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PART |

We have made statements under the captions “BuSiriédanagement’s Discussion and Analysis of Firiah€ondition and Results of
Operations”, “Factors That May Affect Our Resulésid in other sections of this Form 10-K that arevérd-looking statements. You can
identify these statements by forward-looking wasdsh as “may”, “will”, “expect”, “intend”, “anticipte”, “believe”, “estimate”, “plan”,
“could”, “should” and “continue” or similar word3hese forward-looking statements may also userdiftephrases. We have based these
forward-looking statements on our current expeateatiand projections about future events. Examplésward-looking statements include
statements about projections of our future revegress margin, results of operations and finaremaldition; anticipated deployment,
capabilities and uses of our products and our grodevelopment activities and product innovatidhe;importance of proteomics as a major
focus of biology research; the ability of our protiuto enable proteomics research; competitioncandolidation in the markets in which we
compete; existing and future collaborations andngaships; our ability to operate and expand oonirker Discovery Center® laboratories
and secure the commercial rights to biomarkersogisied at our Biomarker Discovery Center laborarihe utility of biomarker discoveri
and the effectiveness of our Biomarker Discoverpt€elaboratories; our ability to comply with aggalble government regulations; our ab
to expand and protect our intellectual propertytfptio; increasing the future sales volumes of eonables; increasing general and
administrative costs; decreasing sales and matkatid research and development costs; anticipatareflosses; expected levels of capital
expenditures; increased manufacturing efficienaras a corresponding decline in cost of revenuepes@ntage of revenue; the rating of our
convertible notes and the value of the relatedoptibns; the period of time for which our existifigancial resources and interest income will
be sufficient to enable us to maintain current piatined operations; foreign currency exchangeflattuations; and the market risk of our
investments.

These statements are subject to significant risklsumcertainties, including those identified in #ieetion of this Form 10-K entitled
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations—Factors Thay Kect Our Results”, and that
could cause actual results to differ materiallynfrthose projected in such forward-looking statemenie to various factors, including our
ability to generate growth in unit sales while ntaining pricing; managing our manufacturing cosfggrating expenses and cash resources
consistent with our plans; our ability to conduat ongoing new product development and product @awgment activities within the budgets
and time frames we have established; the abiliyunfProteinChip® technology to discover proteiarbarkers that have diagnostic,
theranostic and/or drug development utility; thatowued emergence of proteomics as a major focbsotdgical research and drug discovt
and our ability to protect and promote our propigttechnologies. We believe it is important to commicate our expectations to our
investors. However, there may be events in thadutuat we are not able to accurately predict at e do not fully control that could cause
actual results to differ materially from those eegsed or implied in our forward-looking statements.

ITEM1. BUSINESS
Overview

We develop, manufacture and market our ProteinGlgiems, which use patented Surface Enhanced Daserption/lonization
(“SELDI") technology. The ProteinChip Systems enable pralisicovery, characterization and assay developnogortavide researchers wi
a better understanding of biological functionshat protein level. Protein characterization is thgetmination of the detailed identity of a
protein, including its sequence as predicted byctreesponding gene and any chemical modificatioineduced after the protein is produc
Assay development is the simplification and optaian of a set of procedures to develop a methoddtecting and quantifying a specific
protein. Our ProteinChip Systems are novel, enghitiols in the emerging field of protein-based byl research,




known as proteomics. While technological advannd3NA tools have substantially changed the fieldgi@hiomics, the absence of enabling
protein analysis tools has limited progress inguoatics research. Proteomics provides a direct apprto understanding the role of proteins
in the biology of disease, monitoring disease pegion and the therapeutic effects of drugs. Wieaproteomics will be a major focus of
biological research by enhancing the researchedgrstanding of gene function and the moleculaiskE#gdisease. In May 1999, we
commercially launched our ProteinChip Biology Systend in July 2004, we launched our next-generaystem, the ProteinChip System,
Series 4000.

We develop, manufacture and sell our ProteinChigtey family of proteomics research equipment, winichudes (i) the ProteinChip
System, Series 4000, a versatile system for pretedtysis consisting of a ProteinChip Reader anteRtChip Software; (ii) the ProteinChip
Biomarker System, a system including Biomarkerd?ag™ Software for advanced protein expressiorilimgf (iii) the ProteinChip
AutoBiomarker System, a system including an Autdeyavhich automates array processing; (iv) thedim@hip 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 Autolotaléacilitate sample handling and increase throughgnd (vi) other associated
accessories. This equipment is used in conjunetitimour ProteinChip Arrays, which are consumahtebips whose surface contains
binding sites (i.e., chemistries that bind or cegtspecific proteins or classes of proteins). Iditiah, we provide associated SELDI
technology contract research services through eam8&rker Discovery Center laboratories to fostether adoption of our products and
technology as an industry standard and to gensraéue by obtaining some combination of fees amaneercial rights related to biomark
discovered in our Biomarker Discovery Center labmiias in exchange for performing research services

In order to better serve the needs of our varietiotoers, in early 2004 we formed a Biosystems Rimigind a Diagnostics Division. T
Biosystems Division’s revenues are largely derifrech sales of ProteinChip Systems, arrays and icemt#ated services to customers in
clinical and basic research laboratories. Our Diagjns Division is dedicated to the discovery aftpim biomarkers and panels of biomarkers
and the development of such biomarkers into pratetecular diagnostic tests that improve patien¢ céhe Diagnostics Division provides
collaborative research and development servicesitjtr its Biomarker Discovery Center laboratorigstiomarker discovery for use in new
diagnostic tests, as well as pharmacoproteomidcgror improved drug toxicology, efficacy andrdmgostic assays. While these divisions
have been formed to focus on certain distinct custoneeds, there is substantial overlap betweeditigons as they share a common
technology platform, and many of their research @ekelopment, manufacturing, sales and marketitigities are synergistic.

Ciphergen Biosystems, Inc. was originally incorpedain California on December 9, 1993 under theaatiotic Systems. In
March 1995, we changed our corporate name to GigineBiosystems, Inc. On May 23, 2000, we reincatsat in Delaware. On September
28, 2000, we had our initial public offering. OryJ@1, 2001, we acquired BioSepra S.A., a whollyred subsidiary of Ciphergen located
near Paris, France, which is principally engageithéndevelopment, manufacture and marketing ofgg®chromatography sorbents, which
are media used to capture and purify proteins. Ovelber 30, 2004, we sold BioSepra S.A. and relassdts to Pall Corporation. This is
discussed further under “Recent Developments” imfilsigement’s Discussion and Analysis of Financialdtmn and Results of
Operations.”

Our revenue is derived from the sales of intereglgtroducts and services on a worldwide basis.ofitjh discrete components that earn
revenues and incur expenses exist, significantresggesuch as sales and marketing and corporataiatiation are not incurred by nor
allocated to these operating units but rather emgl@yed by the entire enterprise. Additionally, teef operating decision maker evaluates
resource allocation not on a product or geographgis, but rather on an enterprise-wide basis.




Therefore, we have determined that we operatelinare reportable segment, which is the proteieaesh tools and collaborative services
business.

Industry Background

Genes are the hereditary coding system of liviggoisms. Genes encode proteins that are respofwildellular functions. The study
genes and their functions has led to the discooEnew targets for drug development. The majorftgraig 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. sidusources estimate that within the human gertber® are approximately 30,000 genes.
The initial structure of a protein is determinedabgingle gene. The final structure of a proteifniéguently altered by interactions with
additional genes or proteins. These subsequenfficetébns result in hundreds of thousands of déferproteins. In addition, proteins may
interact with one another to form complex strucsuteat are ultimately responsible for cellular fiios.

Genomics allows researchers to establish the oalstip between gene activity and disease. Howevany diseases are manifested not
at the genetic level, but at the protein level. Tomplete structure of modified proteins cannotieermined by reference to the encoding
gene alone. Thus, while genomics provides somernrdtion about diseases, it does not provide aufudlerstanding of disease processes.

The Relationship Between Proteins and Diseases

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

Diseases may be caused by a mutation of a genaltbet a protein directly or indirectly, or altéhe gene’s level of protein expression.
These alterations interrupt the normal balanceratigins and create disease symptoms. A proteindoiken is a protein that is present in a
greater or lesser amount in a disease state vansogmal condition. By studying changes in prot@omarkers, researchers may identify
diseases prior to the appearance of physical symptBesearchers characterize proteins by theiraulaleweight. In addition, researchers
can utilize protein biomarkers to identify new dise pathways to be used as drug targets. Disetisegya are groups of interacting proteins
that lead to disease if any one or more of theefimetis altered. Historically, researchers discestgrotein biomarkers as a byproduct of basic
biological disease research. This has resultekevalidation by researchers of approximately 2@@gin biomarkers that are being used in
commercially available clinical diagnostic producie development of new diagnostic products has tienited by the complexity of
disease states, which may be caused or charactdéryzeeveral or many interacting proteins. Diagiegatoducts that are limited to the
detection of a single protein may lack the abilitydetect more complex diseases, and thus pro@scéts that are unacceptable for practical
use. Often the detection of patterns of multiplet@ins has proved more useful. In recent yeard\#imnal Institutes of Health, or NIH, has
recognized the importance of protein biomarkersviarcoming this problem and their usefulness indéaeelopment of new diagnostic and
therapeutic products. Among other initiatives, el has established




a grant program (The Early Detection Research Nédwo fund the discovery and clinical validatiohreew protein biomarkers.

Limitations of Available Technologies for ProteosmResearch and Protein Purificatir

Efforts to understand biology and to improve thegdiosis, monitoring and treatment of diseases baga dramatically enhanced
through advances in modern genomic technologiess@ hew technologies have formed the basis fatetielopment of new analytical tools,
which are primarily directed at DNA and genomic lgsi, but are not applicable to protein researcproteomics. These new tools have
accelerated the ability to sequence and analyzbuhmn genome. Historically, researchers usedlgefrephoresis as a primary tool for
sequencing DNA. Gel electrophoresis measures hoa EENA fragment or other biomolecule, such asagin, migrates through the pores
gels in response to an applied electric field @avéired time interval. Electrophoresis is a timex®oming, manual process that requires large
amounts of pure DNA to be useful. The developmépbtymerase chain reaction, or PCR, allowed redeas to amplify, or produce
multiple copies of, a fragment of DNA. Researclmrgld then enhance the signal of trace amountd\o& Bom an unprocessed biological
sample, such as tissue or blood, to a level whe@sorement was possible. Successive advancesirotegies have produced faster,
automated sequencing machines and new, biochigitbasknologies. These new technologies have dreatigtimproved the throughput and
accuracy of DNA analysis. In addition, these neghtmlogies have reduced costs by increasing auimmand reducing necessary labor.

Although recent technological advances have beatk§enomics, there have been fewer significantrazbain proteomics. While DNA
has been relatively simple to study because @dte of detection and linear structure, proteityaisahas been a far more difficult challenge.
The goal of proteomics is to determine the striecand function of proteins. Researchers use teabsiguch as tagging, amplification and
sequencing to analyze DNA, but researchers carsethese techniques effectively to study protdihese techniques can change the
structure of proteins and may change their charatits or function, which would limit researcheadiility to identify and analyze samples.
addition, these techniques do not allow researdioarsonitor or study how proteins interact, ordentify which proteins interact together, to
perform biological functions.

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

The Ciphergen Solution

We develop, manufacture and market our ProteinGlgiems, which use patented Surface-Enhanced Daserption/lonization
(“SELDI") technology. The ProteinChip Systems emaptotein biomarker discovery, characterization asshy development. Our
ProteinChip Systems integrate the key steps obproics research on a single, miniaturized biodBig. ProteinChip Systems incorporate
SELDI technology on the surface of a consumabletbm which allows researchers to capture and aegbyoteins directly. Our ProteinChip
Systems enable rapid, reproducible, on-chip pragpression and protein analysis from complex lgicll samples, such as whole blood,
tissue or saliva, without separation, tagging amgldication processes and with minimal prior pigdttion. SELDI




enables protein detection and quantification byiogry signals from unwanted biomolecules that walkerwise obscure the measurement
results.

We believe our ProteinChip Systems enable researtthédentify and quantify proteins by direct nmitar weight detection and
measurement. Researchers can add chemicals or esagrany step during the process to greatly eehidnecdetailed knowledge gained fr
a set of experiments. We believe the integratiothe$e processes enables a researcher to ramdiyer, characterize and assay proteins
directly from biological samples, providing a notethnique for protein discovery and analysis camqbéo currently available methods. We
provide these capabilities to our customers byrgethem our ProteinChip Systems and/or our Biormabkiscovery Center collaboration
services. We believe our ProteinChip Systems cablerprotein research in the following areas:

Differential Protein Expression.Our ProteinChip Systems are designed to enabledyalkesearchers to rapidly conduct studies in
differential protein expression. Differential primt@xpression is the comparison of proteins exge:§s different, usually related,
biological samples, such as blood serum from aadis@ individual and blood serum from an individuahout that disease. The
differences include both differences in the idédibf the collection of proteins present in thegkes, and differences in the amounts
of a particular protein present in both samplestdns that are either present in one sample asehalin the other, or present at
different relative levels in both samples, are pti& protein biomarkers of the disease. Furtheeagch may validate the use of
potential protein biomarkers for the diagnosishef tlisease or as targets for the discovery of daugyeat the disease. In addition, the
information derived from our ProteinChip Systematadas scientists to compare genetic message infiammaerived from DNA
biochips, or miniaturized biochips containing DN, protein information, in order to better defin@ein function. Expression studi
and protein discovery that previously were impdssib conduct or took months or years can be peréoron our ProteinChip
Systems in days or even hours. By quickly analystadjstically significant numbers of samples, béoker candidates can be
validated. Researchers can use quantitative as$g@ysteins developed from differential protein eegsion to diagnose and monitor
disease.

Protein Characterization.Once a potential protein biomarker is identifiedisaial next step is the characterization of thégmo
Protein characterization is the process of detanyithe identity of the protein and/or charactengaspects of its physical structure.
Using our ProteinChip Systems, biology researcbansenrich and concentrate a rare protein fronudecbiological sample in hours,
a process that required days or weeks with traditimethods. Researchers can then proceed to degetime identity of the protein.
This process can involve, for example, determi@ritpgment pattern for the protein (produced, f@meple, by treatment with
enzymes) with our ProteinChip Systems, and comgahiis pattern with fragment patterns of protegteniified in publicly available
protein and genomic databases. Based on this csopathe researcher may be able to identify tlogéefm in the database that
corresponds to the experimental protein. Identffyarprotein can provide the researcher with infaimnauseful in understanding the
biology of the sample being studied. Identifying trene from which the protein originates can prewideful structural or processing
information. Also, researchers can characterizeaspf the physical structure of a protein usingRroteinChip Systems to perform
enzymatic-, chemical- or antibody-based tests sayss Such assays may reveal, for example, whithgrotein has been modified
after production. Protein modification can indicakanges in protein function, which may be impadrtarthe particular disease under
study.

Quantitative Assay of Proteins and Protein Intei@ts. Once a protein biomarker has been identified amdadterized, the
researcher may want to develop assays based @naten. One such assay is the routine detectigheoprotein and determination of
its amount in a sample. This is a quantitative yadsas useful, for example, in diagnostic asstyrshe severity or stage of a




disease. Another assay is a test of protein inierscbetween the biomarker and other proteinss @bsay is useful in tests of the
biological function of the protein that may be imamt for its role in disease. This assay is akeful in drug discovery to identify
drug candidates that interfere with protein intéoac Our ProteinChip Systems enable the reseatohggrform quantitative and
protein interaction assays by selecting a limitechber of chemical or biochemical surfaces and apiing the conditions for a
particular type of assay. We believe assay singplifon will speed functional validation of discogdrbiomarkers for both diagnostic
and drug discovery applications. Currently, resears take many weeks or months to accomplish thisgss using conventional
technologies. We believe our ProteinChip technology reduce this process to days or even hours.

Novel, High-Speed Protein Purification and Prodanti Researchers seek rapid purification of proteinmfeither native biological
sources or from “gene to proteihiologically manufactured proteins in order to coadbasic research. Drug developers need to @
large quantities of proteins of interest for tardistovery, validation and large-scale productibtherapeutics. Using our ProteinChip
Systems, the application of gradient wash condititonthe chromatographic surfaces of our Proteip@infays, which produces a step-
wise elution of retained compounds, may allow “dipt optimization and purification of proteins imtirs or days versus weeks or
months using existing methodologies. The “on-claptimization method is akin to that accomplishedlevhtilizing columns for
liquid chromatography separations but the methtmval for purification using only microliters of Hagical sample versus milliliters
of biological sample, and it is thus particularketul as “predictive protein chromatography” inglesscale production. Our new
method of purity analysis is called ProteinChipdR¢ate Chromatography—Mass Spectrometry (“RC-MS”).

Our Market Opportunity

There are several types of laboratories that perfmoteomics research and development. We believ®mteinChip Systems and
Biomarker Discovery Center collaboration servicas enable proteomics research in the following metark

Basic Biology ResearchBasic biology research laboratories focus on thdysbf general biological processes and the unaiedstg
of the molecular basis of disease. Most of thenipies used by researchers in basic biology relseéarstudy proteins are labor
intensive or have limited analytical capabiliti#ge believe that the ease of use and problem-solensgtility of our ProteinChip
Systems may enable biologists to perform proteomséissarch at their workstations in the laboratory.

Clinical Research. Clinical research is focused on associating clindisease symptoms to changes in certain protaittsei disease
state versus in the normal state. In doing soarebers seek to identify markers, many of whichprogeins, or patterns of multiple
markers that can be used to diagnose diseases &ssfss treatment response and monitor treatmagreps. Currently, physicians
pursuing clinical research lack a flexible, intdgrh standardized tool to perform protein biomaudiscovery. We believe that our
ProteinChip Systems and collaborative services emaple researchers to rapidly discover protein bitsiers and to develop these
biomarkers into clinical diagnostic tests. Throwgh Diagnostics Division, we are pursuing the degalent of such diagnostic tests.

Pharmaceutical Drug Research and Developmefitcurrent bottleneck in drug research is secondargening, during which drug
lead candidates are validated by researchers asmglex biological assays in which markers are wsassess biological response
varying compounds, dose levels and conditions. éii@mssay systems often have poor specificityysually labor intensive and
require substantial development time. In additibis estimated that approximately




25% of drug development failures now occur in tolagy, or the study of the negative or harmful effeof a drug, in which the
availability of useful data is hampered by simiksues. We believe a lack of protein biomarkersarly limits the ability of
researchers to adequately evaluate drug targetidancell pathway analysis and toxicological ahdrapeutic effects throughout the
drug development process. We believe our ProtemSkistems and collaborative services can subdlignitigrove preclinical
development and clinical trial effectiveness byagiyeexpanding the use of protein biomarkers.

* Pharmaceutical Production ProcessAnother current bottleneck appears in drug devetgrand production. The most popular
current method for preparative separation of pnsté liquid chromatography (“LC"). In LC, solid @nts, which have
complementary physicochemical properties to preteirinterest, are employed for selective adsonpfl@ design an LC protein
separation process is a relatively long and sydien@sk built essentially on a trial and error eggezh. The application of our
ProteinChip System—the RC-MS method-a rapid alternative method that consumes mingaaiple yet predicts optimal separal
conditions for large-scale LC purification of prioie from complex biological matrices.

» Diagnostics. The in vitro diagnostics industry manufactures distiibutes products that are used to detect thulssaf individual
components present in human derived specimens. Miaese assays are used to specifically idenirfgle protein biomarkers.
Diagnostic assays that are limited to the deteaifeansingle protein often have limitations in @il specificity (true positives) and
sensitivity (true negatives) due to the complexurebf many diseases and the inherent biologicardity among populations of
people. Over the last several years, we have baesnipg the discovery of panels of biomarkers thay yield improved clinical
predictivity and utility and have formed a DiagnostDivision to develop these potential assays.

Business Strategy

We intend to establish our ProteinChip Systemaanabling technology platform for protein biomarkescovery and proteomics
research in the basic biological research, climeséarch, and pharmaceutical drug discovery anelalgment process markets, and as an
assay platform in the in vitro diagnostics markety elements of our strategy are to:

* Accelerate Awareness and Acceptance of Our ProtémSystems.We intend to focus on expanding the installed lodigrir
ProteinChip Systems with leading academic, goventnmharmaceutical and clinical research laboresot® promote awareness and
acceptance of our technology. In addition, we sulpport the use of our ProteinChip Systems thraugiomer education and training
as well as customer collaborations, such as thabeRfizer and Novartis, to increase the appligaiand use of our ProteinChip
Arrays. Further, we intend to pursue commercialimaof our products through our own sales and margerganization in North
America, Western Europe, Japan and China, andghrdistributors or sales representatives in saleatieer parts of the world,
including Australia, Malaysia, New Zealand, Singagp&outh Korea and Taiwan.

* Expand Product Development and Innovatioie intend to expand the scope of our product plastfy continuously developing
new products and applications based on our Prokgn@&chnology. We believe that by expanding thgliagtions of our technology
and products and increasing their functionality,wi# promote the use and acceptance of our PrGteiin Systems by biology
researchers. The ProteinChip products we are diyr&itempting to develop include higher performapcoteomics systems and
easier to use versions of our proteomics systeatsctn be widely used by researchers in the latiyraRecent examples of new
products and applications introduced in 2004 ineladr next-generation ProteinChip System (the S&@®0), Biomarker Patterns
version 5.0 and CiphergenExpress Client.




» Establish and Operate Biomarker Discovery Centdrdratories. Both directly and through partnerships, we intemddntinue
establishing and operating our Biomarker Discov@enter laboratories, which provide SELDI technoligged research services. By
performing contract research projects and engagingsearch collaborations, we intend not onlyostdr further adoption of our
products and technology as an industry standatdlba to generate revenue by obtaining some caatibimof fees and commercial
rights related to biomarkers discovered in our Bagker Discovery Center laboratories in exchangg@érforming research services.
We believe that these biomarker discoveries may lddagnostic and/or therapeutic utility. We alsbewe that our Biomarker
Discovery Center laboratories may accelerate bikeratiscovery and validation in both pharmaceutitrag discovery, toxicology
and clinical trials, and in clinical research ladories. We plan to deploy the prototypes of otedatechnology and protocols to
maintain and extend a technological advantage irBmmarker Discovery Center laboratories. Exampliesesearch collaborations
being conducted through our Biomarker Discoveryt€elaboratories include working with collaboraténsm the University of
Kuopio and Sahlgren’s University Hospital in detegtAlzheimer’s Disease, cancer research with Niissavorking with the
University of Texas M.D. Anderson Cancer Centepwarian cancer, and working with The Johns HopKokool of Medicine to
diagnose ovarian and other cancers.

