunder, inalgi@xpenditures for travel, in accordance with@wnpany’s expense reimbursement
policy as in effect from time to time.

21. General; Conflict This Agreement and the PIIA, when signed by Ekge, set forth the terms of Executive’s employien
with the Company and supersede any and all prgpesentations and agreements, whether writtenabr &xecutive and the Company agree
that in the event of any conflict between the psmns of this Agreement with the PIIA or with thé& Letter to Executive dated January 8,
2004, the provisions of this Agreement shall cdntro

Ciphergen Biosystems, Inc
a Delaware corporation

By:

Name:

Title:

ACCEPTED AND AGREED TO thi:
8th day of January, 200

Gail Page




Exhibit 10.4C

EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT (“Agreement”) between Qiprgen Biosystems, Inc., a Delaware corporatioa ({@ompany”)
and Martin Verhoef (“Executive,” and together witte Company, the “Partiesijho lives at 736 Midland Way, Redwood City, CAgeféective
as of January 8, 2004 (the “Effective Date”).

WHEREAS, Executive is currently employed as the @any’s Senior Vice President, Sales, Marketing @pdrations.

WHEREAS, the Company desires tormte Executive to Executive Vice President of tlenpany and President of the Biosystems
Division and Executive is willing to accept suchgayment promotion by the Company on the termssarject to the conditions set forth in
this Agreement.

NOW, THEREFORE, the Parties agree as follows:

1. Position. The Company will employ Executive as Executiviee/President of Ciphergen Biosystems, Inc. andi@eat of
the Biosystems Division. In this position, Exewstivill be expected to devote Executive’s full mesis time, attention and energies to the
performance of Executive’s duties with the CompaByxecutive may devote time to outside Board olisaty positions as pre-approved by the
Chief Executive Officer of Ciphergen Biosystems;.IrExecutive will render such business and pridess services in the performance of s
duties, consistent with Executive’s position wittiire Company, as shall be reasonably assigneddouixe by the Company’s CEO or Board
of Directors.

2. Compensation The Company will pay Executive a base salai$250,000 on an annualized basis, payable in aceoeda
with the Company'’s standard payroll policies, imthg compliance with applicable tax withholding uégments. In addition, Executive will
be eligible for a bonus of up to 35% of Executivieése salary for achievement of reasonable perfuzereelated goals to be defined by the
Companys CEO or Board of Directors. The exact paymemhseof a bonus, if any, are to be set by the Comsgton Committee of the Boa
of Directors, in its sole discretion.

3. Benefits. During the term of Executive’'s employment, Extaa@iwill be entitled to the Company’s standard éfis
covering employees at Executive’s level, including Company’s group medical, dental, vision anthtifie insurance plans, section 125 plan,
employee stock purchase plan and 401(k) plan, @s @ans may be in effect from time to time, subjedhe Company’s right to cancel or
change the benefit plans and programs it offeitstemployees at any time.

4, At-Will Employment. Executive’s employment with the Company is forumspecified duration and constitutes “at-will”
employment. This employment relationship may be




terminated at any time, with or without good caasér any or no cause, at the option either ofGloenpany or Executive, with or without
notice.

5. Termination without Cause or for Good Reasdn the event the Company terminates Executigaiployment for reasons
other than for Cause (as defined below) or Exeeutivminates his employment for Good Reason (asetkbelow), and provided that
Executive signs and does not revoke a standardselef all claims against the Company, and doebneaich any provision of this Agreement
(including but not limited to Section 10 and Sewtidl hereof) or the PIIA, as hereinafter definededutive shall be entitled to receive:

0] continued payment of Executive’s base salary as itheffect for a period of twelve (12) months &nlling the date
of termination (the “Severance Period”), to be gaadiodically in accordance with the Company’s dtad payroll practices; and

(i) continuation of Company health and dental ben#fitsugh COBRA premiums paid by the Company direttilthe
COBRA administrator during the Severance Periodyigied, however, that such premium payments skeale prior to the end of the
Severance Period if Executive commences other gmaot with reasonably comparable or greater healthdental benefits.

Executive will not be eligible for any bonus, vestiof stock options or other benefits not descrifedve after termination, except as
may be required by law.

6. Termination After Change of Controlf Executive’s employment is terminated by then@any for reasons other than for
Cause (as defined below) or by Executive for Goedd®n (as defined below) within the 12 month pefadidwing a Change of Control (as
defined below), then, in addition to the severamiaégations due to Executive under paragraph 5 @epd®0% of any then-unvested shares
under Company stock options then held by Execwillesrest upon the date of such termination.

7. Definitions. For purposes of this Agreement:

a. ‘“Cause” means termination of employment by readdixecutive’s: (i) material breach of this Agreemehe PIIA (as
hereinafter defined) or any other confidentialibyention assignment or similar agreement withGloenpany; (ii) repeated negligence in the
performance of duties or nonperformance or misperémce of such duties that in the good faith judgnoé the Board of Directors of the
Company adversely affects the operations or rejoutatf the Company; (iii) refusal to abide by ongaly with the good faith directives of the
Company’s CEO or Board of Directors or the Comparsgandard policies and procedures, which actionsirue for a period of at least ten
(10) days after written notice from the Company) tiiolation or breach of the Company’s Code ofi&hFinancial Information Integrity
Policy, Insider Trading Compliance Program, or ather similar code or policy adopted by the Compang generally applicable to the
Company’s employees, as then in effect; (v) willidhonesty, fraud, or misappropriation of fundgmperty with respect to the business or
affairs of the Company; (vi) conviction by, or gntf a




plea of guilty or nolo contendere in, a court ofmgetent and final jurisdiction for any crime whicbnstitutes a felony in the jurisdiction
involved; or (vii) abuse of alcohol or drugs (legalillegal) that, in the Board of Director’s reasdle judgment, materially impairs Executive’s
ability to perform Executive’s duties.

b. “Change of Control” means (i) after the date heraaf/ “person” (as such term is used in Sectiorfd)laénd 14(d) of the
Securities Exchange Act of 1934, as amended (tlel{&nge Act”)) becomes the “beneficial owner” (afimed in Rule 13d-3 under the
Exchange Act), directly or indirectly, of securgtief the Company representing 50% or more of tted Woting power represented by the
Company'’s then outstanding voting securities; Ditliie date of the consummation of a merger or cliatstion of the Company with any other
corporation or entity that has been approved bystbekholders of the Company, other than a mergeowsolidation that would result in the
voting securities of the Company outstanding imraedy prior thereto continuing to represent moemntfifty percent (50%) of the total voting
power represented by the voting securities of tamm@any or such surviving entity outstanding immgsliaafter such merger or consolidation,
or (iii) the date of the consummation of the saléisposition of all or substantially all of the @pany’s assets.

c. “Good Reason” means, without Executive’s conséng fnaterial and adverse change in Executive'edexcluding
any changes in such duties resulting from the Comp&coming part of a larger entity pursuant tchar@e of Control) or base salary, or (ii)
Executive being required to relocate to an offmeation more than 50 miles from Ciphergen’s curtexgdquarters in Fremont, CA.

8. Employment, Confidential Information and Inventidasignment Agreement As a condition of Executive’'s employment,
Executive shall complete, sign and return the Comijsastandard form of Proprietary Information anddntions Agreement (the “PIlI1A”).

9. Non-Contravention Executive represents to the Company that Exegiatsigning of this Agreement, the PIIA, the isscea
of stock options to Executive, and Executive’s canoement of employment with the Company does rubatd any agreement Executive has
with Executive’s previous employer and Executiva@nature confirms this representation.