» Enter the Diagnostics Market with Proprietary Assayor the last several years, we have been discayarid filing patents on
biomarkers and patterns of biomarkers that arecésal with various diseases and other patholdgies. Initial areas of focus have
included various cancers as well as neurologieatjiovascular and infectious diseases. The climjoaktions we have been
researching include early detection, treatmentaesg, monitoring of disease progression, prograsgisothers. We have established a
Diagnostics Division, whose principal goal is tovellop certain of these biomarker discoveries isags delivered on the ProteinC
platform that could be used to improve patient care

« Expand Our Intellectual Property PortfolioWe include many issued, allowed and pending patamtbe SELDI technology and
ProteinChip Systems, Arrays and Software in ourenirpatent portfolio, and intend to expand thigfptio in several areas of
technology related to our business, including aagilbns of SELDI technology and biomarker discos®riFor example, we intend to
develop new surface chemistries for our Protein@tiipys, enhancements to our ProteinChip Readetadwances in our analysis
and database ProteinChip Software, in order todeodhe range of applications and opportunitiesrisearchers can address. We
intend to continue to license and acquire techriekofyom others that complement our core capadsliind to protect our proprietary
technologies with patents and trade secrets.

Our ProteinChip Technology

Our ProteinChip technology is based on SELDI, wiiohbines laser-based molecular weight detectio tive use of a chemically or
biochemically active biochip array surface congeddrom proprietaryreated metal. Our ProteinChip technology enaldesarchers to apj
a crude biological sample, such as whole bloodssué, directly to the surface of a ProteinChipa&riThese ProteinChip Arrays are designed
to select desired proteins from the sample thrafihity capture, which employs chemical processelkiochemical targets such as recept
antibodies or DNA probes. Researchers then wasl tvearemainder of the unused sample with a vanégplutions with varying stringent
conditions, depending on the type of test perfornidénis enhances the signal of the proteins of @steon the biochip by reducing signals fr
unwanted biomolecules that would otherwise obstheeneasurement results. The purified sample proteimain evenly distributed on the
surface of the ProteinChip Array. This even disttibn allows the researcher to accurately measuigjaantify the proteins.




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

The researcher generates protein expression afiexamining the samples collected with differdfinity-based ProteinChip Arrays
or different stringency washes, and collectingittiermation under the different conditions. Using &#roteinChip Systems, researchers can
compare protein expression profiles from differgaumnples, such as disease versus normal statedisphaly differences in the proteins
expressed. Proteins that are differently express#tk disease versus normal state may be newptpatg relevant protein biomarkers.
Researchers can then process proteins of intemestip to:

« obtain sequence identification;

» detect secondary modifications of proteins;
 identify protein interactions;

« (quantitatively measure protein concentrations; and

» perform assays.

Our ProteinChip Systems and Related Products

Our ProteinChip Systenare fully integrated platforms consisting of a BieChip Reader to read ProteinChip Arrays and oojpretary
ProteinChip Software to analyze and manage prdtaged information.

The ProteinChip Reader is a lat@sed, molecular weight detection system desigoredse with consumable ProteinChip Arrays, wt
are biochips containing chemical or biochemicafases that capture or bind specific proteins oss#a of proteins. We designed our
ProteinChip Reader to be used in the laboratorpdsjc biology researchers. Our ProteinChip Reagiesists of a nitrogen laser, high-speed
digital electronics, a vacuum system and a stanparsional computer with our proprietary ProteinChgftware for system control and data
analysis.

Our ProteinChip Software is designed to facilisystem operation by biology researchers with ne@ggpce in molecular detection
systems and minimal experience in protein analyi$is. software allows fully automated operationhef ProteinChip Systems with graphic
data presentation and analysis readouts in fanfidianats for the biologist, such as those displaygdel electrophoresis systems. Our
ProteinChip Software enables differential proteipression analysis by automatically comparing pnopeofiles and highlighting differences
in protein expression. Our ProteinChip Softwareviates researchers with Internet access for rapiabdae searches, which facilitates protein
identification. Furthermore, our ProteinChip Softevallows researchers to perform quantitative pmateeraction assays.

In May 1999, we commercially launched the ProteipC3ystem, Series PBS Il, which we now refer tohasProteinChip Biology
System. In December 2001, we announced the inttimifuecf the ProteinChip Biomarker System which exigthe capability of a
ProteinChip Biology System by incorporating Biomarkatterns™ software and ready-to-use profiling. Kihe system is designed for
advanced protein expression profiling and serves\assatile clinical proteomics platform for sdists in clinical disease and toxicological
research, pharmaceutical research and developarehtlinical diagnostics. In October 2002, we idtroed the ProteinChip AutoBiomarker
System, which consists of a ProteinChip Biomarkest&nm, a ProteinChip Autoloader and a Biomek 20@0Ratation, to increase sample
throughput and automate the reading of arraysulyn2004, we introduced our next generation




ProteinChip System, the Series 4000. The Serie8 #3ures the Pattern Track™ biomarker discovesgsisay process, which integrates our
proprietary ProteinChip Arrays, SELDI-TOF-MS detentand Biomarker Patterns software. The Serie® 4045 specifically designed to
offer a complete solution for translating biomarllescoveries into predictive and quantitative assay a single platform. We believe the
Series 4000 and our Pattern Track process isitepfioteomics tool that allows researchers todtg@chieve biomarker discovery and
development of biomarker assays on a single platfamd enable SELDI-based assays for biologicaltfondiscovery, disease diagnosis,
prognosis or prediction of drug response.

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

Our Biomarker Patternsoftware is designed to automate pattern recogniiesed statistical analysis methods to correlattin
expression patterns from clinical samples with alsgephenotypes. This multivariate data analystsvaoé solution addresses a key
component of the biomarker discovery process. Aomagnefit of the ProteinChip platform is in theaivery and correlation of multiple
biomarkers in a population of samples to rapidljdede clinical, toxicological and cell pathway palogy. As was the case in the
development of DNA array technology, the flood afalproduced by the instrument makes informatigks teritical to interpreting the results.
This software package combined with an updatedriBidker Wizard” module in the core ProteinChip Safitevpackage automatically
identifies multiple protein peaks that correlatéhwphenotype differences between samples.

CiphergenExpress™ DataManagsra software offering that provides a client-servelational database system for management and
analysis of ProteinChip System data. High througlepilection 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 daputomated analysis of multiple experiments oreltiple conditions to identify potential
biomarkers.

Our ProteinChip Tandem MS Interfawas introduced in May 2001. The ProteinChip Tandéginterface can be affixed to certain
tandem mass spectrometers and thereby allow arcbsedo gather data regarding a biological sampieg both ProteinChip Arrays and
tandem mass spectrometry. The ProteinChip Tandenmi¢8ace allows for biochipased identification studies, epitope and phospaton
mapping, and protein interaction analyses withnaléan mass spectrometer.

A customized version of Beckman CoulteB®mek 2000 Workstatiomas first sold by us in late 2001. Available exolety through
Ciphergen, the customized Biomek 2000 is a deViaedutomates liquid handling when used in combwnatith Ciphergen’s 96-well and
192-well ProteinChip Array processors. Sample tghgut can be increased five-fold or more while iayimg reproducibility using this
robotic accessory. In addition, the Biomek 2000 lcamuised to perform sample fractionation procedpres to chip binding, thus increasing
the number of proteins detected from each sample.

In addition, we offer a number of related accegsorsuch as bioprocessors, reagents, spin columirssaorted kits designed for
proteomics research.
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ProteinChip Systems and related products contribapgproximately 84%, 82% and 78% of revenue in 2Q0R3 and 2004,
respectively, after reclassifying sales of procgssmatography sorbents and related process pratea@rvices to discontinued operations
for all periods presented due to the sale of thatrtess in November 2004. The remainder of ourmgee&ame from research services
performed by our Biomarker Discovery Center |labanias, as well as from consulting, training, mamatece contracts and other services we
provided.

We generally include a 12-month warranty on outrimaents and accessories in the form of a maintanaantract upon initial sale. We
also sell separately priced maintenance (extendethmty) contracts, which are generally for 12 #mnfonths, upon expiration of the initial
warranty.

Diagnostics Division

Our Diagnostics Division is dedicated to the disgwvof protein biomarkers and panels of biomarkansl, their development into prote
molecular diagnostic tests that improve patiené citany of our internal research projects are ddrseveral Biomarker Discovery Center
laboratories that we have established. BeginnirDB0, we established the first of a series of Bidaar Discovery Center laboratories and
established a major research collaboration with Jdtens Hopkins University School of Medicine witie intention of employing the
ProteinChip technology to discover biomarkers agketbp assays based on panels of biomarkers, wiigdht have greater predictive power
than single marker tests. Our Biomarker Discoveent€r laboratories also provide collaborative redeand development services for
biomarker discovery for new diagnostic tests, at asepharmacoproteomic services for improved doxicology, efficacy and theranostic
assays.

We believe that biomarkers and their use in diaticeare generally patentable by their discoveard, therefore we and our
collaborators file patents broadly upon discovetlied we believe may have commercial value. Whigmynof our initial diagnostic research
efforts have focused on the early detection ofoaicancers, we also have active discovery proguaisrway for neurological,
cardiovascular, infectious, and other diseasessd beograms are designed to address a varietinafatiquestions including early detection,
disease treatment response, monitoring, classditaind prognosis.

Our most advanced research project is in the &iélshcology. During 2003, we and our collaboratair3he Johns Hopkins University
School of Medicine completed a multi-site study &ymg over 500 patient serum samples, in whichudtirmarker panel was identified that
may have utility in the detection of ovarian cangarticularly with respect to early stage cancbere early detection has been shown to
dramatically improve patient survivability. Thisudly, published ifCancer Researcim August 2004, also led to the discovery of selvera
interacting proteins that may provide additionagttiostic information, allowing us to pursue newraas for assay improvement and obtain
further understanding of the biological pathwayswarian cancer. We are currently attempting teettgva high throughput, precise and
highly reproducible assay around the markers desdrin ourCancer Researcpaper and continue to evaluate additional marketsray
improve the performance of this assay or be morenaifle for use in a clinical setting.

If we are successful at discovering biomarkerspzantels of biomarkers that have diagnostic utibity; commercialization strategy
includes partnering with other parties to assishendevelopment and commercialization of ourahitests. Potential partners could include
clinical reference laboratories and/or traditioimaitro diagnostic companies with the infrastruetin place to commercialize such tests.

We believe our Biomarker Discovery Center laboriagmrwhich provide SELDI technology-based reseamsfices, and which we are
operating directly and through partnerships anehtlielationships, can foster further adoptionwfproducts and technology by showcasing
the products and demonstrating practical applioataf the technology. We also seek to obtain ie¢élial property and
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commercialization rights related to biomarkers disred in our Biomarker Discovery Center labor&syralthough we have derived no
revenues to date from such rights, our goal issttegate future revenue from these commercializatigris by developing our biomarker
discoveries into diagnostic tests that improveguatcare. We intend to discover and characterizepretein biomarkers and patterns of
biomarkers from biological samples provided by current and future collaborators. We believe thatBiomarker Discovery Center
laboratories may accelerate biomarker and biomaréttern discovery and validation in pharmaceutital discovery, toxicology and
clinical trials, and clinical research laboratoriée intend to deploy the prototypes of each nextegation ProteinChip System and other
specialized equipment, software and protocols tinta@ and extend a technological advantage irBiomarker Discovery Center
laboratories.

Our Biomarker Discovery Center laboratories haval#ished project contracts with The Johns Hopkin&sersity School of Medicine,
the Virginia Prostate Center of Eastern Virginiadibal School, the Aaron Diamond AIDS Research Gehtriversity Health Network
(Canada) and other academic and government ingtisgjtcommercial biotechnology companies and pheeutical companies, including
Biosite, Novartis and Pfizer. These project contrapecify the types of samples that will be aredyoutline the work to be done, and spe
a fee and/or license rights for discoveries ari$iog the projects. We have commercialization sgfiot certain potential discoveries under
many of these collaborations based on our contahagreements. For example, in some cases we havight to commercialize diagnostic
tests based on biomarkers discovered through ttidlsdorations. To date, we have not commercialaaegsuch discoveries.

Our Biomarker Discovery Center laboratories perfagneed-upon analyses of customer samples in toasgther discover biomarkers
and biomarker patterns for a variety of differeintiassification and predictive purposes, or segagrarticular proteins to obtain a probability
of match between known and unknown proteins, agtarchination that the protein has not been prelyadsntified. The terms of a project
contract include a fee payable to us for a spetdiealysis plan on a defined sample set and géneralude a license to us for medical uses
of biomarkers discovered in such projects. We chonoently estimate the commercial significanceigifits to biomarkers that we may
acquire. We expect that our Biomarker Discoveryt€elaboratories will extend the analysis capabgibf our customers, thereby increasing
awareness of the range of our technologies anditicusasing sales of our ProteinChip Systems. B82thd 2004, approximately 6% and 4%
of our revenue from continuing operations, respedfi came from performing such project work. Pct§cfor the largest single customer
accounted for less than 2% and 3% of total revérune continuing operations in 2003 and 2004, reSpely.

While most of our Biomarker Discovery Center cootsaare fee-for-services arrangements, we entatedin agreement with the Israel-
U.S. Binational Industrial Research and Developni@nindation (“BIRD”), which provided funding forgearch we were undertaking with
Mindsense Biosystems, Ltd., using our SELDI techgwglto discover potential biomarkers for the diagis@nd monitoring of major
depression. Our funding from BIRD ended in 2003vé¥eie from the BIRD grant totaled $128,000 in 2GR1129,000 in 2002 and $106,00(
2003.

We sponsor research at various institutions, irindhe Johns Hopkins University and the Eastengidia Medical School. We spent
approximately $1.3 million in 2002, $1.2 million 2003 and $1.7 million in 2004 in the form of cashuipment and consumables on such
sponsored research.

We lease facilities for our Biomarker Discovery @eraboratories in Copenhagen, Denmark, in MalyBennsylvania, in Yokohama,
Japan and as part of our headquarters facility@émient, California. We have hired managerial anendific staff for these facilities and will
evaluate the establishment of additional Biomatkiscovery Center laboratories in the future. We @esovide financial and technical supp
for a Biomarker Discovery Center laboratory at Tbans Hopkins University School of Medicine.

12




Sales and Marketing

We utilize a direct sales force in North Americagstérn Europe, Japan and China. Our sales prooassds on-site applications
problem-solving, scientific publications, produendonstrations, seminars, exhibits, conventionsna@etings, word of mouth, direct mail,
advertising and the Internet. We have designedalas process to increase market awareness ofa@irfChip Systems and Biomarker
Discovery Center services, and promote acceptafiheergroducts and services.

Our sales force includes program managers, whuaak sales experience, and field research scigntistst of whom have Ph.D. degr
in biology or biochemistry. Generally each prognar@nager works with a team of one to three fieldrsists. The primary responsibility of
the program manager is to manage sales effortspiiitmary responsibility of the field research stigtnis to provide solutions to biological
problems for our customers and sales prospectaghrapplications development, scientific semingist scientific publications with
customers and product demonstrations. In additimfield research scientists serve as our prirffialy representatives for after-sales
customer service and technical support. Our saldsyarketing organization as of February 28, 2@fisisted of 94 employees, 39 of whom
have Ph.D. or M.D. degrees. As of February 28, 2@@5had 18 program managers and 30 field reseaiehtists. We intend to maintain the
present size of our sales and marketing organizaier the next 12 months.

We formed Ciphergen Biosystems KK in Japan in Jgnif99 as a joint venture with Sumitomo Corpornatio distribute our products
in Japan. We originally invested $315,000 for 30Reiphergen Biosystems KK. In March 1999, we sigaedistribution and marketing
agreement granting Ciphergen Biosystems KK theusxed right to distribute our products in Japantéor years, and we were paid $315,000
by Ciphergen Biosystems KK. In August 2002, we esed our right to purchase an additional 40% st of approximately $446,000, not
including cash recorded from the resulting busiresssolidation, bringing our ownership interes€Ciphergen Biosystems KK to 70%. In
March 2004, we paid $1.0 million in cash to purehas additional 30% ownership in Ciphergen Biosyst&K from SC BioSciences (a unit
of Sumitomo Corporation), bringing our ownershitenest to 100%.

We have also established relationships with distdts and sales representatives who cover Austihbdaysia, New Zealand,
Singapore, South Korea and Taiwan.
Backlog

Ciphergen typically receives a substantial portibits product orders in the last month of the ¢graWe endeavor to maintain sufficient
inventory on hand to ship all products immediatghpn receipt of an order. As a result, we genetalye little or no backlog except for
support and service revenue. Management does hevd¢hat backlog orders at any given point indiare a meaningful indicator of our
company'’s future business prospects.

Geographic Information

Information about the geographies in which we ofgecan be found in Part Il, Item 8 of this FormK.@ the Notes to Consolidated
Financial Statements at Note 20, “Segment Inforomaéind Geographic Data.”
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Existing Customers

The following is a partial list of our customersysral of which have two or more ProteinChip System

Pharmaceutical and Biotechnology

Abbott Laboratories
Abgenix

Alltech

Amgen

AstraZenec:

Aventis

Axon Neuroscience
Bayer

Bristol-Myers Squibk
Boehringer Ingelhein
Centocot

Cephalor

Chugai Pharmaceutice
DSM Biologics

Eli Lilly

Genentecl
GlaxoSmithKline
Human Genome Scienc
Innogenetic:

Janssen Pharmaceutic
Johnson & Johnsc
MDS Pharmze
MediGene

Medivir

Merck

Mitsubishi Welpharm:
Neurochen
Neurogenetic:
Novartis

Novo Nordisk

Orion Pharmaceutica
Pfizer

Proctor & Gamble
Protein Design Lab
Purdue Pharmaceutice
Roche

Sankyao
Scherin¢-Plough
Seronc

Smith & Nephew
Sumitomo Pharmaceutice
Syngente

Takeda Chemice
Tanabe Pharmaceutic:
Wyeth

Academic and Government

Aaron Diamond AIDS Research Cen
Academic Medical Center of Amsterd:
American Type Culture Collectic
Brigham and Wome's Hospital

Brown University

Burnham Institute

Centers for Disease Conti

Childrer’s Hospital, Los Angele
Childrer's Hospital of Philadelphi
Colorado Center for Reproductive Medici
Cornell Medical Schoc

Dana Farber Cancer Cen

Duke Medical Schoc

Emory University

Harvard School of Public Heal

Imperial Cancer Research Foundal
Imperial College Prion Un

Indiana Universit-Purdue Universit
INSERM

International Medical Cent-Japar

The Johns Hopkins University School of Medic
Kings College Londoil

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
Memorial Sloan Ketterin

Mount Sinai Medical Schoc

National Cancer Cent-Japar

National Institutes of Health, National Cancer itusée
Osaka Universit

Pasteur Institut

Riken Brain Science Institu

Rockefeller University

Royal Free Hospite

Rutgers Universit

St. Bartholomey's and London School of Medicil
Stanford University

Thrombosis Research Institt

Tokyo University

University College Londo

University of Arizona
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Yamanouchi Pharmaceutic University of California, Los Angele
University of California, San Francis:
University of Miami
University of Notre Dami
University of Southern Californi
University of Uppsal:
US EPA
Virginia Prostate Center of Eastern Virginia Medi8ahool
Wright State Universit

No customer accounted for more than 10% of ourmegen 2002, 2003 or 2004.

Research and Development

Our ProteinChip System is a single technology ptatfwe believe can be used in many markets forde wariety of scientific
applications. We have ongoing technology develogrpesgrams for our ProteinChip Arrays and reageritfh-density biochip formats,
instrumentation, software and manufacturing proeess

In applied research, we are developing new appdicatand reagents for quantitative differentialteiio expression analysis, protein
interaction assays and protein characterizatiom.gffarts are now particularly focused on quanitf&gnalysis of low-abundance proteins
present in complex samples such as plasma and séfarhave demonstrated that the surface chemistni@ebilized on ProteinChip Arrays
have similar protein selectivity to those cheméstimmobilized on higher capacity bead formatsifating the transition from discovery on
arrays to preparative purification on beads. Usinig selectivity matching, we seek to improve theesl and efficiency of designing protein
purification strategies at any scale based on tedigtive information obtained using our ProteinCBiystems.

Instrumentation research and development effodsidte high-sensitivity mass detection and quamitaimprovement in system
resolution and mass accuracy, internal normalinaéod calibration algorithms that standardizerimaent performance from one to another
and thus allows comparative determinations acradipie sites. In addition, we are developing neitl Bl-based accessories for high
resolution tandem mass spectrometry, including awgments on the ProteinChip Tandem MS Interfacigmoificantly increase sensitivity
when compared to other laser desorption/ionizaidi) Qg-TOF devices. We introduced a new arraynaistry that incorporates the
desorption matrix for LDI Qq-TOF directly on thaay surface, which results in an additional incesiassensitivity with reduced chemical
noise as compared to standard methods. We alscomaaeng software development projects to furthgprove the functionality, expand the
applications, and strengthen the data managemdrdreaiysis capabilities of our ProteinChip System.

In addition to pursuing research and developmdatae to our research tools business, our Diagre§livision is using our Biomarker
Discovery Center laboratories to attempt to discgvetein biomarkers or patterns of biomarkers thay have diagnostic and/or therapeutic
utility, and to develop them into assays.

Manufacturing

We design, manufacture and distribute ProteinCligte8ns and Arrays, including related instrumentat@mnsumables, accessories and
software, at our Fremont, California facility, whits registered under ISO 9001:2000. We rely upgside suppliers for many component:
our ProteinChip Systems. Final assembly and quedititrol of our ProteinChip Readers are performgdsin our Fremont facility. We
purchase customized extruded aluminum for our RrGteEp Arrays from a
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third-party supplier. External vendors etch andebasat our ProteinChip Arrays. We apply all cherigstto the ProteinChip Arrays and
perform in-process and final quality control at éagility. We outsource the manufacture of ProtdigCTandem MS Interfaces to a contract
manufacturer in Reno, Nevada. We develop softwaredir ProteinChip Systems in-house, and providiivaniate data analysis software
through an OEM arrangement with Salford SystemssWiply a robotic accessory for sample process$irmugh an OEM arrangement with
Beckman Coulter.

Generally, we acquire components, accessories andfiacturing services on an individual purchaseobésis. However, from time to
time we have entered into contracts with a limitechber of third parties in the ordinary course asibess to manufacture products to our
specifications, supply components, supply accessoprovide software and provide manufacturingisesv Currently we have approximat
seven such active contracts. We intend to contmgemay expand the subcontracting portions of cnufacturing processes when we
believe it leverages the suppliers’ manufacturirgegtise, reduces costs or improves our abilitphéet customer demand. The raw materials
and component parts required in our manufacturpegations generally are readily available. Howewer use single-source suppliers for
some key components and manufacturing servicesfjraidg alternate vendors for these items couldiffecult. We endeavor to maintain a
sufficient stock of critical parts to enable ustmtinue production for at least three to six mernththe event we lose a single-source supplier,
during which time we believe we would be able touse an alternate source. However, in one casg ofos critical contract manufacturing
service for more than six months could adversdigcafvirtually all of our revenue from ProteinChAprays, and the unavailability of our
consumable products eventually could result in eesed sales of our ProteinChip Systems as well.