10. Conflicting Employment Executive agrees that, except as pre-approvedeb€ompanys Chief Executive Officer pursug
to paragraph 1 above, during the term of Execudieeployment with the Company, Executive will nogage in any other employment,
occupation, consulting or other business activitinpetitive with or directly related to the busin@ssvhich the Company is now involved or
becomes involved during the term of Executive’s kyiment, nor will Executive engage in any otheiatiés that conflict with Executive’s
obligations to the Company.

11. Nonsolicitation. From the date of this Agreement until 12 mortfier the termination of this Agreement (the “Rieséd
Period”), Executive will not, directly or indiregtlsolicit or encourage any employee or contracfdhe Company or its affiliates to terminate
employment with, or cease providing services te,@ompany or its affiliates. During the
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Restricted Period, Executive will not, whether Eotecutive’s own account or for the account of atheoperson, firm, corporation or other
business organization, solicit or interfere witly gierson who is or during the period of Executivergagement by the Company was a
collaborator, partner, licensor, licensee, vendopplier, customer or client of the Company oaifdiates to the Company’s detriment.
Executive acknowledges that compliance with thégalions of this paragraph is a condition to Exa@l$ right to receive the severance
payments set forth in paragraph 5 above.

12. Arbitration and Equitable Relief

a. In consideration of Executive's employment with empany, its promise to arbitrate all employmesi&ted disputes
and Executive’s receipt of the compensation andrdtenefits paid to Executive by the Company, asgnt and in the future, EXECUTIVE
AGREES THAT ANY AND ALL CONTROVERSIES, CLAIMS, OR BPUTES WITH ANYONE (INCLUDING THE COMPANY AND
ANY EMPLOYEE, OFFICER, DIRECTOR, STOCKHOLDER OR BERIT PLAN OF THE COMPANY IN THEIR CAPACITY AS SUCH
OR OTHERWISE) ARISING OUT OF, RELATING TO, OR RESUING FROM EXECUTIVE'S EMPLOYMENT WITH THE COMPANY
OR THE TERMINATION OF EXECUTIVE'S EMPLOYMENT WITH HE COMPANY, INCLUDING ANY BREACH OF THIS
AGREEMENT, SHALL BE SUBJECT TO BINDING ARBITRATIONUNDER THE ARBITRATION RULES SET FORTH IN
CALIFORNIA CODE OF CIVIL PROCEDURE SECTION 1280 THIRIGH 1294.2, INCLUDING SECTION 1283.05 (THE “RULESAND
PURSUANT TO CALIFORNIA LAW. Disputes which Execué agrees to arbitrate, and thereby agree to veaiyeight to a trial by jury,
include any statutory claims under state or fedesa) including, but not limited to, claims undeitl& VII of the Civil Rights Act of 1964, the
Americans with Disabilities Act of 1990, the Agesbiimination in Employment Act of 1967, the Oldepkiers Benefit Protection Act, the
California Fair Employment and Housing Act, thei@ahia Labor Code, claims of harassment, discration or wrongful termination and any
statutory claims. Executive further understands this agreement to arbitrate also applies todisgutes that the Company may have with
Executive.

b. Executive agrees that any arbitration will be adstéred by the American Arbitration Association £A”) and that the
neutral arbitrator will be selected in a mannersistent with its National Rules for the ResolutafrEmployment Disputes. Executive agrees
that the arbitrator shall have the power to deaitie motions brought by any party to the arbitratiooluding motions for summary judgment
and/or adjudication and motions to dismiss and desns, prior to any arbitration hearing. Execut@®go agrees that the arbitrator shall have
the power to award any remedies, including attoshfes and costs, available under applicable IBxecutive understands the Company will
pay for any administrative or hearing fees chatgethe arbitrator or AAA except that Executive $ipaly the first $125.00 of any filing fees
associated with any arbitration Executive initiat&xecutive agrees that the arbitrator shall atsténand conduct any arbitration in a manner
consistent with the Rules and that to the exteattttie AAA’s National
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Rules for the Resolution of Employment Disputesflictnwith the Rules, the Rules shall take precedenExecutive agrees that the decision of
the arbitrator shall be in writing.

c. Except as provided by the Rules and this Agreenaehitration shall be the sole, exclusive and fremhedy for any
dispute between Executive and the Company. Acnghgiexcept as provided for by the Rules and Algigeement, neither Executive nor the
Company will be permitted to pursue court actiogareing claims that are subject to arbitration.tWthistanding, the arbitrator will not have
the authority to disregard or refuse to enforce lamyful company policy, and the arbitrator shalt nader or require the Company to adopt a
policy not otherwise required by law which the Ca@mnyp has not adopted.

d. In addition to the right under the Rules to petittbe court for provisional relief, Executive agsdékat any party may
also petition the court for injunctive relief whegither party alleges or claims a violation of BiéA between Executive and the Company or
any other agreement regarding trade secrets, @mfal information, nonsolicitation or Labor Cod28§0. Executive understands that any
breach or threatened breach of such an agreemiticwse irreparable injury and that money damagksot provide an adequate remedy
therefor and both parties hereby consent to theaisse of an injunction. In the event either paggks injunctive relief, the prevailing party
shall be entitled to recover reasonable costs &nthays fees.

e. Executive understands that this Agreement doepnodiibit Executive from pursuing an administratelaim with a
local, state or federal administrative body sucthasDepartment of Fair Employment and Housing Bhaal Employment Opportunity
Commission or the Workers’ Compensation Board.s Bgreement does, however, preclude Executive fsarsuing court action regarding
any such claim.

f.  Executive acknowledges and agrees that Executieeesuting this Agreement voluntarily and withooy aluress or
undue influence by the Company or anyone else.ciike further acknowledges and agrees that Exexiids carefully read this Agreement
and that Executive has asked any questions needé&ckécutive to understand the terms, consequeaarabinding effect of this Agreement
and fully understand it, including that Executigeniaiving Executive’s right to a jury trial. FimglExecutive agrees that Executive has been
provided an opportunity to seek the advice of aoraey of Executive’s choice before signing thisrdgment.

13. Successors of the Companyhe rights and obligations of the Company uritier Agreement shall inure to the benefit of,
and shall be binding upon, the successors andrassfghe Company. This Agreement shall be assigrnabthe Company in the event of a
merger or similar transaction in which the Compangot the surviving entity, or of a sale of allsubstantially all of the Company’s assets.

14. Enforceability; Severability If any provision of this Agreement shall be itidar unenforceable, in whole or in part, such
provision shall be deemed to be modified or resddo the extent and in the manner necessanntteréhe same valid and enforceable, or
shall be deemed excised from this Agreement, asabe may require, and this Agreement shall beta@dsand
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enforced to the maximum extent permitted by lauf agach provision had been originally incorporatertein as so modified or restricted, or as
if such provision had not been originally incorpedhherein, as the case may be.

15. Governing Law. This Agreement shall be construed and enfoncedtcordance with the laws of the State of Californ
without giving effect to California’s choice of lamules. This Agreement is deemed to be enteredeintirely in the State of California. This
Agreement shall not be strictly construed for caiagt either party.

16. No Waiver. No waiver of any term of this Agreement conséitua waiver of any other term of this Agreement.
17. Amendment To This AgreementThis Agreement may be amended only in writingahyagreement specifically referencing

this Agreement, which is signed by both Executind an executive officer or member of the Board wéEtors of the Company authorized to
do so by the Board by resolution.

18. Headings Section headings in this Agreement are for coimree only and shall be given no effect in thestraction or
interpretation of this Agreement.

19. Notice. All notices made pursuant to this Agreement|ldfeagiven in writing, delivered by a generallycognized
overnight express delivery service, and shall bderta the following addresses, or such other addeeas the Parties may later designate in
writing:

If to the Company:

Ciphergen Biosystems, Inc.
6611 Dumbarton Circle

Fremont, California 94555
Attention: Chief Financial Officer

If to Executive:

Martin Verhoef
736 Midland Way
Redwood City, CA 94062

20. Expense ReimbursementThe Company shall promptly reimburse Executeaspnable business expenses incurred by
Executive in furtherance of or in connection witle {performance of Executive’s duties hereundethyding expenditures for travel, in
accordance with the Company’s expense reimbursepudicy as in effect from time to time.