Intellectual Property

Our intellectual property includes a portfolio afied, co-owned or licensed patents and patentcgtigins. As of December 31, 2004,
our patent portfolio included 21 issued U.S. paeb24 pending U.S. patent applications and nunsgrending patent applications and iss
patents outside the U.S. These patents and paiplitations are directed to several areas of teldgyamportant to our business including
our core SELDI technology and its applications tgirobiochips, instrumentation, software and bidtees. The issued patents covering the
SELDI and RC-MS technologies expire at various sifrem 2013 to 2018.

We derive our rights to the core SELDI technoldgyugh royalty-bearing sublicenses from MoleculaaAtical Systems, Inc.
(“MAS"). MAS holds an exclusive license to patedisected to the SELDI technology from the owneryBaCollege of Medicine. MAS
granted certain rights under these patents to dtlywowned subsidiaries, IllumeSys Pacific, Ineada&Ciphergen Technologies, Inc. in 1997.
We obtained further rights under the patents in320@ough sublicenses and assignments executeatiasfphe settlement of a lawsuit
between Ciphergen, MAS, LumiCyte and T. William thens. Together, the sublicenses and assignmenisi@rus with all rights to
develop, make and have made, use, sell, imporkehand otherwise exploit products and servicegay by the patents throughout the
world in all fields and applications, both commat@nd non-commercial. We are obligated to pay MASyalty equal to 2% of SELDI-
related revenues recognized between February BB, &0d the earlier of (i) May 28, 2014 or (ii) tth@te on which the cumulative payment
MAS have reached $10,000,000. Through Decembe2@®¥4, we had paid or accrued a total of approxim&e.7 million in such royalties.

We hold licenses or options to license biomarkersetbped using SELDI technology, and related iattllal property. The institutions
and companies from which we hold such licensegtiows to license include, among others, EastergiMa Medical School, The Johns
Hopkins University, Pfizer Inc., Aaron Diamond AlR&esearch Center, University Health Network (Cajha@aeen Elizabeth Hospital
(Hong Kong), University of Texas Medical Branch,t&iorg University (Sweden), University of Kuopidr{fand), University of Louisville
Research Foundation and Biosite Incorporated.
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We have a license to customize and sell Biomarkéefhs software from Salford Systems. Our intéliakcproperty portfolio also
includes copyrights on our ProteinChip Softwarewa#i as registered U.S. trademarks for, amongrdttiegs, the names “Ciphergen” and
“Biomarker Discovery Center”, our dragonfly logodatine ProteinChip mark.

Competition

Although we believe that we are currently the azdynpany selling and delivering products with aegnated separations and molecular
weight detection biochip platform for proteomicsearch, we encounter intense competition from abeurof companies that offer compet
products using alternative technologies. Currenipetition comes primarily from companies providprgducts that incorporate established
technologies, such as gel electrophoresis, lighidrmatography and mass spectrometry.

In order to compete effectively, we need to denmamstthe advantages of our ProteinChip Systemsaltenative technologies and
products. We also must demonstrate the potentiada@uic value of our ProteinChip products relativ¢hese alternative technologies and
products. Some of the companies that provide thesducts include the Applied Biosystems divisioApplera, the Micromass division of
Waters Corporation, Amersham Biosciences, Bio-Ralooratories, Bruker Biosciences, Perkin-Elmer, rweElectron Corporation and
several smaller reagent and equipment companiasfu@uie success will depend in large part on duility to establish and maintain a
competitive position with respect to these andrieitechnologies.

Our Diagnostics Division, in offering proteomic easch services through our Biomarker Discovery &elaboratories, may compete
with other companies offering proteomic serviceg &pect an increasing number of companies to geastiich services in the future. If our
Diagnostics Division is able to develop diagnossisays which have clinical utility, we will entbethighly competitive in vitro diagnostics
market. There are many large, established competitchis industry including the clinical refereniaboratories, such as Quest Diagnostics
and Laboratory Corporation of America, and the majwitro diagnostic companies such as Roche Diagios, 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, reimbues¢énand the marketing and distribution arrangemetiich we can put in place.

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

Environmental Matters and Laser Regulations

International, federal, state and local requiremeelating to the discharge of substances int@tiveronment, the disposal of hazardous
wastes, and the sale and use of lasers as paut &froteinChip Readers may have an impact on onufaaturing operations and sales. We
believe that we are in material compliance withl@gjple environmental and laser and radiologicalltmelaws and regulations. To date,
compliance with regulatory requirements concermingironmental matters and lasers has been accdmaglisithout material effect on our
liquidity or capital resources. To date, we havemade
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material capital expenditures to comply with enmirental and laser and radiological health lawsragdlations.
Government Regulation
General

The future activities of our Diagnostics Divisioreaor have the potential to be, subject to reguyabversight by the FDA under
provisions of the Federal Food, Drug and Cosmeticahd regulations thereunder, including regulaigaverning the development,
marketing, labeling, promotion, manufacturing amgdat of our products. Failure to comply with agplble requirements can lead to
sanctions, including withdrawal of products frone tharket, recalls, refusal to authorize governneentracts, product seizures, civil money
penalties, injunctions and criminal prosecution.

Generally, certain categories of medical devicestagory that may be deemed to include potenttalé products based upon our
ProteinChip platform, require FDA pre-market apm@ioer clearance before they may be marketed amglanto commercial distribution.
Although the FDA believes it has jurisdiction tgutate in-house laboratory tests, or “home brewst have been developed and validated
by the laboratory providing the tests, the FDA has to date, actively regulated those tests. ThA Hoes regulate as medical devices the
“active ingredients” (known as “analyte specifiagents” or “ASRs") of certain tests developed inw by clinical laboratories. ASRs
generally do not require FDA pre-market approvatlearance if they are (i) sold to clinical labarés certified by the government to
perform high complexity testing, (i) manufacturieccompliance with the FDA’s Quality System Regigdas, or QSRs, and (iii) labeled in
accordance with FDA requirements, including a shefet that their analytical and performance charesties have not been established. A
similar statement would also be required on alleaitising and promotional materials relating to AS®sh as those used in certain of our
proposed future tests. Laboratories also are sutgeestrictions on the labeling and marketingests that have been developed using ASRs.
We believe that clinical laboratory testing baspdruour ProteinChip platform, and any ASRs thaintend to sell to clinical reference
laboratories, currently would not require FDA apgaoor clearance. The FDA has publicly stated remsvaluating its ASR policy and
regulations, and we expect that revisions to thhegalations may be implemented in the future thay mave the effect of increasing the
regulatory burden on manufacturers of these devildas commercialization of our products and ses/imeuld be impacted by being delayed,
halted or prevented. We cannot be sure that tastsdoupon our ProteinChip platform, or a combimatibreagents, will not require pre-
market approval or clearance.

Regardless of whether a medical device requires Bpgkoval or clearance, a number of other FDA mequénts apply to its
manufacturer and to those who distribute it. Dewianufacturers must be registered and their predisted with the FDA, and certain
adverse events, corrections and removals mustdoeteel to the FDA. The FDA also regulates the pebd¢abeling, promotion and, in some
cases, advertising of medical devices. Manufacturarst comply with the FDA’s QSRs, which estabbgtensive requirements for design,
quality control, validation and manufacturing. Thosnufacturers and distributors must continugoemd time, money and effort to maintain
compliance, and failure to comply can lead to esdarent action. The FDA periodically inspects féiei§i to ascertain compliance with these
and other requirements.

Diagnostic Kits

The Food, Drug and Cosmetic Act requires that naddievices introduced to the U.S. market, unlessmted by regulation, be the
subject of either a premarket notification cleamramown as a 510(k), or a premarket approval, knasva PMA. Some of our potential fut
clinical products may require a PMA, others mayiegja 510(k). Other products, like ASRs, may benemt from regulatory clearance or
approval.
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With respect to devices reviewed through the 51p(kEress, we may not market a device until an dedissued by the FDA finding our
product to be substantially equivalent to a legaibrketed device known as a predicate device. A Hubmission may involve the
presentation of a substantial volume of data, wficlg clinical data, and may require a substantielaw. The FDA may agree that the product
is substantially equivalent to a predicate devita allow the product to be marketed in the U.S. FB&\,, however, may determine that the
device is not substantially equivalent and regaiR®MA, or require further information, such as éiddil test data, including data from
clinical studies, before it is able to make a detaation regarding substantial equivalence. By estjng additional information, the FDA can
further delay market introduction of our products.

If the FDA indicates that a PMA is required for asfyour potential future clinical products, the Apgtion will require extensive clinical
studies, manufacturing information and likely raviey a panel of experts outside the FDA. Clinidab#es to support either a 510
(k) submission or a PMA application would need ¢oclhnducted in accordance with FDA requirementsuiféato comply with FDA
requirements could result in the FDA's refusal ¢oept the data or the imposition of regulatory sans. There can be no assurance that we
will be able to meet the FDA's requirements or ireee@ny necessary approval or clearance.

Once granted, a 510(k) clearance or PMA approvgl phece substantial restrictions on how our deigsamarketed or to whom it may
sold. Even in the case of devices like ASRs, mdnwhich are exempt from 510(k) clearance or PMArappl requirements, the FDA may
impose restrictions on marketing. Our potentialifatASR products may be sold only to clinical latiories certified under Clinical
Laboratory Improvement Amendments of 1988, or ClLttAperform high complexity testing. In additionremjuiring approval or clearance
new products, the FDA may require approval or @eee prior to marketing products that are modiiicet of existing products. We cannot
assure you that any necessary 510(k) clearanc®lArdpproval will be granted on a timely basis, bak Delays in receipt of or failure to
receive any necessary 510(k) clearance or PMA apfyror the imposition of stringent restrictions thie labeling and sales of our products,
could have a material adverse effect on us. As@igakdevice manufacturer, we are also requiraggéster and list our products with the
FDA. In addition, we are required to comply witke thDA’s QSRs, which require that our devices beufestured and records be maintained
in a prescribed manner with respect to manufaajutiesting and control activities. Further, we @guired to comply with FDA requirements
for labeling and promotion. For example, the FDAlpbits cleared or approved devices from being joteich for uncleared or unapproved
uses. In addition, the medical device reportingil&iipn requires that we provide information to @A whenever there is evidence to
reasonably suggest that one of our devices may ¢ewsed or contributed to a death or serious injuryhat there has occurred a malfunction
that would be likely to cause or contribute to attieor serious injury if the malfunction were tcue

Our manufacturing facilities are subject to perioaind unannounced inspections by the FDA and atgrcies for compliance with
QSRs. Additionally, the FDA will conduct a preappabinspection for all PMA devices and in some sd®e 510(k) devices. Although we
believe we will be able to operate in compliancthwihe FDA’'s QSRs for ASRs, we have never beeneictgal by the FDA and cannot assure
you that we will be able to maintain compliancehia future. If the FDA believes that we are not@mpliance with applicable laws
regulations, it can issue a warning letter, detaliseize our products, issue a recall notice, arfigture violations and assess civil and criminal
penalties against us. In addition, approvals aareleces could be withdrawn in appropriate circuntsa. Failure to comply with regulatory
requirements or any adverse regulatory action cbale a material adverse effect on us.

Any customers using our products for clinical us¢hie U.S. may be regulated under CLIA. CLIA ieimded to ensure the quality and
reliability of clinical laboratories in the U.S. yandating specific standards in the areas of padaualifications, administration,
participation in proficiency testing, patient tesanagement, quality control, quality assuranceiaspections. The regulations promulgated
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under CLIA establish three levels of diagnostitcgesamely, waived, moderately complex and higlymplex, and the standards applicabl
a clinical laboratory depend on the level of thetgét performs. We cannot assure you that the Gebulations and future administrative
interpretations of CLIA will not have a materiahadse impact on us by limiting the potential mafketour potential future products.

Medical device laws and regulations are also iaafin many of the countries in which we may doifess outside the U.S. These range
from comprehensive device approval requirementsdane or all of our potential future medical deyiceducts, to requests for product data
or certifications. The number and scope of thegairements are increasing. Medical device lawsragdlations are also in effect in some
states in which we do business. There can be nwaas= that we will obtain regulatory approvalsirch countries or that we will not incur
significant costs in obtaining or maintaining fameiregulatory approvals. In addition, export oftaer of our products which have not yet b
cleared or approved for domestic commercial digtidn may be subject to FDA export restrictions.

Employees

As of December 31, 2004, we had 255 full-time emeés worldwide, including 121 in sales and markgts® in research and
development, 41 in manufacturing and 34 in admiatigtn. 90 of our employees on December 31, 2004Mw®. degrees or Ph.D. degrees in
chemistry, biology or biochemistry, and many arpegis in software and engineering. We also hadiditianal 17 individuals engaged as
independent contractors. In January 2005, we tediain cost-cutting measures, consisting primanilizeadcount reductions, which did not
constitute an exit or disposal activity as defibgdStatement of Financial Accounting Standards N&, “Accounting for Costs Associated
with Exit or Disposal Activities.” At February 22005, we had 220 employees, consisting of 94 iessahd marketing, 53 in research and
development, 37 in manufacturing and 36 in admiatigtn; 72 of these employees have M.D. or Ph.[grekes. None of our U.S. employees
are covered by a collective bargaining agreembotjgh many of our European employees are coveréerurational labor agreements. We
believe that our relations with our employees aredy Ciphergen’s success will depend in large @awur ability to attract and retain skilled
and experienced employees.

Available Information

We routinely file reports and other information lwihe Securities and Exchange Commission (“SE@¢&uding Forms 8-K, 10-K and
10-Q. The public may read and copy any material$ileevith the SEC at the SEC’s Public Referenc@Rat 450 Fifth Street, N.W.,
Washington, D.C. 20549. The public may obtain infation on the operation of the Public ReferencerRby calling the SEC at 1-800-SEC-
0330. The SEC maintains an Internet site that domt&ports, proxy and information statements, @hér information regarding issuers that
file electronically with the SEC. The address dftthite ishttp://www.sec.gov

We maintain an Internet website which includesk to a site where copies of our annual report am10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and amemds® those reports filed or furnished pursuar8eotion 13(a) or 15(d) of the
Exchange Act may be obtained free of charge as asoaasonably practicable after they are eleaadigifiled with, or furnished to, the SE
These materials may be accessed by accessing Hsitevathttp://www.ciphergen.corand selecting “Investors.” Paper copies of these
documents may also be obtained free of charge king/to us at Ciphergen Biosystems, Inc., Inve&etations, 6611 Dumbarton Circle,
Fremont, CA 94555.

20




Code of Ethics for Executive Officers

We have adopted a Code of Ethics for Executived®ffi. We publicize the Code of Ethics for Execu®fécers by posting the policy
on our websitehttp://www.ciphergen.comWe will disclose on our website any waivers afamendments to, our Code of Ethics.
ITEM2. PROPERTIES

Our principal facility is located in Fremont, Calihia. The following chart indicates the facilitigmt we lease, the location and size of
each facility and its designated use.

Approximate Lease
Location Square Feel Operation Expiration Date
Fremont, California 61,000 sq. fi Research and development, Biomarker 2008

Discovery Center laboratory, manufacturing,
marketing and sales, administrat|

Fresno, Californi: 1,000 sq. fil Research and developmt 2006

Galveston, Texa 500 sq. ft Sales demonstration laboratc August, 200t

Malvern, Pennsylvani 3,000 sq. fi Biomarker Discovery Center laboratc September, 200

Woburn, Massachusel 3,000 sq. fi Sales demonstration laboratc August, 200¢

Beijing, China 3,000 sq. fi Sales, research and development, technical August, 2005
support service

Copenhagen, Denma 2,000 sq. fi Biomarker Discovery Center laboratory, se 2006

Goettingen, German 600 sqg. ft Sales May, 2005

Guildford, Englanc 4,000 sq. fi Sales 2010

Hong Kong 500 sq. ft Sales May, 2005

Osaka, Japa 600 sq. ft Sales 2006

Yokohama, Japan 8,000 sq. fi Biomarker Discovery Center laboratory, sales2007
service, administratio

Zurich, Switzerlanc 600 sqg. ft Sales 2007

Currently, we are not subleasing any of theseif@slito anyone else. We intend to renew the leaséad comparable space for our
Galveston, Malvern, Beijing and Goettingen faaktivhen those leases expire in 2005, and to closkailities in Woburn and Hong Kong
when those leases expire. We believe our othetiegispace is suitable and will be sufficient for meeds through the end of 2005, although
we may decide to add to our facilities if warranbgdour growth during 2005 and thereafter.

ITEM 3. LEGAL PROCEEDINGS
None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a vote of thargtg holders during the fourth quarter of 2004.
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PART Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED S TOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock has been quoted on the Nasdagridhailarket under the symbol “CIPH” since the efifee date of our initial public
offering (“IPO”) on September 28, 2000. Prior tattime, there was no public market for our stadie closing price for our common stock
on February 28, 2005 was $3.10 per share. Thenuoitptable sets forth the high and low sales primarsshare of our common stock as
reported on the Nasdaq National Market for thequerindicated.

Sale Price
High Low

Fiscal 2003:

First Quartel $ 591 $3.0t

Second Quarte 10.59 4.35

Third Quartel 13.71 6.71

Fourth Quarte 13.97 9.78
Fiscal 2004:

First Quartel 11.68 7.50

Second Quarte 9.45 6.09

Third Quartel 6.00 2.61

Fourth Quarte 471 3.05

We currently expect to retain future earningsnif &or use in the operation and expansion of asiress. We have not paid any cash
dividends, nor do we anticipate paying any casiddivds in the foreseeable future. As of February2P85, there were 29,475,663 shares of
our common stock issued and outstanding and he&bpyoximately 153 holders of record. There are@pmately 3,000 beneficial owners
of our common stock.

Sale of Convertible Senior Notes

On August 22, 2003, we closed the sale of $30.0amibf convertible senior notes due Septembe0082underwritten by SG Cowen.
Offering costs were approximately $1.9 million.drést on the notes is 4.5% per annum on the pahaipount, payable semiannually on
March 1 and September 1, beginning March 1, 2084. &ffective interest rate is 5.85% per annum.fidtes are convertible, at the option of
the holder, at any time on or prior to maturityttod notes into shares of our common stock initiatla conversion rate of 108.8329 shares per
$1,000 principal amount of the notes, which is étma conversion price of approximately $9.19 glesire. The conversion price, and hence
the conversion rate, is subject to adjustment uperoccurrence of certain events, such as stodk,sgtiock dividends and other distributions
or recapitalizations. Because the market valud®@t&tock rose above the conversion price betweedai the notes were priced and the
closing date, we recorded a discount of $2,677r8RQed to the intrinsic value of the beneficiaheersion feature resulting from this price
change and the fact that the initial purchasehefriotes was not required to purchase the notéshetlosing date. Immediately after the
closing, Ciphergen common stock had a market @fic10.01 per share, or $0.82 per share highertti@oonversion price. The value of the
beneficial conversion feature was determined bytiplying this difference in the per share priceGiphergen’s common stock by the
3,264,987 underlying shares. This amount will b@dized to interest expense using the effectiveragt method over the five-year term of
the notes, or a shorter period in the event of ewsion of the notes.

The notes are our senior unsecured obligationsamdon parity in right of payment with all of oexisting and future senior unsecured
debt and rank senior to our existing and future tiedt expressly provides that it is subordinatethe notes. The notes are also effectively
subordinated in right of payment to our existing &ture secured debt, to the extent of such sigcamd to our subsidiaries’
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liabilities. The indenture does not limit the incmce by Ciphergen or its subsidiaries of otheelriddness.

Ciphergen may redeem the notes at its option, iolevar in part, at any time on or after Septemh&006 at specified redemption pris
plus accrued and unpaid interest, provided thahdtes will be redeemable only if the closing pré¢he stock equals or exceeds 150% o
conversion price then in effect for at least 2@itmg days within a period of 30 consecutive tradilags ending on the trading day before the
date of the notice of the redemption. The 3,264 8&fes that could be issued if all convertiblégeamtes were converted into common
stock have not been included in the calculatioloss per share, as these potential common shaestdilutive. Upon a change of control,
each holder of the notes may require us to repgechame or all of the notes at specified redemgtimes, plus accrued and unpaid interest.
The debenture contains a put option that entitieshblder to require us to redeem the debentuaeete equal to 107.5% of the principal
balance upon a change in control of Ciphergen poidxugust 31, 2005 and 105.0% thereafter. We d@nticipate that the put option will
have significant value because no change of coisti@irrently contemplated.

The notes and underlying shares were registerddtidt SEC on Form S-3 on October 8, 2003.

Issuance of Common Stock to LumiCyte

On May 28, 2003, we settled our litigation with Moular Analytical Systems, Inc., LumiCyte, Inc. andWilliam Hutchens. As part of
this settlement, we issued to LumiCyte 1,250,0G0Feshof Ciphergen common stock, which was valu&¥ & million. These shares were
registered with the SEC on Form S-3 on June 243200

Recent Sales of Other Unregistered Securities

We entered into a joint development agreement $itimford Research Systems (“SRS”) in February 199Bsequently amended in
June 2000. The agreement defines several milestoriesachieved by SRS leading to the developme®RS of certain new, lower cost,
higher performance components for us which coybtiee existing components used in our ProteinClagiesns. It provides for the issuance
of a fixed number of Ciphergen common shares uperattainment of each development milestone. Neeshaere issued under this
agreement in 2003 or 2004. A maximum of 96,750tamtwil shares of common stock, which is approximya@e3% of total shares
outstanding, could be issued if and when the reimgimilestones are completed. We also granted werta an equipment financing
company in 1997 and 1998, which were exercised@82resulting in the issuance of 5,834 sharesraMts for 3,176 shares were canceled
in 2003; no warrants remain outstanding. Theseksijoants and warrants were not subject to stocldiagproval.

Securities Authorized for Issuance Under Equity Corpensation Plans

We currently maintain three equity-based compeosagtians that have been approved by our stockleldidre 1993 Stock Option Plan,
which was approved by the stockholders in 1993iamneferred to as the “1993 Plan,” the 2000 Stdek Pwhich was approved by the
stockholders in 2000 and is referred to as the 02BI&dn,” and the 2000 Employee Stock Purchase Rifaich was approved by the
stockholders in 2000 and is referred to as the fESP

« 1993 Plan. Certain stock option grants remain outstandiingur officers, employees, directors and a coastiinder this plan.
However, the authority to grant new awards undsrglan terminated in 2001. The Board of Directmatinues to administer this
plan with respect to the options that remain ountitag.

e 2000 Plan. Stock option awards may be granted under tB@ Edan. The 2000 Plan is administered by, and aaetid grant must
be approved by, the Board or a committee of the@®dersons eligible to receive awards under ti® Zan include our officers,
employees,
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directors and consultants. Ciphergen’s non-emplaolfeetors are also eligible for certain automatimck option grants under the 2000
plan. The Board or a committee of the Board witletlmine the purchase price for any shares of ommeon stock subject to an award
under the 2000 Plan, the vesting schedule (if appicable to each award, the term of each awadttze other terms and conditions
of each award, in each case subject to the liroitatof the 2000 Plan.

« ESPP. Subject to limits, all of our officers and emypkes in the U.S. are eligible to participate im HEPP. The ESPP generally
operates in successive 6-month purchase periotignityear offering periods. Participants in théPPSmay purchase common stock
at the end of each purchase period at a purchaseqayual to 85% of the lower of the fair markelieaof the stock at the beginning of
the offering period or the end of the purchaseqaerThe administrator of the ESPP may allow paréinis to contribute up to 15% of
their eligible compensation to purchase stock utigeiplan. The ESPP is administered by the Boaedammmittee of the Board.

Summary Table.The following table sets forth, for each of Ciphemis equity-based compensation plans, the numbshaks of
Ciphergen common stock subject to outstanding optand rights, the weightedrerage exercise price of outstanding options tla@umbe
of shares available for future award grants asexfdinber 31, 2004.

Equity Compensation Plan Table

Number of Shares of
Number of Shares Common Stock Remaining
of Common Stock to
Auvailable for Future

be Issued Upon Issuance Under Equity
Exercise of Weighted-Average Compensation Plans
Outstanding Exercise Price of (excluding shares
Options Outstanding Options reflected
Plan Category and Rights and Rights in the first column)
Equity compensation plans approved
security holder: 5,090,36:(1) $6.01 1,041,8642)
Equity compensation plans not appro
by security holder — — 96,75((3)
Total 5,090, 36: $6.01 1,138,611

(1) Includes outstanding stock options for 911,188ehander the 1993 Plan and 4,114,156 shares ur&2000 Plan. Also includes
65,018 shares after giving effect to estimated lpases under the ESPP for the purchase period tthana on May 1, 2005 based on
participant contributions through December 31, 2004

(2) Includes 791,828 shares for the 2000 Plan. On daduaf each year during the term of the 2000 Pilam total number of shares
available for award purposes under the 2000 Pl#nngrease by the lesser of (i) 2,150,000 shaligH% of the outstanding shares of
common stock on the last day of the immediatelg@uéng fiscal year, or (iii) an amount determingdiiie Board. The aggregate num
of shares available for issuance under the 2000 iRtaeased by 900,000 shares on January 1, 20@5ddta presented in this table was
calculated as of December 31, 2004 and does rettdiie January 1, 2005 increase. Also includ€s(®® shares for the ESPP. On
January 1 of each year during the term of the E&RPtptal number of shares available for sale uttdeESPP will increase by the les
of (i) 430,000 shares, (ii) 1% of the outstandihgres of common stock on the last day of the imatelyi preceding fiscal year, or
(iii) an amount determined by the Board. The aggregumber of shares available for sale under 8feFEincreased by 180,000 shares
on January 1, 2005 and is not included in the tabteve.

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

The following tables reflect selected summary ctidated financial data for each of the last fivectl years. This data should be read in
conjunction with the consolidated financial statetseand notes thereto, and with Item 7, “Managetad®iscussion and Analysis of
Financial Condition and Results of Operations™is tForm 10-K. On November 30, 2004 we completedstide of our BioSepra business.
Accordingly, the information set forth in the tallelow has been restated to reflect the BioSepsanbss as a discontinued operation.

Years Ended December 31
2004 2003 2002 2001 2000
(in thousands, except per share date

Statement of Operations Data:

Revenue:
Products $ 31,37¢ $ 35872 $ 23572 $ 1337C $ 7,35¢
Products revenue from related parties — — 827 1,192 1,064
Services 8,803 7,766 4,809 1,794 513
Total revenue 40,181 43,63¢€ 29,208 16,35€ 8,935
Cost of revenue:
Products 11,19¢ 11,911 6,761 4,216 2,774
Products revenue from related parties — — 334 434 587
Services 3,876 3,426 2,277 628 119
Litigation settlement — 7,257 — — —
Total cost of revenue 15,07& 22,594 9,372 5,278 3,480
Gross profit 25,10€ 21,044 19,83€ 11,078 5,455
Operating expenses:
Research and development 19,268 23,628 19,593 12,428 7,475
Sales and marketing 26,37¢€ 21,33¢ 17,96C 13,552 9,001
General and administrative 14,13€ 14,815 14,422 12,92¢ 11,322
Amortization of intangible assets — — — 152 318
Total operating expenses 59,78C 59,778 51,97& 39,057 28,11€
Loss from operations (34,674 (38,734) (32,13¢) (27,979) (22,661)
Interest and other income (expense), net (2,145) (211) 1,435 3,278 2,357
Loss from continuing operations before income taxes (36,819 (38,94E) (30,704) (24,701) (20,304)
Income tax provision (benefit) from continuing ogtons 109 (47) (44) 140 —
Net loss from continuing operatio (36,928) (38,89€) (30,660) (24,841) (20,304)
Discontinued operations:
Income (loss) from discontinued operations, neagf (1,440) 2,151 1,588 (971) —
Gain from sale of BioSepra business, net of tax 18,527 — — — —
Net income (loss) from discontinued operations 17,087 2,151 1,588 (971) —
Dividend related to beneficial conversion featurereferred
stock — — — — (27,228)
Net loss attributable to common stockholc $(19,841) $(36,747) $(29,077) $(25,81%7) $ (47,537
Basic and diluted net loss per share attributab@mmon
stockholders(1):
Net loss per share from continuing operations $ (1260 $ (1.39) $ (1.149 $ (0949 $ (4.09
Net income (loss) per share from discontinued djmera 0.58 0.07 0.06 (0.03) —

Net loss per share attributable to common stocldield $ (0.68) $ (1.31) $ (1.08) $ (0.97) $ (4.09

Weighted average shares used in computing basidiandd
net loss per share attributable to common stocldns{d) 29,244 28,154 26,965 26,512 11,63¢
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As of December 31
2004 2003 2002 2001 2000
(in thousands)

Balance Sheet Data

Cash, cash equivalents and investments in se@ $ 37567 $ 47,31¢ $ 42541 $ 77,12¢ $107,63¢
Working capital 39,932 51,970 47,667 70,890 108,020
Total asset 74,377 102,02€ 87,615 106,816 118,948
Long-term debt and capital lease obligations, idicig current

portion 29,397 31,865 2,816 2,610 840
Total stockholder equity 26,715 47,892 68,354 93,229 113,152

(1) The share and per share data shown abowelie®n restated to reflect Ciphergen’s 0.43-forrenerse stock split, effective September 28, 2000.

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS
Overview

We develop, manufacture and sell our Protein@hipystems, which use patented Surface Enhanced Daserption/lonization
(“SELDI") technology. These systems consist of at@®nChip Reader, ProteinChip Software and relatagtssories which are used in
conjunction with our consumable ProteinChip Arrapsl ProteinChip Kits. We market and sell our praslpecimarily to research biologists
pharmaceutical and biotechnology companies, andiesciz and government research laboratories. In,98&Acquired IllumeSys
Pacific, Inc., which holds specific rights to thELDI technology for the life science research markeur first designed and manufactured
system, the ProteinChip System, Series PBS |, waitable for shipment in the third quarter of 198¥1997, we also established a subsic
in the U.K. and began direct selling in Europe. iDgr1 999, we initiated an expanded marketing pnogaad in May began shipping the
ProteinChip System, Series PBS I, the currentigarsf which is now referred to as the ProteinCRiplogy System. In 1999, we also
established a joint venture with Sumitomo Corporato distribute our products in Japan. During 2008 began offering research services
and established Biomarker Discovery Center laboiegdn Fremont, California; Copenhagen, Denmankt Balvern, Pennsylvania.

In 2001, we introduced the ProteinChip Biomarkest8gn, which utilizes sophisticated third-party s@ite to automate pattern
recognition-based statistical analysis methodscamnclate protein expression patterns from clinggahples with disease phenotypes. We alsc
began selling the Biomek® 2000 Workstation, a rabatcessory which is manufactured by Beckman @oalhd which has been optimized
for use with our ProteinChip Biomarker System torégase sample throughput and reproducibility. lditezh, we expanded our product
offering with a SELDI ProteinChip interface to highd tandem mass spectrometers, which we develapbdlzich is manufactured for us
a third party manufacturing company. On July 302iphergen acquired the BioSepra® process chomraphy business from Invitrogen
Corporation; this business was subsequently saRhtbCorporation on November 30, 2004.

In 2002, we opened an office in Beijing, ChinagHitocal staff and began direct selling in China.August 31, 2002, we increased our
ownership interest in Ciphergen Biosystems KK,Xapanese joint venture we formed with Sumitomo G@tpon in 1999, from 30% to 70¢
Shortly thereafter, we opened a Biomarker Discoveenter laboratory at the Yokohama facility of Giplren Biosystems KK. In
October 2002, we launched the ProteinChip AutoBid@aSystem, an automated version of our Proteip@mmarker System, which
incorporates an autoloader and a Biomek robotdease sample throughput and automate the reafiPigt@inChip Arrays. On March 23,
2004, we purchased the remaining 30% ownershipeisitén Ciphergen Biosystems KK. In July 2004, eneniched the ProteinChip System,
Series 4000, our next generation ProteinChip System
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We have used our resources primarily to developeaippand our proprietary ProteinChip Systems aratedlconsumables and to
establish a marketing and sales organization fomgercialization of our products. We also used onds to establish a joint venture to
distribute our products in Japan and to increas@womership in the joint venture to 100%. In aditiwe acquired the BioSepra process
chromatography business in 2001, which we sol@fgain in 2004. We have also used our resourcestédlish Biomarker Discovery Center
laboratories to provide research services to aantd, to foster further adoption of our produatd sechnology, and to discover biomarkers
that we seek to patent for diagnostic and othepgmes. In early 2004, we formed a Diagnostics @iwnisnd increased our efforts to discover
protein biomarkers and panels of biomarkers thatoeadeveloped into protein molecular diagnosststéhat improve patient care. Since our
inception we have incurred significant losses andfdDecember 31, 2004, we had an accumulateditiefi$160.4 million.

Our sales are currently driven by the need for aad better tools to perform protein discovery, ah#arization, purification,
identification and assay development. In additmany of our customers later enhance their ProtemSiistems by adding our automation
accessories and advanced software. Most of theiR€hip Systems sold to our customers also genanateurring revenue stream from the
sale of consumables and maintenance contracts.

Our expenses have consisted primarily of materalsiracted manufacturing services, labor and @atttosts to manufacture our
ProteinChip Systems and ProteinChip Arrays anddwige customer services; marketing and salesitieiyresearch and development
programs; litigation; and general and administetiests associated with our operations. We expegatast of revenue to increase in 2005
relative to 2004 due to increased unit sales oRyateinChip Systems, arrays and services in 20@5also expect cost of revenue to decr
slightly as a percent of total revenue as a regudnticipated higher production volumes and distimig manufacturing inefficiencies inher
in the transition to production of our ProteinClipstem, Series 4000, which we introduced in mid420Je expect our research and
development expenses to decrease in 2005 relat@04 due to the transition of the ProteinChipt&@ys Series 4000 into manufacturing
scaling back selected other projects, which hasdedduced research and development headcourglhasweduced use of outside
contractors and services. We anticipate that tHeseeases will be partly offset by increased edfattour Biomarker Discovery Center
laboratories to discover, validate and patent bitiera that may have diagnostic and/or therapetitityuWe expect our sales and marketing
expenses to decrease in 2005 relative to 2004esult of a smaller sales force and reduced mangxetkpenses. We expect our general and
administrative expenses to increase slightly in52@0ative to 2004 due to normal salary increasesaalditions to staffing, offset largely by a
decline in stock-based compensation expense asswbevith our initial public offering. As a resultie expect to incur losses at least for the
next year. Our current level of revenue is insigfi¢ for us to become profitable. To become prbféawe will need to increase unit sales of
our ProteinChip Systems and Arrays as well as bageving revenue from our Diagnostics Division.

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

Recent Developments

On November 30, 2004, we completed the sale opoaress chromatography business, consisting ofvboly-owned French
subsidiary, BioSepra S.A., along with certain ottedated assets (together, the “BioSepra businegsBall Corporation for net proceeds of
approximately $27.0 million, and an additional $nillion was deposited in an escrow account. Wended a gain of $18.5 million on the
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sale, net of tax and approximately $321,000 ofsaation costs, in net income from discontinued afpans. The BioSepra business operating
results have been removed from our results of naimg operations for all periods presented.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caoditind results of operations are based upon msdtiolated financial statements,
which have been prepared in accordance with act@uptinciples generally accepted in the United&taf America. The preparation of
these financial statements requires us to makeatsts and judgments that affect the reported amairassets, liabilities, revenues and
expenses, and related disclosure of contingentsaaed liabilities. We base our estimates on hisibexperience and on various other
assumptions that are believed to be reasonable timeleircumstances, the results of which formlthsis for making judgments about the
carrying values of assets and liabilities thatravereadily apparent from other sources. Actualltesnay differ from these estimates under
different assumptions or conditions.

We believe the following critical accounting poésiaffect our more significant judgments and edtsased in the preparation of our
consolidated financial statements. (See Note hefNotes to Consolidated Financial Statements.)
Revenue Recognitic

We derive our revenue from primarily two sourc@spfoducts revenue, which includes systems, aociess software licenses and
consumables, and (ii) services and support revemieh includes Biomarker Discovery Center servjeeaintenance, training and consuli
revenue. As described below, significant managenoeigiments and estimates must be made and usediirection with the revenue
recognized in any accounting period.

We recognize revenue from the sales of systemssaodes, separately priced software products ansuecnables when realized or
realizable and earned, which is when the followdritgria are met:

* persuasive evidence of an agreement exists,
 the price is fixed or determinable,

 the product has been delivered,

* no significant obligations remain, and
 collection of the receivable is reasonably assured.

For all sales, except for small amounts of consuesalive use a binding purchase order, contradgoed sales quotation as evidence of
an arrangement. Sales through our distributorg@igenced by a master agreement governing theaeship together with binding purchase
orders on a transaction-by-transaction basis.

At the time of the transaction, we assess whetteeptice is fixed and determinable and whetherodicollection is reasonably assured.
We assess whether the price is fixed and deterneitssed on the payment terms associated withahedction. If a significant portion of 1
payment is due after our normal payment terms, kvare 30 to 90 days from invoice date in most caesitwe generally treat the price as
being fixed and determinable. In these cases, e@gréze revenue for the extended portions of thyengat as they become due. We assess
collectibility based on a number of factors, inéhglpast transaction history with the customer rgdcreditworthiness of the customer. We
do not request collateral from our customers. Ifde&rmine that collection of a payment is not oeably assured, we
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defer the revenue until the time collection becomeasonably assured, which is generally upon recéipash.

Delivery generally occurs when the product is d=#ad to a common carrier or when the customerveséhe product, depending on the
nature of the arrangement. Revenue from shippidghandling is generally recognized upon produqgtrsieint, based on the amount billed to
customers for shipping and handling. The related abshipping and handling is included in costefenue upon product shipment.

We generally include a standard 12-month warrantgur instruments and accessories in the formméitenance contract upon initial
sale. We also sell separately priced maintenander{ded warranty) contracts, which are generalylfbor 24 months, upon expiration of
initial warranty. We make no distinction betweestandard warranty and a maintenance (extended ntgyr@ontract, as coverage under both
the standard and extended warranty maintenanceactsits identical. Because we do not offer tradil warranties but enhance them such
that they are identical to our separately pricethteaance contracts, we believe it is appropriataccount for them the same way. Revenue
for both the standard and extended warranty maamtes contracts is deferred and recognized rataldytbhe maintenance contract term.
Related costs are expensed as incurred. If we twargperience an increase in warranty claims ocosts of servicing these maintenance
contracts were greater than the expectations updctvthe maintenance contract deferrals had besedhaur gross margins could be
adversely affected.

For revenue from Biomarker Discovery Center consrand other consulting contracts, if elementsspesifically tied to a separate
earnings process, then revenue related to an etésneatognized when the specific performance albilin associated with that element is
completed. When revenues for an element are notfjadly tied to a separate earnings process, #reyrecognized ratably over the term of
the agreement. Revenue from Biomarker Discoverytélerervices and other consulting contracts isgeized at the completion of key sta
in the performance of the service as describediiragreement with the customer. Often there is ardingle element, namely delivery of a
scientific report upon completion of our analysisostomer samples, in which case we recognizthallevenue upon the conclusion of the
project when all deliverables have been providettiéocustomer. Revenue is deferred for fees reddiefore earned. Our training is billed
based on published course fees and we generatigmere revenue as the training is provided to tistamer.

For revenue arrangements with multiple elementisateadelivered at different points in time (formexple, where we have delivered the
hardware and software but are also obligated teigecservices, maintenance and/or training), wéuaga whether the delivered elements
have standalone value to the customer, whethdathealue of the undelivered elements is reliatdyerminable, and whether the delivery of
the remaining elements is probable and within amtrol. When all these conditions are met, we recgrevenue on the delivered elements.
If any one of these conditions is not met, we d#ferrecognition of revenue until all these comdlis are met or all elements have been
delivered. Fair values for ongoing maintenancebased upon separate sales of renewals to othenceist. Fair values for services, such as
training or consulting, are based upon separaés ¢l us of those services to other customers.

Allowance for Doubtful Accoun

We maintain allowances for doubtful accounts fainested losses resulting from the inability of @ustomers to make required
payments. These reserves are determined by (I)zamgispecific customer accounts that have knowpotential collection issues, and
(2) reviewing the length of time receivables artstanding and applying historical loss rates toatieg of the accounts receivable balances.
If the financial condition of Ciphergen’s customarsre to deteriorate, resulting in an impairmentheir ability to make payments, additional
allowances would be required.
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Inventory Reserve

We write down our inventory for estimated excess alpsolete inventory equal to the difference betwibe 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 makdeucurrent volatile economic conditions. Revieasexcess inventory are done on a
quarterly basis and required reserve levels amilzdbd with reference to our projected ultimataeggsof that inventory. In order to determine
the ultimate usage, we take into account receasgatecasts, historical experience, projectedlebsence and our current inventory level
actual market conditions are less favorable thardlprojected by management, additional inventaitevdowns may be required.

Depreciation and Amortizatio

Property and equipment are stated at cost lessradated depreciation and amortization. Depreciatiod amortization is computed for
financial reporting purposes principally using gteight-line method over the following estimatesgful lives: machinery and equipment, 3-
5 years; computer equipment and software, 3 y&arsiture and fixtures, 5 years; buildings and é&add improvements, lesser of their
economic life or the term of the underlying ledfassets are determined to have useful lives shtitn originally estimated, the net book
value of the assets is depreciated over the neetlrohined remaining useful lives.

Valuation of Long-Lived Assets Including Acquirathhgible Assets

We review long-lived assets, which include propgptgint and equipment and acquired identifiablangibles, for impairment whenever
events or changes in circumstances indicate tleatdtlrying amount of an asset may not be recowerfthpairment evaluations involve
management estimates of the useful lives of thetaissd the future cash flows they are expectgémerate. An impairment loss is
recognized when estimated undiscounted future ftasis expected to result from the use of the askes net proceeds expected from
disposition of the asset (if any) are less tharctreying value of the asset. This approach ales osir estimates of future market growth,
forecasted revenue and costs and appropriate discates. Actual useful lives, cash flows and ofaetors could be different from those
estimated by management and this could have a ialagéfiect on our operating results and financiaifion. When impairment is identified,
the carrying amount of the asset is reduced tesitisnated fair value. Deterioration of our businiessa significant product or in a particular
geographic region in the future could also leantpairment adjustments as such issues are idehtifie

Goodwill Impairment

We recorded goodwill principally as a result of agquisition of BioSepra in 2001 and the increasaur ownership of Ciphergen
Biosystems KK in 2002 and 2004. The goodwill retatie BioSepra was written off against the gaintondale of the BioSepra business in
2004. We perform goodwill impairment tests on anuat basis and more frequently when events androistances occur that indicate a
possible impairment of goodwill. In determining wiwer there is an impairment of goodwill, we caltelthe estimated fair value of the
reporting unit in which the goodwill is recordedngsa discounted future cash flow method. We thempare the resulting fair value to the
net book value of the reporting unit, including dadll. If the net book value of a reporting uniteeeds its fair value, we measure the amount
of the impairment loss by comparing the implied failue of the reporting unit’'s goodwill with thartying amount of that goodwill. To the
extent that the carrying amount of a reporting’amjbodwill exceeds its implied fair value, we rgo@e a goodwill impairment loss. We
performed our annual impairment tests in 2002, 2082004, and we determined that no impairmenileadrred. The discounted future
cash flow method used in the first step of our immpant test involves significant estimates inclugfature cash inflows from estimated
revenues, future cash outflows from estimated
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project costs and general and administrative cestdnates of timing of collection and payment afigus items and future growth rates as
well as discount rate and terminal value assumgtidithough we believe the estimates and assumpttoat we used in testing for
impairment are reasonable and supportable, sigmifichanges in any one of these assumptions coatllipe a significantly different result.

Stock-Based Compensation

We have various stock option, stock purchase atehiive plans to reward employees and key execuoffi@ers of our company. We
account for stock-based employee compensationganaents in accordance with the provisions of ActiogrPrinciples Board Opinion
No. 25 “APB 25"), “Accounting for Stock Issued to Employgeand apply the disclosure provisions of Statenoérinancial Accounting
Standards No. 123 (“SFAS 123"), “Accounting for &eBased Compensation”, as amended by Statemeéiimaificial Accounting Standards
No. 148,"Accounting for Stock-Based Compensation, Traneitimd Disclosure”. Under APB 25, unearned stoclett@®mpensation is
measured as the difference, if any, on the datgaft, between the fair value of our common stoukthe exercise price. Under SFAS 123,
stock-based compensation is based on the fair wdlthe 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
vesting model. Although we do disclose in the nodethe financial statements the pro forma impaepplying the provisions of SFAS 123
our stock awards, when we adopt SFAS No. 123 (RdyisShare-Based Payment”, effective July 1, 2@0&uld have a material impact on
our financial position and results of operatiorihaugh we have not yet determined this impact.