21. General; Conflict This Agreement and the PIIA, when signed by liige, set forth the terms of Executive’s employitmen
with the Company and supersede any and all prior




representations and agreements, whether writtenabr Executive and the Company agree that irettemt of any conflict between the
provisions of this Agreement with the PIIA or withe Offer Letter to Executive dated April 5, 20 provisions of this Agreement shall
control.

Ciphergen Biosystems, Inc
a Delaware corporation

By:

Name:

Title:

ACCEPTED AND AGREED TO this
8th day of January, 200

Martin Verhoef




Exhibit 10.42
[*] CERTAIN CONFIDENTIAL INFORMATION CONTAINED IN THISDOCUMENT, MARKED BY BRACKETS, HAS BEEN

OMITTED AND FILED SEPARATELY WITH THE SECURITIES Al EXCHANGE COMMISSION PURSUANT TO RULE 406 OF
THE SECURITIES EXCHANGE ACT OF 1933, AS AMENDED.

AMENDMENT ONE
TO
DISTRIBUTOR LICENSE AGREEMENT
This Amendment One (this “Amendnfigtd the Distributor License Agreement effectivegust 8, 2003 (the “Agreement”) by and

between Ciphergen Biosystems, Inc. and Salforde®ystInc. (together, the “Parties”) is effectivevidmber )), 2003. The Parties hereby agree
as follows:

1. Exhibit A (Software and Pricing Schedule) elted to the Agreement is hereby deleted in itgetytand the attached revised Exhibit A is
substituted therefor.

2. Except as expressly modified by this Amendmagt provisions of the Agreement shall remainiihfbrce and effect.
IN WITNESS WHEREOF, the Parties have executed @htlie Amendment to be executed by their respectisborized representatives.

CIPHERGEN BIOSYSTEMS, INC:

By: /s/ Martin Verhoe'
(Signature

Name: Martin Verhoet

Title:  Senior Vice President of Sales, Marketing and Ctjera
Date: Jan. 7, 200:

SALFORD SYSTEMS, INC.

By: /s/ Dan Steinber
(Signature

Name: Dan Steinberg, Phi
Title:  Presiden

Date: Dec. 16, 200:




EXHIBIT A
SOFTWARE AND PRICING SCHEDULE

PER UNIT LICENSE FEES:

In accordance with the License Fee Basis, as s$pédif Section 6.1.1, Ciphergen shall pay Salfopaunit license fee of [*] for each copy of
Biomarker Pattern§™ Software licensed to an End-User.

1. Sales to new End-Users:

1l.a. CART Pro 4.x - Standard Unit 64mb, 1-5 user lgsense. Ciphergen shall pay Salford a perdiggnse fee of $[*] for each copy
sublicensed to an End-User.

1.b. CART Pro 4.x - Standard Unit 64mb: For End4idseishing to purchase additional individual licessCiphergen shall pay Salford a per-
seat license fee of $[*] for each additional user.

1.c. CART 5.x - Standard Unit 64 mb, 1-5 user kitense with limited TreeNet 1.x functionality: @iprgen shall pay Salford a per-unit license
fee of $[*] for each copy sublicensed to an End+Use

1.d. CART 5.x - Standard Unit 64mb: For End-Useishing to purchase additional individual licenséghergen shall pay Salford a per-seat
license fee of $[*] for each additional user.

2. Sales to existing End-Users of Biomarker Past&oftware 4.x:

2.a. Ciphergen will upgrade existing End-Users ioiniarker Patterns Software 4.x to the Ciphergemded CART 5.x/Treenet for a
discounted price (proposed [*]% discount off a psice of $[*]). Ciphergen shall pay Salford a panit license fee of $[*] for each copy
sublicensed to an End-User.