Contingencies

We have been, and may in the future become, sugjéetial proceedings related to intellectual propkcensing matters. Based on the
information available at the balance sheet datdgfamough consultation with our legal counsel, wsess the likelihood of any adverse
judgments or outcomes for these matters, as welbtntial ranges of probable loss. If losses avbable and reasonably estimable, we
record a reserve in accordance with Statementrzi€ial Accounting Standards No. 5, “Accounting@mtingencies”. Currently we have
no such reserves recorded. Any reserves recordibe iiuture may change due to new developmentadh matter.

Deferred Taxe

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

Results of Operations
Comparison of Years Ended December 31, 2004, 20282002

In the following discussion of our results of opg@ras, results related to the BioSepra business baen reclassified as discontinued
operations for all periods discussed.
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Revenus

Product revenue was $31.4 million in 2004, $35.8ioniin 2003, and $24.4 million in 2002. The $4million or 13% decrease in
product revenue from 2003 to 2004 was primarilyrdsult of a 22% decrease in revenue from salesiioProteinChip Systems, accessories
and software. This was largely due to a 13% dedfinmit sales of ProteinChip Systems, reflectingae competitive selling environment.
addition, we experienced a 10% decrease in aveeagaue per system sold due to lower list pricestfe Series 4000 as well as increased
discounting as a result of the competitive envirentrand slightly lower accessory sales when comgahie two periods. This was partially
offset by a 20% increase in array and other conblamaales driven by greater unit sales to a langtalled base of customers.

The $11.5 million or 47% increase in product revefram 2002 to 2003 was largely the result of a 38&tease in revenue from sales
our ProteinChip Systems, accessories and softwanegell as an 81% increase in revenue from ouysuaad consumables. The increase in
systems and related revenue was due to a 5% ircireasit sales of ProteinChip Systems and a 33%ease in average revenue per system
sold due to an increase in accessory sales arehsegiproportion of higher-end, more automatedigardtions. These results were aided by
increasing the size of our sales force duringpkisod. The increase in array and consumable saledargely driven by greater unit sales -
larger installed base of customers as well agyhtsincrease in average selling price due to ari®ease in list price at the start of 2003. In
Japan, we price our products in Japanese yen,mordxamately $335,000 of the increase in produeeneie in 2003 can be attributed to the
weakening of the U.S. dollar against the Japanese y

Service revenue was $8.8 million in 2004, $7.8iomllin 2003, and $4.8 million in 2002. The $1.0lmi or 13% increase in service
revenue from 2003 to 2004 was primarily due to $ilion higher revenue from maintenance contractsning and consulting services
driven by growth in our installed base. This wariplly offset by a decline of $776,000 in reverftem Biomarker Discovery Center
services; we redirected much of our selling effovtards ProteinChip System sales and away fromcgeprojects during this period, in part
due to our desire to focus more of our BiomarkescDvery Center resources on research for our osouac.

The $3.0 million or 61% increase in service revefmam 2002 to 2003 was primarily due to a $2.5 imllincrease in revenue from
maintenance contracts, training and consultingiseswdriven by growth in our installed base. Iniidd, revenue from collaboration services
handled through our Biomarker Discovery Center tatmyies increased $484,000 primarily due to addéi projects undertaken for
pharmaceutical company clients.

We expect total 2005 revenue of approximately $84nllion. We expect that revenues for the firsagar of 2005 will be
approximately $8-9 million, with increasing qualyerevenue thereafter in 2005.

Cost of Revenue

Cost of product revenue was $11.2 million in 20R#1.9 million in 2003, and $7.1 million in 2002.8%712,000 or 6% decrease in cost
of product revenue from 2003 to 2004 resulted prilmérom a decrease in unit sales of our ProteiipC3ystems. The gross margin for
product revenue decreased from 67% in 2003 to 842004. This decrease was largely due to a deciedise average selling price of our
systems. In the third quarter, we offered spetiaipductory pricing for one quarter for our nevitjroduced ProteinChip System,

Series 4000; we also have been discounting ourinémgastock of older models of our ProteinChip ®yst In the six months of 2004 after
launching the Series 4000, this new product acealfdr 81% of our unit sales, while older modeltBiChip Systems and Tandem MS
Interfaces accounted for 14% and 5%, respectivabgt of product revenue in 2004 also included areimse in the provision for excess and
obsolete inventory of $1.2 million. This reduced tiross margin for product revenue by 4% of prodentnue. The increase in the provision
for excess and obsolete inventory was largely ¢wige an appropriate reserve for our older ProteipGystems in light of the
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introduction of the new Series 4000 model. This offset by the sales of ProteinChip Systems, Sd0€9, that were built with $1.3 million
of components previously charged to research anelalement expense prior to the product achievicfrielogical feasibility, thus favorably
impacting the gross margin by 4% of product revenue

The $4.8 million or 68% increase in cost of prodestenue from 2002 to 2003 resulted from an in@éasinit sales of our ProteinChip
Systems, accessories, software, arrays and otheugtwbles. The gross margin for product revenueedsed from 71% in 2002 to 67% in
2003. The amortization of certain expenses relatexdr litigation settlement reduced the 2003 graasgin for product revenue by
approximately 2% of product revenue. The decreaggass margin from 2002 to 2003 was also duewel@ross margins for arrays and
consumables resulting from lower yields in produgtias well as product mix, particularly a highemier of Biomek 2000 Workstations.
Lower production yields for our arrays in 2003wasraised our quality specifications to improvedarct performance, reduced our gross
margin for product revenue by approximately 1% midoct revenue in 2003 relative to 2002. In additibe Biomek 2000, which we
purchase from Beckman Coulter and resell as arsaopgfor our ProteinChip Systems, carries sigaiftty lower profit margins than
products we manufacture ourselves.

Deferred stock-based compensation for options gdatat employees is the difference between thesédire of our common stock on the
date such options were granted and their exercise. [Btockbased compensation for options granted to congsliameriodically remeasur
as the underlying options vest. Stock-based congpiemsexpense in cost of product revenue was $85r92004, $81,000 in 2003, and
$124,000 in 2002.

Cost of service revenue was $3.9 million in 20@t4$nillion in 2003, and $2.3 million in 2002. Frc&003 to 2004, cost of service
revenue increased $450,000 or 13% due to incrdadddservice costs to provide service for a greatember of maintenance contracts,
partially offset by decreased collaboration expsrassociated with revenue-generating contractaraBiomarker Discovery Center
laboratories. The gross margin for service reveru@ined at 56% for 2003 and 2004.

From 2002 to 2003, cost of service revenue ince&3el million or 50% due to increased field seeviosts to provide service for a
greater number of maintenance contracts, and iseteeollaboration expenses associated with revganerating contracts at our Biomarker
Discovery Center laboratories. The gross margirséovice revenue increased from 53% in 2002 to B62003 mainly due to improved
operating efficiencies of our field service teand aur Biomarker Discovery Center laboratories. Bgr2003, the average number of our f
service engineers was lower than for the correspgrakriod of 2002; at the same time, the instdtlase of our ProteinChip Systems
increased. Thus the number of systems supportadoen-person basis increased on average, resiftapwer cost per maintenance
contract. In addition, individual Biomarker DiscoyeéCenter contracts proved to be more profitabl2d83 than in 2002. With the benefit of
more experience, we were better able to gaugentioiiat and complexity of the work and negotiateipgaccordingly. These increases in
gross margin were partially offset by the amort@abf expenses associated with our litigationleetént, which reduced the 2003 gross
margin for service revenue by approximately 2%esf/&e revenue.

We expect our overall gross margin to be in th&8% range during 2005.

Litigation Settlemer

On May 28, 2003, we settled our litigation with Moular Analytical Systems, Inc. (“MAS”), LumiCytkc. (“LumiCyte”), and T.
Williams Hutchens whereby we acquired the undigpeteclusive rights granted to MAS under patentsnged from Baylor College of
Medicine and the parties released all claims agamsh other. These patent rights refer to teclyyokmown as SELDI-TOF-MS, and provide
us with an exclusive worldwide license and righstiblicense the technology and to commercializeauyall products, information and
services derived from the technology without limiga. Furthermore,
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LumiCyte assigned all rights granted to it from MASd related to the Baylor College of Medicine ptd¢o us without restriction. As part of
the settlement:

» Ciphergen paid LumiCyte $3.0 million in cash;
« Ciphergen issued to LumiCyte 1,250,000 shares pfi€@gen common stock which was valued at $7.8anilland

« Ciphergen agreed to pay license fees to MAS basdberevenues Ciphergen and its affiliates deriva the SELDI technology ar
recognize between February 21, 2003 and May 28},36rbvided that such license fees will not excée® million during the
calendar year 2003 or $10.0 million in the aggregaithough $10.0 million is the maximum amountttbeuld be payable, we feel it
is likely that in the remaining approximately niyears until May 2014, we will achieve cumulativéesasufficient to reach this upper
limit. Through December 31, 2004, we paid or acdra¢otal of $1.7 million in such license fees.

The total cost of the litigation settlement, incghgifuture license fees, is expected to be $201Bomi We cannot predict the amount of
future revenue we will earn over the remaining déifehe technology. Therefore we do not relatelitense fees to revenue. Rather, we view
our license rights as an intangible asset we pgezhavhich we amortize over a 17-year useful life@traight line basis. The 17-year useful
life started in April 1997, when we originally adrpd our license rights (subsequently the subjéetldgigation settlement), and expires in the
second calendar quarter of 2014. We believe tlsgarehers will have a need to do advanced proteilysis for far longer than the remaining
approximately nine years and, because of the codtplef that task, multiple technologies will be ployed. Largely due to the complexity
analyzing proteins, we do not believe that an dsipeeveloped technology will be developed by athieat would obsolete the use of
ProteinChip technology, although undoubtedly akégrapproaches will be introduced in the futurthatsame time as we continue to evolve
and improve the performance of our technology. thowe foresee ourselves introducing a new techiyatogt would supplant the SELDI
technology. As an analogy, polymerase chain rea¢®€CR) technology was invented in 1983 and coesrto be a key method used in
genetic research today. On the other hand, onceitidamental patents protecting the ProteinChiprietogy expire, we believe that multiple
parties will want to enter the market using théntedogy. Hence, we have concluded that a 17-yesfulife is appropriate.

Of the total anticipated settlement costs of $20il8on, $7.3 million was attributed to periods @rito April 1, 2003 and expensed as a
non-recurring item in the second quarter of 20@R65000 was amortized to cost of revenue for theareder of 2003, $1.2 million was
amortized to cost of revenue in 2004, and the reimgi$11.4 million will be amortized to cost of ewe in future periods through the sec
quarter of 2014. The cost is being prorated betvessh of products revenue and cost of servicesweveach month based on the ratio of
SELDI-based products revenue to SELDI-based sesvieenue.

Operating Expenses
Research and Developme

Research and development expenses were $19.3miill@004, $23.6 million in 2003, and $19.6 million2002. From 2003 to 2004,
research and development expenses decreased $#ba o1 18% primarily due to a decrease of $2.Hiom in salaries, payroll taxes and
employee benefits, excluding our Biomarker Discgv@enter laboratories, due to a decline in reseanchdevelopment staff resulting
primarily from the completion of our Series 400 elepment program as well as the cancellation alirsg back of various early-stage
research and development projects in line withomst reduction efforts. These actions also resufteddecrease of approximately $1.6
million for engineering parts and other project enals, excluding our Biomarker Discovery Centdrdatories. These were partially
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offset by an increase of approximately $907,00Biomarker Discovery Center activities related tojpcts targeting the discovery and
development of biomarkers by our Diagnostics Dessiln addition, stock-based compensation expeesknéd $150,000.

From 2002 to 2003, research and development expémseased $4.0 million or 21% primarily due tormerease of $2.4 million in
materials and supplies used in the developmengwfproducts. Excluding our Biomarker Discovery @emaboratories, payroll and related
costs increased approximately $884,000 due tolzehigverage research and development headcoud®@®c@mpared to 2002, even though
our research and development headcount at thefe&d@D8 was lower than it was at the end of 2002 &kpenses of our Biomarker
Discovery Center laboratories increased $696,@00¢ly due to an increase in staffing which resliltean increase of $247,000 in payroll
and related costs, and an increase in lab suppti@project materials of $369,000. These increases partially offset by a decline of
$406,000 in costs of outside services for instrunaed array development. Stock-based compensatjmense in research and development
was $187,000 in 2003, compared to a benefit of(EBbin 2002. Certain stock-based compensation esgpeas reversed in 2002 due to the
cancellation of stock options for a consultant vehssrvice to Ciphergen ended during the period121$000 non-cash milestone payment to
Stanford Research Systems in the form of a stoaktgvas made in 2002. No milestone payments wede naStanford Research System
2003 or 2004.

Stock-based compensation expense in research aatbpgment expenses, excluding the milestone paydesudribed above, was an
expense of $37,000 in 2004 and $187,000 in 2008 adrenefit of $36,000 in 2002.

We expect research and development expenses foelecl005 relative to 2004 due to having feweesrch and development
employees in 2005 as well as slowing or cancelatgcted early-stage research and development pnsgraour Biosystems Division as part
of our efforts to control expenses, partially offeg an increase in our research and developméinttes associated with our Diagnostics
Division.

Sales and Marketing

Sales and marketing expenses were $26.4 milli@00#, $21.3 million in 2003, and $18.0 million iG@2. From 2003 to 2004, sales i
marketing expenses increased $5.0 million or 24#f€lly due to a $1.6 million increase in salaneg/roll taxes and employee benefits in
with a higher average number of sales and marketimgloyees in 2004 compared to 2003, as well &846,000 increase in travel costs due
to the higher average headcount in 2004 and inedetaavel related to the introduction of our newtBinChip System, Series 4000, in
July 2004 and the new Diagnostics Division whiclsi@med in early 2004. Largely due to the new pmdntroduction, the cost of
advertising, trade shows and other promotionaVaiets increased approximately $772,000; equipngests, consisting primarily of
depreciation of demonstration ProteinChip Systentseased approximately $413,000; and ProteinChrpy%s and lab supplies used for
customer demonstrations increased approximatelg,$80. These increases were partially offset bgdime of $181,000 in stock-based
compensation expense.

From 2002 to 2003, sales and marketing expensesased $3.4 million or 19%, largely due to higheyrpll-related costs as a result ¢
16% increase in the sales and marketing staffusia of the Ciphergen Biosystems KK acquisitibreréeby increasing payroll and related
costs approximately $1.0 million. Depreciation alder equipment expenses increased $317,000, yaigelto an increase in demonstration
equipment. The consolidation of Ciphergen Biosyst&i’s financial statements for a full year alsalad approximately $1.9 million to our
sales and marketing expenses. These increasepargiadly offset by a decline of $124,000 in stdzksed compensation expense.

Stock-based compensation expense in sales and tingrkgpenses was $93,000 in 2004, $274,000 in ,22@8$398,000 in 2002.

We expect sales and marketing expenses to dedrea885 relative to 2004 as a result of a smabdesforce and decreased marketing
expenses.
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General and Administrative

General and administrative expenses were $14.lomith 2004, $14.8 million in 2003, and $14.4 naitliin 2002. From 2003 to 2004,
general and administrative expenses decreaseddV8; 5%, largely driven by a $2.3 million redoctiin legal fees which resulted
primarily from the settlement of our litigation 2003 and more selective patent activities in 2@0d] a decrease of $449,000 in stock-based
compensation expense, partially offset by increas&§49,000 in payroll and related expenses arzd $®0 in travel costs, both largely
related to the formation of the Diagnostics Divisia early 2004, a $636,000 increase in accourgimjaudit fees almost entirely due to
compliance with the Sarbanes-Oxley Act of 2002, a$d17,000 increase in the portion of occupansyscallocated to administrative
departments largely due to the shift in employee fimliowing reductions in research and developni@#dcount.

From 2002 to 2003, general and administrative eseeincreased $393,000 or 3%, largely driven bi/1&h increase in the
administrative staff, exclusive of the Ciphergen®istems KK acquisition, thereby increasing payaotl related costs approximately
$454,000. Legal fees related to our litigation dexd by approximately $1.0 million as a resultto settlement reached during 2003, but «
related to patent filings increased by nearly gmaes amount. Accounting and audit fees increaserbappately $333,000, partly due to the
increasing scope and complexity of our internati@perations. The consolidation of Ciphergen Bidsys KK's financial statements for a
full year also added approximately $434,000 togemeral and administrative expenses. These in@eeas® partially offset by a decrease of
$710,000 in stock-based compensation expense.

Stock-based compensation expense in general andiattative expenses was $427,000 in 2004, $876j9Q003, and $1.6 million in
2002.

We expect general and administrative expensestease slightly in 2005 relative to 2004 due tameadrsalary increases and addition
staffing, offset largely by a decline in stock-bdi®empensation associated with our initial pubffeieng.

Interest and Other Income (Expense),

Interest income was $505,000 in 2004, $702,00@082and $1.5 million in 2002. The decrease of $1@T from 2003 to 2004 was
primarily due to lower average investment balantée. decrease of $841,000 from 2002 to 2003 waddallosver average investment
balances and declining interest rates.

Interest expense was $2.0 million in 2004, $763j6@003, and $43,000 in 2002. The increase of #il®n from 2003 to 2004 was
primarily due to an increase of $1.2 million inargst expense related to the $30.0 million corbvlerenior notes issued in August 2003, of
which $344,000 was an increase in amortization es@dor the beneficial conversion feature assodiafth the notes. The increase of
$720,000 from 2002 to 2003 was largely due to $kaance of the convertible senior notes in Aug0B882resulting in an increase in interest
expense of $676,000 of which $192,000 was an iserattributable to the amortization of the benaficonversion feature associated with
notes.

Other income (expense) was $649,000 of expenseda, 2150,000 of expense in 2003, and $65,000 mérese in 2002. In 2004, other
expense of $649,000 was due mainly to approxim&®gHis,000 in expense associated with the amouizati issuance costs for the
convertible senior notes and foreign exchange oesapproximately $307,000, largely due to thdide®f the U.S. dollar against the euro,
related to our U.S. dollar bank accounts in Eur@dasequent to our acquisition of majority contoCiphergen Biosystems KK on
August 31, 2002 and prior to our acquisition of #Eontrol of Ciphergen Biosystems KK at the entheffirst quarter of 2004, we attributed
a share of this joint venture’s income or losseS@BioSciences’ (a subsidiary of Sumitomo Corporgtminority interest. For 2004, we
attributed $0 of loss to minority interest, as clatiue losses attributable to the minority shardrolexceeded previous income. For 2003 and
2002, we attributed $133,000 and $32,000 of th& jeénture’s income to minority interest, respesiv
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Income Taxe

We have incurred net losses since inception andezprently are not subject to corporate income taxtéhgee U.S. to the extent of our tax
loss carryforwards. At December 31, 2004 we hadbpetating loss carryforwards of approximately $228illion for federal and
$15.7 million for state tax purposes. If not utii; these carryforwards will begin to expire begigrin 2009 for federal purposes and 2005
for state purposes. We also have research credyfaavards of approximately $4.0 million and $3ufllion for federal and state tax
purposes, respectively. If not utilized, the fedleeaearch credit carryforwards will expire in vars amounts beginning in 2011. The
California research credit can be carried forwarkfinitely. The utilization of net operating lossrryforwards to reduce future income taxes
will depend on our ability to generate sufficiemtable income prior to the expiration of the netraging loss carryforwards. In addition, the
maximum annual use of the net operating loss camndgrds may be limited in situations where charggesir in our stock ownership.

We have incurred income tax liabilities primarityfFrance and Japan, as well as in most of the othertries outside the U.S. in which
we operate. We have used net operating loss cawgfds to reduce our income tax liabilities in Framnd Japan. We fully utilized our
French net operating loss carryforwards in 2008yltang in higher French income tax liability in@®when BioSepra generated net income,
although this was followed in 2004 by a net los® fdly utilized our Japanese net operating lossyéarwards in 2004, resulting in higher
2004 Japanese income tax liability.

Income (Loss) From Discontinued Operations, Né&taof

Discontinued operations includes all revenue, obstvenue, operating expenses, interest expetiss, income (expense) and tax
provisions related to our BioSepra business, whiak sold to Pall Corporation on November 30, 20@dome (loss) from discontinued
operations was $1.4 million of loss in 2004, $2itiom of income in 2003, and $1.6 million of incanin 2002.

The operating results of the BioSepra businesprasented in the following table (in thousands):

Eleven Months

Ended Years Ended
November 30, December 31
2004 2003 2002
Revenue $ 8,39% $14,73¢ $10,09Z
Gross profit 4,921 9,483 6,706
Operating expenst 6,281 6,629 4,937
Operating incom: (1,360) 2,854 1,769
Income (loss) before income tax (1,377) 3,605 1,693
Income tax provisiol 63 1,454 105
Income (loss) from discontinued operations, ndag (1,440) 2,151 1,588

The decrease in income from discontinued operatiogisof tax, of $3.6 million in 2004 relative t6@3 resulted primarily from a
revenue decrease of $5.2 million or 38% throughdtite of sale compared to the same eleven monibdper2003, as well as the shorter
comparative period in 2004. BioSepra’s busines$figacterized by a relatively low number of orderdarge quantities of customer-specific
products, often $250,000 to $1.5 million or more @eler, that are utilized and consumed by pharotézd customers to manufacture
biological therapeutics. Filling these large ordemgails a lengthy and highly controlled manufacigiprocess at BioSepra, and customers
cannot tolerate batch-to-batch variability, so costrs typically order several years of supply tertaaufactured at one time and provided to
them in a few large deliveries for storage in eoninentally-controlled facilities. Orders from awlividual customer may not recur from year
to year or may vary significantly in volume fromayeo year due to the customer’s rate of consumpiibe majority of the increase in
BioSepra’s revenue from
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2002 to 2003, and the decrease from 2003 to 28@Hyd to the increased level of such orders oewuim 2003 that did not occur in 2002 or
2004. BioSepra generally prices its products imguRevenue and operating income benefited in 28@4ve to 2003 by approximately
$1.3 million and $936,000, respectively, due towlsakening of the U.S. dollar against the euroGé4

Gain From Sale of BioSepra Business, Net of Tax
The $18.5 million gain we recognized on the salewfBioSepra business is summarized as followth@nsands):

Net proceeds

Cash proceeds receiv $28,37¢
Less: Posclosing adjustment owed to buy (1,044)
Less: Transaction costs (321)
27,011

Cost basis
Accounts receivable, net, and other current a: 2,795
Inventories 5,294
Property, plant and equipment, | 6,081
Other tangible asse 210
Patents 210
Developed product technolos 2,828
Goodwill 1,380
Accounts payable and accrued liabilit (1,976)
Capital lease obligatior (2,978)
Other lon¢-term liabilities (629)
Cumulative translation adjustment (4,731)
8,484
Gain on sale of BioSepra business $ 18,527

In addition, $1.0 million was placed in an interbstring escrow account for one year, upon whiahrd for selling price adjustments
may be made by the buyer. At the end of one yegrresidual will be paid to Ciphergen and be tréate an additional gain on the sale.