2.b. While the Ciphergen-branded CART 5.x/Treemetipct is in development, existing End-Users whcpase Biomarker Patterns Software
4.x will be offered an Upgrade to the Ciphergendadied CART 5.x/Treenet for a reduced price (propdisegrice $[*]), such Upgrades to be
presold at the time of purchase of Biomarker PastBY Software 4.x. Ciphergen shall pay Salford a petdizgnse fee of $[*] in connection
with sublicenses granted to such existing End-Users

ANNUAL RENEWAL FEE:

The Salford Software shall be subject to annuadwe license fees. In the calendar year 2003, rioual renewal of CART 4.x or CART
5.x/Treenet 1.x, Ciphergen shall pay Salford $gt pnit for each unit of Salford Software and $pt each additional seat, if any. Ciphergen
shall order each such renewal license followingifgtoof the applicable renewal request from an Bsé+. Salford shall issue an invoice in
connection with such orders and Ciphergen shallgzeh such invoice within 30 days after receigwath invoice. Salford acknowledges and
agrees that Ciphergen’s End-Users will contact &igén directly to purchase annual license renewatbe event that any End-User fails to
renew any such license or to purchase an annegidé&renewal and subsequently wishes to purch&sewal of such license, Salford shall
impose any penalties, interest or other fees imeotion with any such renewal. Ciphergen shall avéability, financial or otherwise,
hereunder to Salford for any such license with @esfo which the applicable End-User fails to rersewh license.

* Certain information on this page has been omittetifded separately with the Commission. Confidehtieatment has been reque:
with respect to the omitted portions.




ANNUAL SALES COMMITMENT:

The initial Minimum Annual Purchase Commitment $hal [*] per-unit licenses fees of the Salford 3afte.

* Certain information on this page has been omittetifded separately with the Commission. Confidahtieatment has been reque:
with respect to the omitted portions.




Exhibit 10.43
February 25, 2004

Laura Lauman,

Co-Manager, Applied Biosystems/ MDS SCIEX

and

Vice President of Discovery Proteomics and Smallédole Business, Applied Biosystems
850 Lincoln Centre Drive

Foster City, California 94404

Re: Extension of Term of Service and@upAgreement

Dear Laura:

As you know, Ciphergen Biosystems, Inc. (“Cipheryemd Applied Biosystems/MDS SCIEX (the “Joint Mtere”) entered into
Service and Support Agreement, dated April 2, 2@04 “Original Agreement”) and a letter amendmeated August 29, 2003
(the “August Letter Amendment;” and the OriginalrAgment together with the August Letter Amendmidat,“Current
Agreement”).

The purpose of this letter is to confirm the agreetrby and between Ciphergen and the Joint Vemtuegtend the term of the
Current Agreement for an additional period throkgtbruary 28, 2006 (the “Extension Period”). All @thherms and conditions of
the Current Agreement shall continue in full foeaad effect.

For clarity, during such Extension Period, Cipher¢®) shall sell the PCI-1000 SELDI ProteinChip@elrfiace (the “Interface”)
only in conjunction with the Joint Venture’s QSTAR®S Instrument Systems and (2) shall not offer dntérface for sale in
conjunction with the Waters-Micromass QTOF lingoodducts.

As the duly authorized representative, please adithe agreement of Applied Biosystems/ MDS SCi&¥e foregoing by
signing both copies of this letter in the spacevfied below and returning one copy of this lettente.

Best regards,
/s/ Martin Verhoef

Martin Verhoef
President, Biosystems Division

ACCEPTED AND AGREED:

Applied Biosystems/MDS SCIEX

By: /sl Laura Lauman
Name: Laura Lauman
Title: Co-Manager

Date: 3/10/04
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EXHIBIT 23.1

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporatiomdfgrence in the Registration Statements on FoB{(i$a. 333-53530) and on Form S-3
(No. 333-106434) of Ciphergen Biosystems, Inc.wfreports dated March 9, 2004 relating to therfaial statements and the financial
statement schedule which appear in this Form 10-K.