Liquidity and Capital Resources

From our inception through December 31, 2004, welimanced our operations principally with $18&iflion from the sales of
products and services to customers and net pro¢eedequity financings totaling approximately $18illion. This includes net proceeds
of $92.4 million from our initial public offeringni September 2000 and net proceeds of $26.9 millan our Series E Preferred Stock
financing in March 2000. We received $28.1 millafmnet proceeds from the sale of 4.5% convertible@ notes on August 22, 2003. These
notes are due September 1, 2008. We also receatqataceeds of $27.0 million from the sale of oiww®epra business in November 2004.
Cash, cash equivalents and investments in secuatiBecember 31, 2004 were $37.6 million, comp&rei#7.3 million at December 31,
2003. Working capital at December 31, 2004 was%88llion, compared to $52.0 million at December 2Q03. The decrease was
principally due to a $9.7 million decrease in casl investments, as well as a $5.8 million decreaamrking capital from the sale of our
BioSepra business. In addition, there was a $2l®mdecrease in accounts receivable, exclusivh@BioSepra sale, reflecting the decline
in revenue from continuing operations in 2004 coragdo 2003. These decreases were partially dffset$3.9 million increase in
inventories, exclusive of the BioSepra sale, widehely resulted from stocking up
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to build the new ProteinChip System, Series 4000ckvwas introduced in 2004, as well as lower thgpected instrument sales. Long-term
debt and capital lease balances at December 34,ta@0ed $29.4 million, compared to $31.9 mill@nDecember 31, 2003, largely due to
the sale of BioSepra and the transfer of assoc@pial lease obligations to the buyer.

Net cash used in operating activities was $32.5aniin 2004 compared to $20.6 million in 2003. Ilrding discontinued operations,
revenue decreased by $9.8 million in 2004 comptr@®03, resulting in less cash collected in 2@esh used in operating activities was
mainly to fund inventory purchases, payroll andrapiag expenses. Also, more cash was used in 2004\t interest, as the first two interest
payments on our convertible senior notes fell du2004. Net cash used in operating activities ws&million in 2003 compared to
$27.3 million in 2002. More cash was collected fromstomers in 2003 as compared to 2002 due to hsggthes in 2003. This increase in cash
enabled us to fund higher operating expenses amahiory purchases as well as to pay $3.0 milliobumiCyte for the litigation settlement.
The increase in cash collected was offset by aedserin interest income received in 2003 as cordpgar2002 as a result of lower investment
balances and declining interest rates.

Net cash provided by investing activities was $34illion in 2004 compared to net cash used in itimgsactivities of $4.1 million in
2003. Net cash provided by investing activitie2@94 consisted primarily of $28.1 million receiviedm the sale of our BioSepra business,
net of transaction costs related to the sale, amminities and sales of investment securities of Bidllion, partly offset by purchases of
property and equipment of $4.6 million, paymentaling approximately $1.0 million for a technololigense related to our litigation which
was settled in 2003, and a payment of $1.0 millmrthe remaining 30% ownership interest in ouralggse subsidiary. Net cash used in
investing activities was $4.1 million in 2003 comgrito net cash provided by investing activitie$®5 million in 2002. Net cash used in
investing activities in 2003 consisted of propenty equipment purchases of $6.4 million and paysheh$613,000 for a technology license
related to our litigation which was settled in 20partly offset by net maturities of investmentg#tees of $2.6 million as a result of funding
our operations, and a $230,000 repayment of anesffoan. We anticipate capital expenditures ofaxmately $3-4 million in 2005.

Net cash provided by financing activities was $998,in 2004 compared to $31.0 million in 2003. bsh provided by financing
activities in 2004 was derived primarily from issgas of common stock under our stock plans of &fillibon and the repayment of
stockholder loans in the aggregate principal amo@i§744,000. These were partly offset by $1.2ionllof debt repayments. Net cash
provided by financing activities was $31.0 million2003 compared to net cash used in financingities of $3.8 million in 2002. The
increase resulted primarily from $28.1 million ietpproceeds from our issuance of convertible sevites, after offering costs of
approximately $1.9 million. In addition, during teecond quarter of 2003, we entered into a three{pan agreement with GE Capital
Corporation to finance up to $5.0 million of cape#guipment purchases. As of December 31, 200hadeinanced approximately
$2.1 million of capital equipment purchases throtlgh facility at an annual interest rate of 7.48%ere were also repayments of three
stockholder loans in the aggregate principal amo@it.96,000, and the issuance of common stocknumaestock option and employee st
purchase plans of $1.6 million, offset by the repeapt of capital lease obligations of $684,000 amhyments of the GE loan of $313,000.

We currently believe that current cash resourcdsb@isufficient to maintain current and planne@igtions at least through the next
twelve months. We currently expect to fund expanés for capital requirements as well as liquidiéeds from a combination of available
cash, marketable securities, sales of assetspagddrm debt. We will be required to raise additiocegbital at some point in the future, wh
might be achieved through a variety of sourceduding securities issuances and collaborative gearents. If additional capital is raised
through the issuance of equity or securities cditerinto equity, our stockholders may experiedideation, and such securities may have
rights, preferences or privileges senior to thdsh® holders of our common stock or the notewdfobtain funds through arrangements with
collaborators or strategic partners, we may beireduo relinquish our rights to
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certain technologies or products that we might tise seek to retain. Additional financing may bhetavailable to us on favorable terms, if
at all. If we are unable to obtain financing onegt@ble terms, we may be unable to execute ounéssiplan and we could be required to
delay, reduce the scope of, or eliminate our opmratand we may not be able to pay off the seritegor the capital equipment loan if and
when they come due.

The following summarizes Ciphergentontractual obligations at December 31, 2004 theeffect such obligations are expected to
on our liquidity and cash flow in future periods thousands).

Beyond
Less than

Total 1 Year 1-3 Years 4-5 Years 5 Years

Contractual obligation:
Capital lease obligations( $ 4 $ 16 $ 22 % 6 $ —
Equipment and insurance financing 1,302 925 377 — —
Convertible senior notes(. 30,000 — — 30,000 —
Interest payable on convertible senior nc 5,400 1,350 2,700 1,350 —
Non-cancelable portion of collaboration obligation 228 228 — — —
Non-cancelable operating lease obligati 14,953 4,371 7,704 2,774 104
Purchase obligations(4) 683 683 — — —
Total contractual cash obligations $52,61C $7,57¢ $10,80: $34,13C $104

(1) Principal amounts, not including interest

(2) Excludes the beneficial conversion feature amoagrttn$2,677, less related amortization of $728e(Sete 10 of the Notes to
Consolidated Financial Statements.)

(3) We have made a commitment to fund a Biomaltkecovery Center laboratory at The Johns Hopkinasétsity School of Medicine
which totals $914,000 for the period December 2@0Movember 2005, of which $228,000 was non-cabbelat December 31, 2004.

(4) Purchase obligations include agreements to purdhasatory and other goods and services that aiererable and legally binding on
Ciphergen and that specify all significant termgjuding: fixed or minimum quantities to be purobdsfixed, minimum or variable prir
provisions; and the approximate timing of the teantion. Purchase obligations exclude agreementsthacancelable without penalty.

Ciphergen has complied with all requirements sehfm its credit agreements.

Recent Accounting Pronouncements

See Note 1 of the Consolidated Financial Statenfents full description of recent accounting pronoements, including the respective
dates of adoption and effects on our consolidatehtial condition, results of operations and déshs.

FACTORS THAT MAY AFFECT OUR RESULTS

We expect to continue to incur net losses in 2005 2006. If we are unable to significantly increaseur revenues or significantly
decrease our expenses, we may never achieve prdfitiy.

From our inception in December 1993 through DecerBhe2004, we have generated cumulative reverme flontinuing operations of
approximately $147.9 million and have incurredlosses of approximately $160.4 million. We haveearignced significant operating losses
each year since our inception and expect theseddescontinue for at least the next several grsark®r example, we experienced net losses
of approximately $25.8 million in 2001, $29.1 nofti in 2002, $36.7 million in 2003,
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and $19.8 million in 2004. Our losses have resytteacipally from costs incurred in research andedepment, sales and marketing,
litigation, and general and administrative cossoagted with our operations. These costs haveeebetkeour gross profit which, to date, has
been generated principally from product sales. Weet to incur additional operating losses anddhesses may be substantial. We may
never achieve profitability. Even if we do achigurefitability, we may not be able to sustain orrgase profitability on a quarterly or annual
basis.

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 ProteinChip Systerdsfarays depends upon validating their utility fmportant biological applicatior
and increasing their market acceptance by researghpharmaceutical and biotechnology companiesiemic and government research
centers and clinical reference laboratories. Iffmaducts are not demonstrated to be more effettipeoviding commercially useful protein
information than other existing technologies, itikcbseriously undermine market acceptance of codyets and reduce the likelihood that we
will ever achieve profitability.

If we fail to successfully expand sales of our PreinChip Systems, including the successful commerdiigation of the Series 4000, and
develop new versions of proteomic systems to expandles of other products, our revenue will not ina@ase and we will not achieve
profitability.

Our success depends on our ability to continuepaed commercial sales of our ProteinChip Systemisfarays, and develop new,
higher performance, easier to use versions of pnoilesystems. In particular, our success will dejp@m our success in marketing our next
generation ProteinChip System, the Series 40a8idfnew system does not perform in accordance mvéttket expectations, it is unlikely tt
we will be able to expand our sales. We may enaouifficulties in developing new, higher perforncarmproducts or producing our current
proteomic systems on a timely basis, we may naibe to produce them economically, we may faildbieve expected performance levels,
or we may fail to gain industry acceptance of spiciducts.

We may experience increased manufacturing costs éailure rates for our ProteinChip Systems and Arrays that are higher than we
anticipated, particularly for newer products beingintroduced, such as the ProteinChip System, Serig®00.

Our products and the components used in our pre@uetbased on complex technologies and we arentlyrin the process of
developing new versions of certain products. We matybe able to cost effectively manufacture sumlv products. In addition, it is difficult
to predict the failure rate of new products, sushh& ProteinChip System, Series 4000. If our maatufing costs are higher than anticipated
or if the failure rates for our products are higtiemn anticipated, resulting in increased warratdyms and increased costs associated with
servicing those claims, our gross profit will dexge.

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

There is considerable risk in developing diagngstaducts based on our biomarker discovery effa$ential tests may fail to validate
results in larger clinical studies and may not egkiacceptable levels of clinical sensitivity apddficity. If we do succeed in developing
diagnostic tests with acceptable performance cheriatics, we may not succeed in achieving sigaiftccommercial market acceptance for
those tests. Our ability to successfully commeizgatiiagnostic products that we may develop wipetel on several factors, including:

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

« our ability to establish business relationshipdwither diagnostic companies that can assist icdh@mercialization of these
products; and
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» the agreement by Medicare and third-party payepsdwide full or partial reimbursement coveragedar products, the scope and
extent of which will affect patients’ willingness pay for our products and will likely heavily in#nce physicians’ decisions to
recommend our products.

These factors present obstacles to significant cerial acceptance of our potential diagnostic petgjuvhich we will have to spend
substantial time and money to overcome, if we aasalat all. Our inability to successfully do sdlWwarm our business.

If we are unable to attract additional clients forour Biomarker Discovery Center services and satisfthese 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.

One element of our business strategy is to op&iataarker Discovery Center laboratories in parbttyh partnerships with academic
and government research centers as well as phantiedeand biotechnology companies in order toéase adoption of our products and
technology. Although we are currently in negotiatieith additional potential partners and clientsgate we have entered into only a few
arrangements. Failure to enter into additionalrayements or expand existing relationships couldt Baoption of our products and preven
from generating additional revenue through comnadigzition of biomarker discoveries.

New product introductions, in particular the ProteinChip System, Series 4000, can result in disrupti@nto our revenue patterns and
increased sales and marketing costs, and may invelvnanufacturing challenges that can negatively imga our gross margin.

We have introduced, and we plan to introduce irfaliere, new versions of our ProteinChip Systemsays and Software, including our
ProteinChip System, Series 4000. New product intctidns entail training and educating our custoraais prospective customers about the
new features, protocols and technology encompdsséite new products. This could disrupt our revepatterns or temporarily lengthen our
sales cycles to a greater extent than it wouldrgelr companies with broader product offerings. ewduct introductions may temporarily
increase our sales and marketing costs. Manufagtuéw products inherently runs the risk that @hitiosts may be high as new production
processes are introduced, and it is possible #hatproducts may involve quality issues that neg#tiimpact our gross margins. In addition,
the introduction of new products makes the contigigales of previous product versions difficult amaly require significant price discounts
on such products.

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

The technologies we use for our ProteinChip Sysimasrelated product offerings are new and comigelnologies, which are subject
to change as new discoveries are made. New dides\and further progress in our field are esseiitiaé are to maintain and expand the
adoption of our product offerings. Developmenthadde technologies remains a substantial risk thuago various factors including the
scientific challenges involved, our ability to fiaesd collaborate with others working in our fiedshd competing technologies, which may
prove more successful than ours. In addition, wehracently reduced our research and developmaichent and expenditures, which may
adversely affect our ability to further develop ¢echnology.

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

The successful commercial research applicatioruopooducts requires that they enable researchgmotess and analyze large volul
of data and to integrate the results into othesphaf their research. The nature of our softwaables a level of integration and analysis that
is adequate for many projects. However, if we docomtinue to develop and improve the capabilitiesur ProteinChip Software to perform
more complex analyses of customer samples and ¢b im@easing customer
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expectations, market acceptance of our productsrmobincrease and we could lose our current custmméich might adversely impact our
revenues and we could be unable to develop a gbtdithusiness.

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

Because the timing of our product orders can w&gymay not be able to reliably predict quarterlyereue and profitability. Our
operating results can also vary substantially yn@eriod depending on the mix of products sold. Quarterly sales and operating results are
highly dependent on the volume and timing of ordecgived during the quarter, as well as the sedsomd cyclical nature of our markets.
Historically, a relatively large percentage of safes have arrived in the last month of each quatel often towards the end of such month.
Accordingly, a short delay in receiving an orddripping product, or recognizing revenue from suateo may result in substantial quarterly
fluctuations in revenue and earnings.

A significant portion of our operating expenseseisitively fixed in nature due to our significaales, research and development,
administration and manufacturing costs. If we cammijust spending quickly enough to compensatea f@venue shortfall, this may magnify
the adverse impact of such revenue shortfall orr@sults of operations. As a result, our quarteggrating results could fluctuate, and such
fluctuation could cause the market price of our omm stock and convertible senior notes to deciesults from one quarter should 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 productpeieds in significant part upon the perception thatproducts and services can help
enable protein biomarker discovery, characterinagiod assay development. From the time we makelindntact with a potential customer
until we receive a binding purchase order typictdles between a few weeks to a year or more. &es effort requires the effective
demonstration of the benefits of our products aag nequire significant training, sometimes of malifferent departments within a potential
customer. These departments might include reseadlidevelopment personnel and key managementditicad we may be required to
negotiate agreements containing terms unique tio @astomer. We may expend substantial funds andgeanent effort and may not be able
to successfully sell our products or services $hart enough time to achieve profitability.

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

We currently believe that current cash resourcestlam proceeds from the sale of our BioSepra basindl be sufficient to meet our
anticipated financial needs at least through the tveelve months. However, we may need to raisétiat@l capital sooner, and we believe
we will need to raise additional capital at somapim the future in order to develop new or entethproducts or services, increase our
Biomarker Discovery Center laboratory activitieslariaken for our Diagnostics Division, or acquioenplementary products, businesses or
technologies. If we are unable to obtain financimgto obtain it on acceptable terms, we may bélent successfully execute our business
plan.

Legislative actions resulting in higher complianceosts are likely to adversely impact our future fimncial position and results of
operations.

Compliance with changing regulation of corporateegaance and public disclosure will result in aiddial expenses. Changing laws,
regulations and standards relating to corporateigmnce and public disclosure, including the Sagbdbxley Act of 2002, new SEC
regulations and Nasdag National Market listing reEaents, are resulting in increased compliancésc@&pecifically, we are undertaking
significant efforts and numerous significant expen® comply with Section 404 of the Sarbanes-O&letyof 2002. Compliance with these
evolving standards will result in increased genaral administrative
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expenses and may cause a diversion of managemenatid attention from revenue-generating activibesompliance activities.

Future changes in financial accounting standards opractices may cause adverse unexpected fluctuat®and affect our reported
results of operations.

Future changes in financial accounting standamd$iiding those currently proposed, will likely affeur reported results of operations.
For example, the mandated change effective fonututy 1, 2005 requiring that we record compensatixpense in the statement of
operations for employee stock options using thevialue method or changes in existing taxationsudgated to stock options will have a
negative effect on our reported results. The FA&8 firoposed a choice of valuation models to estitttat fair value of employee stock
options. These models, including the Black-Schofggonpricing model, use varying methods and inputs aag yield significantly differer
results. If another party asserts that the faineslof our employee stock options are misstatedisies class action litigation could be
brought against us and/or the market price of oarmaon stock could decline.

Because our business is highly dependent on key entives, scientists, engineers and sales peopler mability to recruit and retain
these people could hinder our business expansiorapis.

We are highly dependent on our executive officeesjor scientists, engineers and sales peoplertaie countries, a few key individu
are important to our local success. Our producelb@ment and marketing efforts could be delayecuotailed if we lose the services of any
of these people. To expand our research, prodwelaigment and sales efforts, we need people skilledeas such as bioinformatics,
biochemistry, information services, manufacturisges, marketing and technical support. Competftoigqualified employees is intense. We
will not be able to expand our business if we arelle to hire, train and retain a sufficient numifequalified employees. During 2004 and
early 2005, we took steps to reduce our headcouhoar voluntary employee turnover has increaseah fnistoric levels. In addition, the
FASB has announced changes to generally acceptedraing principles in the U.S., specifically Statnt of Financial Accounting
Standards No. 123 (Revised), “Share-Based Paynihat’may cause us to change the manner in whictowgensate our employees, which
could considerably impact our ability to recruidanetain qualified employees.

If we are unable to successfully expand our limitedhanufacturing capacity for ProteinChip readers andarrays, we may encounter
manufacturing and quality control problems as we irrease our efforts to meet demand.

We currently have only one manufacturing facilityndoich we produce limited quantities of our Protehip Arrays and ProteinChip
Readers. Some aspects of our manufacturing pracessg not be easily scalable to allow for productiolarger volumes, resulting in higher
than anticipated material, labor and overhead qustsinit. As a result, manufacturing and qualdntcol problems may arise as we increase
our level of production. We may not be able to &ase our manufacturing capacity in a timely and-efisctive manner and we may
experience delays in manufacturing new productselfire unable to consistently manufacture ourymtsdon a timely basis because of these
or other factors, we will not be able to meet daptited demand. As a result, we may lose salesaihth fgenerate increased revenue and
become profitable.

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

Competition in our existing and potential markstintense and we expect it to increase. Curreatlyprincipal competition comes from
other technologies that are used to perform marleogame functions for which we market our Pr@éip System. The major technologies
that compete with our ProteinChip System are lighicbmatography-mass spectrometry and 2D-gel elglotiresis-mass spectrometry. In the
life science research market, competitive protegearch tools and services are
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currently provided by a number of companies, inicigdeveral which are larger than Ciphergen. Indiagnostics market, there are several
larger direct competitors. In many instances, amgetitors may have substantially greater finantémhnical, research and other resources
and larger, more established marketing, salegjllision and service organizations. Additionallyr otential customers may internally
develop competing technologies. If we fail to comepeffectively with these technologies and produatsf competitors develop significant
improvements in protein detection systems, devsjgpems that are easier to use, or introduce cahlgaproducts that are less expensive,
our products may not achieve market acceptanceansales may decrease.

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 our ability tiotiaia our sublicenses to the SELDI technology2002, 2003 and 2004, all of our
revenue from continuing operations was derived f&fh DI-based products within the scope of the BaglBLDI patents. Pursuant to the
settlement of the litigation between Ciphergen, &tolar Analytical Systems (“MAS”), LumiCyte and William Hutchens, MAS cannot
terminate Ciphergen’s rights under the sublicendesvever, Baylor College of Medicine has the righterminate its license with MAS in
case of material breach by MAS. If the agreemeeta/éen Baylor College of Medicine and MAS were teated and we were unable to
obtain a license to these rights from Baylor Caled Medicine, we would be precluded from sellimy &SELDI-based products within the
scope of the Baylor SELDI patents, we would no Emgenerate revenue from the sale of these produadtsve would have to revise our
business direction and strategy.

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

Some of the inventions covered by our sublicenseeagents with MAS were developed under a grant fnaragency of the U.S.
government and therefore, pursuant to the Bayh-Boteand regulations promulgated there under, theeghment has a paid-up,
nonexclusive nontransferable license to those itiwes and will be able in limited circumstancegtant a license to others on reasonable
terms. We are not aware of any basis for the gowem to exercise such rights, but if circumstaratesige and the government exercises
such rights, our business could be harmed.

If we fail to maintain our rights to utilize intell ectual property directed to diagnostic biomarkerswe may not be able to offer
diagnostic tests using those biomarkers.

Our Diagnostics Division is developing diagnosésts based on certain biomarkers which we havaghteto utilize through licenses
with our academic collaborators, such as The Jétapkins School of Medicine and Eastern Virginia Néadl School. In some cases, our
collaborators own the entire right to the biomaskén other cases we co-own the biomarkers withcollaborator. If, for some reason, we
lose our license to biomarkers owned entirely byamllaborators, we may not be able to use thesméaikers in diagnostic tests. If we lose
our exclusive license to biomarkers co-owned bgnd our collaborators, our collaborators may lieetheir share of the intellectual property
to a third party that may compete with us in offigrthe diagnostic test.

If a competitor infringes our proprietary rights, w e may lose any competitive advantage we may haveasesult of diversion of
management time, enforcement costs and the losstbé exclusivity of our proprietary rights.

Our commercial success depends in part on outyatilimaintain and enforce our proprietary right&e rely on a combination of
patents, trademarks, copyrights and trade sea@iotect our technology and brand. In additioodolicensed SELDI technology, we also
have submitted patent applications directed toemsnt technological improvements and applicatfadhe SELDI technology, including
patent applications covering biomarkers that mayehdiagnostic or therapeutic utility. Our patenplégations may not result in additional
patents being issued.
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If competitors engage in activities that infringer @roprietary rights, our management’s focus béldiverted and we may incur
significant costs in asserting our rights. We maylre successful in asserting our proprietary sigwhich could result in our patents being
held invalid or a court holding that the competi®not infringing, either of which would harm otmmpetitive position. We cannot be sure
that competitors will not design around our patdrigzhnology.