/s/ PRICEWATERHOUSECOOPERS LLP

San Jose, California
March 12, 2004
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EXHIBIT 31.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
Pursuant to Section 302(a) of the Sarbanes-Oxley Acf 2002

I, William E. Rich, certify that:

1.

2.

| have reviewed this annual report of Form 10-kCgfhergen Biosystems, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omdté&te a material fact
necessary to make the statements made, in ligheafircumstances under which such statements wade, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statement$,adimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls and
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tfa registrant and have:

€) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entiti@stipularly during the period in which this repa&teing prepared;

(b) Designed such internal control over financial reéjpgr, or caused such internal control over finah@gorting to be
designed under our supervision, to provide readersdsurance regarding the reliability of finanecégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our
conclusions about the effectiveness of the dise®santrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regmtsanternal control over financial reporting tloatcurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evélly affect, the registrant's internal contrgko financial reporting; ar

The registrant's other certifying officer(s) anlablve disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditansl ghe audit committee of the registrant's boardikctors (or persons performi
the equivalent functions):

(@)  All significant deficiencies and material weaknesBethe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summagize report financial
information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant's internal control over financial repugt

Date: March 15, 2004

/sl WILLIAM E. RICH, PH.D.

William E. Rich, Ph.D.
President and Chief Executive Offic
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CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER Pursuao Section 302(a) of the Sarbanes-Oxley ActGif2
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EXHIBIT 31.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
Pursuant to Section 302(a) of the Sarbanes-Oxley Acf 2002

I, Matthew J. Hogan, certify that:

1.

2.

| have reviewed this annual report of Form 10-kCgfhergen Biosystems, Inc.;

Based on my knowledge, this report does not cortaynuntrue statement of a material fact or omsit&te a material fact
necessary to make the statements made, in ligheafircumstances under which such statements wade, not misleading
with respect to the period covered by this report;

Based on my knowledge, the financial statement$,aéimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented
in this report;

The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls and
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tfa registrant and have:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is
made known to us by others within those entiti@stipularly during the period in which this repa&teing prepared;

b. Designed such internal control over financial reéjpgr, or caused such internal control over finah@gorting to be
designed under our supervision, to provide readersdsurance regarding the reliability of finanecégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our
conclusions about the effectiveness of the dise®santrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

d. Disclosed in this report any change in the regmtsanternal control over financial reporting tloatcurred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evélly affect, the registrant's internal contrgko financial reporting; ar

The registrant's other certifying officer(s) anlablve disclosed, based on our most recent evaluatiorternal control ove
financial reporting, to the registrant's auditansl ghe audit committee of the registrant's boardikctors (or persons performi
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contraéiofimancial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summagize report financial
information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant's internal control over financial repugt

Date: March 15, 2004

/sl MATTHEW J. HOGAN

Matthew J. Hogan
Senior Vice President and Chief Financial Offi
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EXHIBIT 32

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

| certify, pursuant to 18 U.S.C. Sectiorb@3as adopted pursuant to Section 906 of the Baslaxley Act of 2002, that the Annual Ref
of Ciphergen Biosystems, Inc. on Form 10-K for fiseal year ended December 31, 2003 fully comphih the requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 thvad information contained in such Form 10-K fapkesents in all material respects the
financial condition and results of operations obl@rgen Biosystems, Inc.

Date: March 15, 2004

/sl WILLIAM E. RICH, PH.D.

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

/s/ MATTHEW J. HOGAN

Matthew J. Hogan
Senior Vice President and Chief Financial Offi
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CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER AND AQHF FINANCIAL OFFICER PURSUANT TO 18. U.S.C. SECTNO
1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE S¥MNES-OXLEY ACT OF 2002