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

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

Our success also depends on avoiding infringintherproprietary technologies of others. We are awéthird parties whose business
involves the use of mass spectrometry for the amabf proteins and DNA, and third parties whossifiess involves providing diagnostic
tests. Certain of these parties have brought freg@nts to our attention. If these parties assairhs that we are violating their patents, we
incur substantial costs defending ourselves in l@ssgainst charges of patent infringement orrotidawful use of another’s proprietary
technology. Any such lawsuit may not be decidedunfavor, and if we are found liable, we may bbjsat to monetary damages or
injunction against using their technology. We mkpde required to obtain licenses under theirrmatand such licenses may not be avail
on commercially reasonable terms, if at all.

We rely on singlesource suppliers for many components of our Proteidhip Systems as well as processing services for dewroteinChip
Arrays, and if we are unable to obtain these compa@nts and processing services, we would be harmeddaour operating results would
suffer.

We depend on many single-source suppliers for #eessary raw materials and components requireéiufacture our products. We
also rely on some single-source subcontractorsddrin outsourced manufacturing services. Sontlkeese suppliers are small companies
without extensive financial resources. Becaus@@fimited quantities of products we currently mfacture, it is not economically feasible to
qualify and maintain alternate vendors for most ponents of our ProteinChip Readers and processivicss for our ProteinChip Arrays.
We have occasionally experienced delays in recgikamv materials, components and services, resuhimganufacturing delays. If we are
unable to procure the necessary raw materials, coenis or services from our current vendors, wehaie to arrange new sources of su|
and our raw materials and components shipmentsl dmutlelayed, harming our ability to manufactureproducts, and our ability to sustain
or increase revenue could be harmed. As a resultasts could increase and our profitability cooddharmed.

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

We sell certain products under either OEM or disttion or patent license agreements. These indudegements with Beckman
Coulter with respect to selling a customized versibthe Biomek 2000 Workstation, with Salford Syas with respect to selling Biomarker
Patterns software, and with Applied Biosystems /3/Bciex with respect to selling our ProteinChip d@m MS Interfaces. If we fail to
maintain or extend after their expiration the uhdeg agreements with these companies, we woule hastop selling these particular
products and may have to seek alternate produstslitcas a result of which our sales may be harmed
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If there are reductions in research funding, the aliity of our existing and prospective customers t@urchase our products could be
seriously harmed.

A significant portion of our products are sold tuuersities, government research laboratories apeifoundations and other institutions
where funding is dependent upon grants from goveniragencies, such as the National Institutes afthlleGovernment funding for research
and development has fluctuated significantly ingtast due to changes in congressional appropr&at®esearch funding by the U.S.
government or the governments of other countrieg Ineasignificantly reduced in the future. Any sueluctions may seriously harm the
ability of our existing and prospective researcbtomers to purchase our products or may reduceutmder of ProteinChip Arrays used.
Limitations in funding for commercial, biotechnolpgnd pharmaceutical companies and academic itistituthat are the potential customers
for our ProteinChip Systems and Arrays, and gerearstl containment pressures for biomedical reseaasshlimit our ability to sell our
products and services.

If we or our future potential partners fail to comply with Food and Drug Administration (“FDA”) requirements, we may not be able t
market our products and services and may be subjetb stringent penalties; further improvements to ou manufacturing operations
will be required which may not be accomplished anavill entail additional cost.

Currently, the FDA does not actively regulate dalilaboratory tests, or “home brews”, that haverbdeveloped and used by the
laboratory to conduct in-house testing. The FDAsd@gulate as medical devices the “active ingredigknown as “analyte specific
reagents” or “ASRs") of certain tests developeddause by clinical laboratories. The FDA'’s regulaigrovide that most ASRs are exempt
from the FDA'’s pre-market review requirements. Véédve that ASRs that we may provide will fall witithose exemptions. However, the
FDA has publicly stated it is reevaluating its ABB&licy and regulations, and we expect that revisitmnthese regulations may be
implemented in the future that may have the efééancreasing the regulatory burden on manufactuoéthese devices. The
commercialization of our products and services @dnd impacted by being delayed, halted or prevemii¢e FDA were to view any of our
actions as non-compliant, it could initiate enfenemt action such as a regulatory warning lettergossible imposition of penalties. Finally,
ASRs that we may provide will be subject to a humddé=DA requirements, including compliance witle thDA's Quality System
Regulations (“QSRs"), which establish extensiveutations for quality assurance and control as aglinanufacturing procedures. Failure to
comply with these regulations could result in eaéonent action for us or our potential partners.ekdg FDA action in any of these areas
could significantly increase our expenses and louitrevenue and profitability. Although we are 18@1:2000 certified in our ProteinChip
manufacturing processes, we will need to undersakiitional steps to bring our operations in linghwDA QSR requirements. Significant
additional resources may be required to achieweghality level. If we are successful in enterihg tliagnostics market, our manufacturing
facilities will be subject to periodic regulatonyspections by the FDA and other federal and segjelatory agencies. We have not yet been
subject to an FDA inspection. We may not satisighsiegulatory requirements, and any such failumotso 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 marketing of mediéadjnostics entails an inherent risk of produaility claims. Potential product
liability claims may exceed the amount of our irswae coverage or may be excluded from coverager tineléerms of the policy. Our
existing insurance will have to be increased infthiere if we are successful at introducing diagdiegsroducts and this will increase our co
In the event that we are held liable for a clairaiagt which we are not indemnified or for damageseeding the limits of our insurance
coverage, our liabilities could exceed our totzleds.

Business interruptions could limit our ability to operate our business.

Our operations as well as those of the collabosatarwhich we depend are vulnerable to damaget@nrimption from computer viruses,
human error, natural disasters, power shortagkesa@mmunication
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failures, international acts of terror and sim#éaents. Although we have certain business conyirpléns in place, we have not established a
formal comprehensive disaster recovery plan, amdadk-up operations and our business interruptisurance 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. Accordingly, our fateesults could be materially adversely affectga lvariety of uncontrollable and
changing factors including, among others, foreigrrency exchange rates; regulatory, political, @m®mic conditions in a specific country
or region,; trade protection measures and othedatgy requirements; and natural disasters. Anglloof these factors could have a material
adverse impact on our future international businkssertain countries, a few key individuals argportant to our local success. In particular,
we have operations in China. Given the distancea foar headquarters in California and the cultdesdguage, and time zone differences, we
have been heavily dependent on a single generageamnd a small number of other local employe&thina to manage such operations.
We have recently experienced significant turnovet jab-related issues with such employees, inclyitiire recent departure of our general
manager. While we are in the process of recruitieqy senior management and employees in Chinallibevdifficult for us to replace such
employees in a timely fashion and our operatior@tima will be adversely affected. In addition, @&does not currently have a
comprehensive and highly developed legal systenicpkarly with respect to the protection of intgtual property rights. As a result,
enforcement of existing and future laws and comgrecuncertain, and the implementation and intggtion of such laws may be inconsistent.
Such inconsistency could lead to piracy and degi@uaf our intellectual property protection.

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

As a global concern, we face exposure to adversements in foreign currency exchange rates. Withoatnership of Ciphergen
Biosystems KK, a significant percentage of oursadés are exposed to foreign currency risk. Thegeseires may change over time as
business practices evolve and could have a mageharse impact on our financial results.

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

Consolidation in the pharmaceutical and biotechgpliodustries is generally expected to occur. Réanor future consolidation among
our current and potential customers could decreastw sales of our technology and reduce the etardur products target. Any such
consolidation could limit the market for our prothiand seriously harm our ability to achieve otansprofitability.

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

In July 2001, we acquired the BioSepra processnehtography business from Invitrogen Corporationicivlve subsequently sold in
November 2004. In August 2002, we increased ourepsirip interest in Ciphergen Biosystems KK, thead@ge joint venture we formed w
Sumitomo Corporation in 1999, from 30% to 70%, aniMarch 2004, we further increased our ownershipd0%. In the event of any future
acquisitions, joint ventures and other strategiestments, we could:

+ issue stock that would dilute ownership of our teaisting stockholders;
* incur charges for the impairment of the value e@kEstments or acquired assets; or
* incur amortization expense related to intangibkets
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If we fail to achieve the financial and strateganbfits of past and future acquisitions or strat@grestments, our operating results will
suffer. Acquisitions and strategic investments lmgoumerous other risks, including:

« difficulties integrating the acquired operatioreshnologies or products with ours;

 failure to achieve targeted synergies;

« unanticipated costs and liabilities;

« diversion of management’s attention from our carsifess;

» adverse effects on our existing business relatipashith suppliers and customers or those of tlygimed organization; and

« potential loss of key employees, particularly thokthe acquired organization.
We are subject to environmental laws and potentiaéxposure to environmental liabilities.

We are subject to various federal, state and lecalronmental laws and regulations that governoparations, including the handling
and disposal of nonhazardous and hazardous wasggmissions and discharges into the environrraiitire to comply with such laws and
regulations could result in costs for correctivéag penalties or the imposition of other liab@g. We also are subject to laws and regulations
that impose liability and clean-up responsibility feleases of hazardous substances into the envinat. Under certain of these laws and
regulations, a current or previous owner or operat@roperty may be liable for the costs of rena¢idg hazardous substances or petroleum
products on or from its property, without regardueether the owner or operator knew of, or caugedcontamination, as well as incur
liability to third parties impacted by such contaation. The presence of, or failure to remediatperly, such substances could adversely
affect the value and the ability to transfer oruamber such property. Based on currently availaffierination, although there can be no
assurance, we believe that such costs and ligkilitave not had and will not have a material agévienpact on our financial 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, bylaws and Stoakler Rights Plan contain provisions that could enekmore difficult for a third party
to acquire us, even if doing so might be deemeefieal by our stockholders. These provisions cdinfdt the price that investors might be
willing to pay in the future for shares of our commstock. We are also subject to certain provisafridelaware law that could delay, dete
prevent a change in control of us.

The rights issued pursuant to our Stockholder Righan will become exercisable the tenth day afteerson or group announces
acquisition of 15% or more of our common stock mm@nces commencement of a tender or exchangetb@onsummation of which
would result in ownership by the person or grouf®% or more of our common stock. If the rightsdree exercisable, the holders of the
rights (other than the person acquiring 15% or nodreur common stock) will be entitled to acquiregxchange for the rightgxercise price
shares of our common stock or shares of any comipaniich we are merged, with a value equal to évtlte rights’ exercise price.

Risks Related to Our Convertible Senior Notes and @mnmon Stock

Substantial leverage and debt service obligationsay adversely affect our cash flows.
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In connection with the sale of the convertible seniotes (the “notes”), we incurred $30 millioniodebtedness. As a result of this
indebtedness, our principal and interest paymelngations increased substantially. The degree tiwhvive are leveraged could, among other
things:

* make it difficult for us to make payments on théeso

* make it difficult for us to obtain financing for wang capital, acquisitions or other purposes arofable terms, if at all;
* 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 eiépend upon our future performance, which wildubject to financial, business and
other factors affecting our operations, many ofckhare beyond our control.

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

The notes are unsecured and will rank equal it B§payment with our existing and future unsecuaad unsubordinated indebtedness.
The notes are effectively subordinated to any setdebt to the extent of the value of the assatsseture the indebtedness. The notes also
are “structurally subordinatedd all indebtedness and other liabilities, inclydirade payables and lease obligations, of outiegiand futur:
subsidiaries. In the event of our bankruptcy, litaion or reorganization or upon acceleration efribtes, payment on the notes could be less
ratably, than on any secured indebtedness. We widyave sufficient assets remaining to pay amoduéson any or all of the notes then
outstanding.

The indenture governing the notes does not probilitnit us or our subsidiaries from incurring &tlthal indebtedness and other
liabilities, or from pledging assets to secure saclebtedness and liabilities. The incurrence dafittwhal indebtedness and, in particular, the
granting of a security interest to secure the iteldess, could adversely affect our ability to payobligations on the notes. We anticipate
that we may incur additional indebtedness from timéme in the future.

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

Neither we nor our subsidiaries are restricted froourring additional debt, including senior dedntJiabilities under the indenture. In
addition, the indenture does not restrict us or@myur subsidiaries from paying dividends or isgudr repurchasing securities. If we or our
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 thmtes.

At maturity, the entire outstanding principal ambahthe notes will become due and payable by yp&ri change in control, as defined
in the indenture, note holders may require uspanehase all or a portion of their notes. We mayhave enough funds or be able to arrange
for additional financing to pay the principal attondty or to repurchase the notes on a changeritrab Future credit agreements or other
agreements relating to our indebtedness may regtaaedemption or repurchase of the notes amndg®dhat a change in control constitutes
an event of default. If the maturity date or a @f&m control occurs at a time when we are probibftom repaying or repurchasing the no
we could seek the consent of our lenders to puectissnotes or we could attempt to refinance tbis.df we do not obtain the necessary
consents or cannot refinance the debt on favotehtes, or at all, we will be unable to repay onuiehase the notes. Our failure to repay the
notes at maturity or repurchase tendered notesdaamristitute an event of default under the indentwhich might constitute a default under
the terms of our other debt. Our obligation to oftepurchase the notes upon a change in controldvmt necessarily
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afford note holders protection in the event ofghhyj leveraged transaction, reorganization, meogeimilar transaction involving us.
There may not be an active, liquid market for our @mmon stock or the notes.

There is no guarantee that an active trading méoketur common stock will be maintained on the t&p Stock Market’s National
Market. Investors may not be able to sell theirebauickly or at the latest market price if traglin 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, taditrg price of the notes could decline
significantly. The notes are eligible for trading the PORTAL*™Market. We do not intend to apply for listing okthotes on any securities
exchange.

The notes and the common stock issuable upon cong@&n of the notes may be subject to restrictions aresale.

We entered into a registration rights agreemerntt thi¢ initial purchasers of the notes, pursuamthich we filed a shelf registration
statement covering the resale of the notes anddimmon stock issuable upon conversion of the nétédse 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, 2004 and 2005, the jwe at which our common stock could be purchased ahe Nasdaq National Marke!
was lower than the conversion price of the notesnd our stock price may be lower than the conversioprice in the future.

Prior to electing to convert notes, the note hokteruld compare the price at which our common stettading in the market to the
conversion price of the notes. Our common stodiesaon the Nasdaq National Market under the syi@t@H. The initial conversion price
the notes is approximately $9.19 per share. Thé&ebarices of our securities are subject to sigaifi 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 notes will bee@d. However, if one or more rating agencies rdtesiotes and assigns the notes a rating
lower than the rating expected by investors, redltigeir rating in the future or indicates that ill Wave their ratings on the notes under
surveillance or review with possible negative irogtions, the market price of the notes and our comstock would be harmed. In additio
ratings downgrade could adversely affect our ghititaccess capital.

Our stock price has been highly volatile, and an mestment in our stock could suffer a decline in vake, adversely affecting the value of
the notes or the shares into which those notes mag converted.

The trading price of our common stock has beenligbiatile and could continue to be subject to evftlictuations in price in response
to various factors, many of which are beyond ountied, including:

* actual or anticipated period-to-period fluctuatiamginancial results;

« failure to achieve, or changes in, financial estendy securities analysts;

* announcements of new products or services or téapical innovations by us or our competitors;
» developments regarding actual or potential disdesesf biomarkers by us or others;

e comments or opinions by securities analysts or nsfickholders;

« conditions or trends in the pharmaceutical, biotedbgy and life science industries;
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« announcements by us of significant acquisitionstagic partnerships, joint ventures or capital goiments;
« developments regarding our patents or other irtieldd property or that of our competitors;

« litigation or threat of litigation;

* additions or departures of key personnel;

» sales of our common stock;

* limited daily trading volume; and

» economic and other external factors or disastecsises.

In addition, the stock market in general, and tlasddqg National Market and the market for technotogypanies in particular, have
experienced significant price and volume fluctuagithat have often been unrelated or dispropottiotwethe operating performance of those
companies. Further, there has been significantiliplan the market prices of securities of lifeisnce companies. These broad market and
industry factors may seriously harm the marketgpatour common stock, regardless of our opergigrfprmance. In the past, following
periods of volatility in the market price of a coamy’s securities, securities class action litigati@s often been instituted. A securities class
action suit against us could result in substatiats, 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 of our comntaeksn the public market, or the perception thattssales are likely to occur, could
affect prevailing trading prices of our common &taad the value of the notes. As of December 304 2®&e had:

29,473,083 shares of common stock outstanding;

5,025,344 shares of common stock reserved forrigguapon exercise of options outstanding undestmak option plans with a
weighted average exercise price of $6.04 per share;

< in addition to the shares reserved for issuance tip® exercise of options referred to in the prewedullet point, 1,041,868 shares
reserved for future issuance under our stock ogilans and employee stock purchase plan; and

96,750 shares of common stock potentially issuatbftanford Research Systems, Inc. under a developoontract if certain
milestones are met.

Because the notes are convertible into common siolgkat a specific conversion price, a declineim common stock price may cause
the value of the notes to decline.
ITEM 7A . QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISKS

We have classified our marketable securities adadole-for-sale, and have, accordingly, recordechssecurities on the balance sheet at
fair value with unrealized gains and losses reploatea separate component of accumulated otherrebamsive income (loss). These
securities are not leveraged and are held for mapother than trading.

The following discussion about our market risk ilwas forward-looking statements. We are exposedatket risk related mainly to
changes in interest rates. We do not invest invdtivie financial instruments.
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Interest Rate Sensitivity

As of December 31, 2004, our only investment wéigeal rate annuity with a fair value of $2.2 mili@lue to mature on February 28,
2005, with an option to renew for one year at dimeged interest rate of 3.0% per annum. With thaeption of the investment in this
annuity, we believe that, in the near-term, we midlintain our available funds in shaoetrm, highly liquid securities with original mattieis of
90 days or less, and money market accounts.

The primary objective of our investment activitisgo preserve principal, maintain proper liquidilymeet operating needs and
maximize yields. Our investment policy, which hagb approved by our Board of Directors, specifieslit quality standards for our
investments and limits the amount of credit expesarany single issue, issuer or type of investmafet may maintain our portfolio of cash
equivalents, short-term investments and lterga investments in a variety of securities, inahgdcommercial paper, money market funds,
government and non-government debt securitiesestfy) our investment policy.

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

Foreign Currency Exchange Risk

Most of our revenue is realized in U.S. dollarswdwger, all our revenue in Japan is realized in dapa yen. As a result, our financial
results could be affected by factors such as cleimg®reign currency exchange rates or weak ecanoanditions in foreign markets.
Because most of our revenue is currently denominiat&).S. dollars, an increase in the value ofulh®. dollar relative to foreign currencies
could make our products less competitive in forevarkets.

The functional currencies of BioSepra S.A. and €iglen Biosystems KK are the euro and yen, respdgtifccordingly, the accounts
of these operations were translated from the logakncy to the U.S. dollar using the current exgearate in effect at the balance sheet date
for the balance sheet accounts, and using the gazepechange rate during the period for revenuesapdnse accounts. The effects of
translation are recorded as a separate componstaakholders’ equity. The net tangible assetsuofmon-U.S. operations, excluding
intercompany debt, were $7.5 million at December28D4.

The accounts of all other non-U.S. operations amesasured to the U.S. dollar, which is the funai@urrency. Accordingly, all
monetary assets and liabilities of these foreigerations are translated into U.S. dollars at ctippeniod-end exchange rates, and non-
monetary assets and related elements of expens@astated using historical rates of exchangeorme and expense elements are translated
to U.S. dollars using average exchange rates ateffuring the period. Gains and losses from theida currency transactions of these
subsidiaries are recorded as other income or togeei statement of operations.

In 2003 and 2004, we entered into foreign currezantracts to manage the volatility of currency flations as a result of an
intercompany loan of approximately $1.0 millionndeninated in yen, to our subsidiary in Japan. Tfereof exchange rate changes on the
forward exchange contracts largely offset the ¢ifé@xchange rate changes on the intercompany k&nf December 31, 2004, there were
no forward contracts outstanding. Net realizedifpreurrency gains and losses related to foreigreagy forward contracts were not mate
for the year ended December 31, 2004. Although vileeantinue to monitor our exposure to currenaycfluations, we cannot provide
assurance that exchange rate fluctuations wilhaot our business in the future.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have completed an integrated audit of CipheRjesystems, Inc.’s 2004 consolidated financialesta#nts and of its internal control
over financial reporting as of December 31, 200d andits of its 2003 and 2002 consolidated findrat&tements in accordance with the
standards of the Public Company Accounting Ovetdigiard (United States). Our opinions, based araodits, are presented below.

Consolidatedfinancial statements and financial statement sched

In our opinion, the consolidated financial statetadisted in the index appearing under Item 15{&)fresent fairly, in all material
respects, the financial position of Ciphergen Babsyns, Inc. and its subsidiaries at December 314 20d 2003, and the results of their
operations and their cash flows for each of thedfyears in the period ended December 31, 200dnioienity with accounting principles
generally accepted in the United States of Amerloaaddition, in our opinion, the financial statemh schedule listed in the index appearing
under Item 15(a) (2) presents fairly, in all magkrespects, the information set forth therein wiesad in conjunction with the related
consolidated financial statements. These finamt@&kements and financial statement schedule anegiponsibility of the Company’s
management. Our responsibility is to express amapon these financial statements and finandatksnent schedule based on our audits.
We conducted our audits of these statements irrdanoe with the standards of the Public CompanyoAnting Oversight Board (United
States). Those standards require that we plaparidrm the audit to obtain reasonable assurancetathether the financial statements are
free of material misstatement. An audit of finahsitatements includes examining, on a test bagidence supporting the amounts and
disclosures in the financial statements, assessagccounting principles used and significaninesties made by management, and evaluating
the overall financial statement presentation. \&kekie that our audits provide a reasonable basisur opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment,ded in “Management’s Report on Internal ControeOkinancial Reporting”
appearing under Item 9A, that the Company mainthéféective internal control over financial repagias of December 31, 2004 based on
criteria established in Internal Control—Integrafedmework issued by the Committee of Sponsorirgp@izations of the Treadway
Commission (COSO0), is fairly stated, in all materéspects, based on those criteria. Furthermoreyi opinion, the Company maintained, in
all material respects, effective internal contreéofinancial reporting as of December 31, 2004¢gklzon criteria established in Internal
Control—Integrated Framework issued by the COS@. Thmpany’s management is responsible for maimigieffective internal control
over financial reporting and for its assessmerthefeffectiveness of internal control over finahoggorting. Our responsibility is to express
opinions on management’s assessment and on thatiedfeess of the Company’s internal control oveaficial reporting based on our audit.
We conducted our audit of internal control ovegfinial reporting in accordance with the standafdeePublic Company Accounting
Oversight Board (United States). Those standaggire that we plan and perform the audit to obtaasonable assurance about whether
effective internal control over financial reportingis maintained in all material respects. An aaflibternal control over financial reporting
includes obtaining an understanding of internati@mover financial reporting, evaluating managetieeassessment, testing and evaluating
the design and operating effectiveness of intezaatrol, and performing such other procedures asamsider necessary in the
circumstances. We believe that our audit provalesasonable basis for our opinions.

A company’s internal control over financial repogiis a process designed to provide reasonablesasuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttiegenerally accepted accounting
principles. A company’s internal control over fittgal reporting includes those policies and procesthat (i) pertain to the maintenance
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of records that, in reasonable detail, accuratetl/fairly reflect the transactions and dispositiohthe assets of the company; (ii) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financékstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and(idyide reasonable assurance regarding preventitmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@izé statements.

Because of its inherent limitations, internal cohaver financial reporting may not prevent or d¢tmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP

San Jose, California
March 21, 2005
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CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

December 31

2004 2003
ASSETS
Current assets:
Cash and cash equivalents $ 35392 $ 32,85¢
Short-term investments 2,175 14,463
Accounts receivable, net of allowance for doub#fetounts of $247 and $553, respectively 10,811 14,731
Notes receivable from related parties 126 56
Prepaid expenses and other current assets 1,847 2,878
Inventories 6,919 8,300
Total current assets 57,27C 73,281
Property, plant and equipment, net 9,315 15,891
Goodwill 2,529 2,870
Other intangible assets, net 3,040 7,009
Notes receivable from related parties — 216
Other long-term assets 2,223 2,759
Total assets $ 74377 $ 102,02¢
LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS' EQ  UITY
Current liabilities:
Accounts payable $ 336 $ 5,06z
Accrued liabilities 7,499 9,495
Deferred revenue 5,529 5,768
Current portion of capital lease obligations 16 324
Current portion of long-term debt 925 662
Total current liabilities 17,33¢ 21,311
Deferred revenue 855 594
Capital lease obligations, net of current portion 28 2,274
Long-term debt, net of current portion 377 1,090
Convertible senior notes, net of discount 28,051 27,515
Other long term liabilities 1,013 1,185
Total liabilities 47,662 53,969
Commitments and contingencies (Note 12)
Minority interest — 165
Stockholders’ equity:
Common stock, $0.001 par value
Authorized: 80,000,000 shares at December 31, 26642003
Issued and outstanding: 29,473,083 shares and299% shares at December 31, 2004 i
2003, respectively 29 29
Additional paid-in capital 187,13< 186,04%
Notes receivable from stockholders (349) (1,093
Deferred stock-based compensation — (725)
Accumulated other comprehensive income 263 4,158
Accumulated deficit (160,361) (140,520
Total stockholders’ equity 26,71% 47,892
Total liabilities, minority interest and stockhotdeequity $ 74377 $ 102,02¢

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

2004 2003 2002
Revenue
Products $ 31,37¢ $ 3587z $ 23,57:
Products revenue from related par — — 827
Services 8,803 7,766 4,809
Total revenue 40,181 43,638 29,208
Cost of revenue
Products 11,199 11,911 6,761
Products revenue from related par — — 334
Services 3,876 3,426 2,277
Litigation settlement — 7,257 —
Total cost of revenue 15,075 22,594 9,372
Gross profit 25,106 21,044 19,836
Operating expense
Research and developm 19,268 23,628 19,593
Sales and marketir 26,376 21,335 17,960
General and administrative 14,136 14,815 14,422
Total operating expenses 59,780 59,778 51,975
Loss from operations (34,674) (38,734) (32,139)
Interest incom 505 702 1,543
Interest expens (2,001) (763) (43)
Other income (expense), net (649) (150) (65)
Loss from continuing operations before income taxes (36,819) (38,945) (30,704)
Income tax provision (benefit) from continuing ogigons 109 (47) (44)
Net loss from continuing operatio (36,928) (38,898) (30,660)
Discontinued operation:
Income (loss) from discontinued operations, ndag (1,440) 2,151 1,588
Gain from sale of discontinued operations, netaf t 18,527 — —
Net income from discontinued operations 17,087 2,151 1,588
Net loss $(19,84)) $(36,74%) $(29,079
Net income (loss) per share, basic and dilu
Net loss per share from continuing operati $ (126 $ (1.35) $ (L.149
Net income per share from discontinued operations 0.58 0.07 0.06
Net loss per share $ (068 $ (1.31) $ (1.08
Shares used in computing net income (loss) peeshar 29,244 28,154 26,965

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
2004 2003 2002

Cash flows from operating activities:
$ (19,841 $ (36,747 $ (29,072)

Net loss
Adjustments to reconcile net loss to cash usegeérating activities:
Depreciation and amortization 6,896 6,130 4,221
Change in minority intere: — 133 32
Stock issued for services — — 131
Stock-based compensation expense 602 1,418 2,072
Amortization of debt discount 536 192 —
Amortization of debt issuance co: 373 125 —
Non-cash portion of litigation settlement — 4,257 —
Loss on retirement of fixed assets 208 114 33
Provision for bad debts 214 484 443
Losses on writ-down of inventory 1,843 691 254
Interest accrued on notes receivable from relatetigs (66) 84) (95)
Gain from sale of BioSepra business (18,527) — —
Changes in operating assets and liabilities, nasséts acquired or sold and liabilities assumesdl@ved in
business combination
Accounts receivable 2,267 (1,203) (6,718)
Accounts receivable from related parties — — 128
Inventories (4,949) (929) (2,222)
Prepaid expenses and other current a: 572 105 (402)
Other long-term assets (20) (246) 282
Accounts payable and accrued liabilities (2,827) 3,027 2,371
Accounts payable to related pa — (184) 37
Deferred revenue 4 2,140 1,249
Deferred revenue from related parties — — (319)
Other long-term liabilities 247 (69) 311
Net cash used in operating activities (32,458) (20,646) (27,264)
Cash flows from investing activities:
Purchase of property, plant and equipment (4,568) (6,350) (4,364)
Proceeds from capital lease financing to reimbprseious cash outlays to purchase facility improgata 601 — —
Purchase of marketable securities — (10,639) (10,068)
Maturities of marketable securiti 11,261 13,224 21,017
Marketable securities sold prior to maturity 850 — —
Repayment of notes receivable from related party — 230 —
Cash paid for license related to litigation setém (1,038) (613) —
Net cash acquired upon purchase of Ciphergen BiesysKK common stoc — — 872
Increase to goodwill from BioSepra acquisition doéncome tax settlement (203) — —
Purchase of Ciphergen Biosystems KK common stock (1,000) — —
Proceeds from sale of BioSepra business, net 28,055 — —
Net cash provided by (used in) investing activities 33,958 (4,148) 7,457
Cash flows from financing activities:
Repurchases of common stock 3) — 6)
Proceeds from exercises of stock options and werran 329 717 133
Proceeds from issuance of common stock under eraglstock purchase pl. 887 836 573
Repayment of stockholder not 744 196 5
Principal payments on capital lease obligations (376) (684) (447)
Proceeds from long-term debt — 32,066 —
Issuance costs of convertible senior nt — (1,866) —
Repayments of long-term debt (789) (313) (117)
Repayments of working capital loans for Ciphergéwsistems KK to Sumitomo — — (3,960)
Net cash provided by (used in) financing activities 792 30,952 (3,819)
Effect of exchange rate changes 247 1,550 452
Net increase (decrease) in cash and cash equis. 2,539 7,708 (23,174)
Cash and cash equivalents, beginning of year 32,853 25,145 48,319
Cash and cash equivalents, end of year $ 35392 $ 32,85 $ 25,14¢
Supplemental cash flow information:
Cash paid for intere: $ 1598 $ 173 % 147
Cash paid for income taxes 2,135 62 21
Supplemental schedule of non-cash investing arahéiimg activities:
Acquisition of property and equipment under cagitabes 21 21 5
Transfer of fixed assets to inventc 446 618 244

The accompanying notes are an integral part oktheasolidated financial statements.
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CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands)

Accumulated

Notes Other
Additional Receivable Deferred Comprehensive Accumulated
Paid-In From Stock-Based
Shares Amount Capital Stockholders  Compensation _Income (Loss) Deficit Total
Balances, January 1, 2002 27,057 $27 $ 175,33¢ $ (1,299 $ (6,327) $ 191 $ (74,70 $_93,22¢
Comprehensive los
Net loss = = = = = = (29,072)  (29,072)
Change in unrealized loss on marketable
securities — — — — — (144) — (144)
Foreign currency translation adjustment — — — — — 1,433 — 1,433
Total comprehensive loss (27,783)
Issuances of common stock for services 49 — 131 — — — — 131
Stock options exercise 62 — 133 — — — — 133
Purchase of common stock under employee
stock purchase ple 176 — 573 — — — — 573
Repurchase of common sto 2) — 6) — — — — 6)
Deferred stoc-based compensatic — — (1,426) — 1,426 — — —
Amortization of deferred stock-based
compensatiol — — — — 2,072 — — 2,072
Repayment of note receivable from stockholc
— — — 5 — — — 5
Balances, December 31, 2002 27,34z 27 174,738 (1,289) (2,829) 1,480 (103,773) 68,354
Comprehensive los
Net loss — — — — — — (36,747) (36,747)
Change in unrealized loss on marketable
securities — — — — — (66) — (66)
Foreign currency translation adjustment — — — — — 2,744 — 2,744
Total comprehensive loss (34,069)
Stock options exercised 172 — 717 — — — — 717
Purchase of common stock under employee
stock purchase ple 310 1 835 — — — — 836
Warrants exercise 6 — — — — — — —
Common stock issued to LumiCy 1,25C 1 7,762 — — — — 7,763
Discount on convertible senior notes related to
beneficial conversion featu — — 2,677 — — — — 2,677
Deferred stoc-based compensatic — — (686) — 686 — — —
Amortization of deferred stock-based
compensatiol — — — — 1,418 — — 1,418
Repayment of note receivable from stockholc
e — 196 — — — 196
Balances, December 31, 2003 29,08C 29 186,043 (1,093) (725) 4,158 (140,52C) 47,892
Comprehensive los
Net loss — — — — — — (19,841)  (19,841)
Change in unrealized loss on marketable
securities — — — — — 7 — 7
Foreign currency translation adjustm — — — — 829 — 829
Foreign currency translation gain realized
upon sale of BioSepl — — — — — (4,731) — (4,731)
Total comprehensive loss (23,736)
Stock options exercised 88 — 329 — — — = 329
Purchase of common stock under employee
stock purchase ple 306 — 887 — — — — 887
Repurchase of common sto 1) — 3) — — — — 3)
Deferred stoc-based compensatic — — (123) — 123 — — —
Amortization of deferred stock-based
compensatiol — — — — 602 — — 602
Repayment of notes receivable from
stockholder: - = — 744 — — — 744
Balances, December 31, 2004 29,47 $29 $ 187,13¢ $ (349 $ — $ 263 $ (160,36%y $ 26,71F

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 Accouting Policies
The Company

Ciphergen Biosystems, Inc. (the “Company” or “Ciggen”) develops, manufactures and sells Protein@dpstems for life science
researchers. The core technology, which is patergedlrface Enhanced Laser Desorption/lonizatiS8&DI"). The systems consist of
ProteinChip Readers, ProteinChip Software andedlatcessories, which are used in conjunction egtisumable ProteinChip Arrays. Thi
products are sold primarily to biologists at phacmaical and biotechnology companies, and acadandgovernment research laboratories.
The Company also provides research services thrissi@iomarker Discovery Center® laboratories.

Basis of Presentation

The accompanying consolidated financial statemieae been prepared in conformity with accountiriggiples generally accepted in
the United States of America and include the actooafithe Company and its subsidiaries. All intenpany transactions have been elimin
in consolidation. Certain financial statement itedmse been reclassified to conform to the curreat’ys format. These reclassifications hac
impact on previously reported results of operations

BioSepra S.A. was a wholly-owned subsidiary and eassolidated through November 30, 2004, at whicdle the Company sold
BioSepra S.A., along with other assets relatetstpriocess chromotography business. All compargiiveds shown in the statements of
operations have been restated to reflect the Bi@Smysiness as a discontinued operation.

The Company has incurred significant net lossesnagetive cash flows from operations since inceptft December 31, 2004, the
Company had an accumulated deficit of $160.4 mllldanagement believes that currently availableusses will provide sufficient funds
enable the Company to meet its obligations at kbastigh the next twelve months. If anticipatedrafiag results are not achieved, however,
management believes that planned expenditures sy to be reduced, extending the time period ovéchwthe currently available resour
will be adequate to fund the Company’s operatidtisuch time as the Company requires additionatlifugy, the Company will seek to raise
such additional funding from various possible searéncluding the public equity market, privateaficings, sales of assets, collaborative
arrangements and debt. If additional capital isa@ithrough the issuance of equity securities atibleinto equity, stockholders will
experience dilution, and such securities may hihds, preferences or privileges senior to thosthetholders of common stock. There cai
no assurance that the Company will be able to olsiach financing, or obtain it on acceptable terms.

Use of Estimates

The preparation of consolidated financial states@nticcordance with accounting principles gengiadkcepted in the United States of
America requires management to make estimatessmuimptions that affect the reported amounts oftassel liabilities and disclosure of
contingent assets and liabilities at the date effittencial statements and the reported amountsvehues and expenses during the reporting
period. Actual results could differ from those psites.
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Certain Risks and Uncertainties

The Company’s products and services are currentigentrated in a single segment of the life scieasearch field, which is
characterized by rapid technological advances aadges in customer requirements. The success @fdhmpany depends on management’s
ability to anticipate and to respond quickly anéaahtely to technological developments in its ingushanges in customer requirements
changes in industry standards. Any significant yiela the development or introduction of new prdduar services could have a material
adverse effect on the Company'’s business and apgraisults.

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

Cash and Cash Equivalents

The Company considers all highly liquid investmemischased with an original maturity of three mandh less to be cash equivalents.

Investments

Management determines the appropriate classifitatidghe Company investments in marketable debt securities atitte of purchase
and re-evaluates this designation at each baldres date. At December 31, 2004, the Company €&kedsill marketable securities as
“available-for-sale” and carries them at fair valigh unrealized gains or losses related to thesar#ties included as a component of other
comprehensive income until realized. The amortzest of debt securities is adjusted for amortizatibpremiums and accretion of discounts
to maturity, which is included in interest inconRealized gains and losses are determined usingptrafic identification method. The cost
securities sold is based on the specific identificamethod.

The carrying value of the Company’s investment fixed rate annuity, which is not within the scafeSFAS 115, “Accounting for
Certain Investments in Debt and Equity Securitiapgiroximates fair value due to its short maturity.

The Company'’s investment objectives include thetyadnd preservation of invested funds and liquiditinvestments that is sufficient
to meet cash flow requirements. Cash, cash equitsasnd investments in debt securities are with bigdit-quality financial institutions,
commercial companies and government agencies ar codimit the amount of credit exposure.

Fair Value of Financial Instruments

The estimated fair value of financial instrumerdas been determined using available market infoonair other appropriate valuation
methodologies. However, considerable judgmentdsired in interpreting market data to develop eatam of fair value; therefore, the
estimates are not necessarily indicative of thewartsothat could be realized or would be paid im@ment market exchange. The effect of u
different market assumptions and/or estimation wekdtogies may be material to the estimated faine@mounts.

The carrying amounts of certain of the Companyiarfiicial instruments including cash and cash eqeig] accounts receivable,
accounts payable and accrued liabilities approxanfeit value due to their short maturities. Theyiag value of the capital leases
approximates their fair value based on the borrgwates currently available to the Company for oasth similar terms. The fair value of
the equipment financing loan was estimated by disting the future cash flows using applicable sgsaa

62




approximate current interest rates available taQbmpany. Convertible senior notes have an estifrfaievalue based on quoted market
prices. The fair values of the equipment finandoan and the convertible senior notes as compar#ukir book values as of December 31,
2004 were as follows (in thousands):

Book Value Fair Value
Equipment financing loan $ 1,09C $ 1,09C
Convertible senior notes 28,051 21,525

$ 29,141 $22,61¢

Concentration of Credit Risk

Financial instruments that potentially subject @@npany to a concentration of credit risk consistash and cash equivalents and
accounts receivable. Most of the Company’s cashcastl equivalents as of December 31, 2004 weresitedawith financial institutions in
the U.S. and exceeded federally insured amounes Cidmpany also maintains cash deposits with banWgestern Europe, Canada, China
and Japan. The Company has not experienced argslogsts deposits of cash and cash equivalents.

The Company’s accounts receivable are derived Bales made to customers located in North Amerioegfie and Asia. The Company
performs ongoing credit evaluations of its custahfénancial condition and generally does not reguiollateral. The Company maintains an
allowance for doubtful accounts based upon thearplecollectibility of accounts receivable. No @mer accounted for more than 10% of
revenue in 2004 or 2003.

Inventories

Inventories are stated at the lower of standarti edsch approximates cost on a first-in, first-dwatsis, or market value. Cost includes
direct materials, direct labor, contracted manufanty services and manufacturing overhead. Reséovgmtentially excess and obsolete
inventory are recorded based on management’s asalfysventory levels, planned changes in produferings, sales forecasts and other
factors.

Property, Plant and Equipment

Property and equipment are stated at cost lessradated depreciation and amortization. Depreciatiotd amortization are computed
financial reporting purposes principally using #teight-line method over the following estimateeiful lives: machinery and equipment, 3-
5 years; computer equipment and software, 3 y&awsiture and fixtures, 5 years; buildings and é&add improvements, the lesser of their
economic life or the term of the underlying lea&ssets being installed or under construction acevshas construction in progress.
Construction in progress is valued based on expediincurred up to the balance sheet date. Wieendnstructed asset is ready for its
intended purpose, the total cost is transferradtigaelevant asset class and depreciation commenhicesost of repairs and maintenance is
charged to operations as incurred. Gains and loese#iing from disposals of assets are refleatatié year of disposition.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase prier the estimated fair value of the tangible iatehgible net assets acquired in the
Company’s acquisitions of lllumeSys Pacific, Int1997, Ciphergen Technologies, Inc. in 1998 amh&igen Biosystems KK in 2002 and
2004. Goodwill is reviewed for impairment at leashually and in the interim whenever events or gearnn circumstances indicate that the
carrying amount of goodwill may be impaired. Upaloption of SFAS 142, the Company performed a ttemsil goodwill impairment
assessment and noted no such impairment of goodwiill
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Other intangible assets represent a technologgdiEacquired in connection with the settlemenitigiition in 2003 which is stated at
cost and is being amortized on a straight-linesaser its estimated useful life of 17 years. Othtangible assets are reviewed for
impairment whenever events or changes in circurastamdicate that the carrying amount of an assgtmo longer be recoverable.

Long-lived Assets

Long-lived assets, such as property, plant andpagemt and purchased intangible assets, are revitaw@dpairment when events or
changes in circumstances indicate the carrying atnafuan asset may not be recoverable. Recovesalsiimeasured by comparison of an
asset group’s carrying amount to future net undisted cash flows the asset group is expected tergen If such assets are considered to be
impaired, the impairment to be recognized is masbby the amount by which the carrying amount efahsets exceeds the projected
discounted future net cash flows arising from thgess. Other long-term assets consist primarith@bffering costs of the convertible senior
notes and security deposits for the Company’s teéesslities.

Revenue Recognition

Revenue from product sales is recognized upon ptahipment, provided no significant obligationsegn and collection of the
receivables is reasonably assured. Revenue frgopislgi and handling is generally recognized upomipeb shipment, based on the amount
billed to customers for shipping and handling. Télated cost of shipping and handling is includedast of revenue upon product shipment.

Revenue from sales of separately priced softwaydymts is recognized when realized or realizabteesrned, which is when the
following criteria are met:

persuasive evidence of an agreement exists,
the price is fixed or determinable,

the product has been delivered,

no significant obligations remain, and

collection of the receivable is deemed probable.

The Company generally includes a standard 12-mwathanty on its instruments and accessories iffidime of a maintenance contract
upon initial sale. The Company also sells separgmeted maintenance (extended warranty) contradigch are generally for 12 or
24 months, upon expiration of the initial warrarityp distinction is made between a standard warrantya maintenance (extended warranty)
contract. Coverage under both the standard andidadewarranty maintenance contracts is identioetaBse Ciphergen does not offer
traditional warranties but enhances them suchthiegt are identical to separately priced mainten@ocgracts, they are accounted for in the
same way. Revenue for both the standard and exdemdeanty maintenance contracts is deferred arohrézed ratably over the
maintenance contract term. Related costs are ezgeassincurred. Factors that affect the Compangisamty costs include the number of
installed units, historical and anticipated ratewarranty claims, and cost per claim.

For revenue from Biomarker Discovery Center cosrand other consulting contracts, if elementsspesifically tied to a separate
earnings process, then revenue related to an etésniatognized when the specific performance albilin associated with that element is
completed. When revenues for an element are notfadly tied to a separate earnings process, treyrecognized ratably over the term of
the agreement. Revenue from Biomarker Discoverytélerervices and other consulting contracts isgeized at the completion of key sta
in the performance of the service as describedphé@gen’s agreement with the customer. Often tleoaly a single element, namely
delivery of a scientific report
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upon completion of Ciphergen’s analysis of custosznples, in which case the Company recognizéseatevenue upon the conclusion of
the project when all deliverables have been praiidehe customer. Revenue is deferred for feesived before earned. Ciphergefraining
is billed based on published course fees and tlmep@ny generally recognizes revenue as the traisipgovided to the customer.

For revenue arrangements with multiple elementsatedelivered at different points in time (formexple, where Ciphergen has
delivered the hardware and software but is alsmated to provide services, maintenance and/anitrg), the Company evaluates whether
delivered elements have standalone value to thermes, whether the fair value of the undelivereshednts is reliably determinable, and
whether the delivery of the remaining elements@bpble and within the Compasytontrol. When all these conditions are met, thengany
recognizes revenue on the delivered elementsylbae of these conditions is not met, the Compaeigrd the recognition of revenue until
these conditions are met or all elements have elvered. Fair values for ongoing maintenancebased upon separate sales of renewals to
other customers. Fair values for services, sudhaasng or consulting, are based upon separaés $8l the Company of those services to
other customers.

Research and Development Costs

Research and development expenditures are charggetations as incurred. Research and developrostd consist primarily of
payroll and related costs, materials and suppkesl in the development of new products, and ferbktpaonsultants and outside service
providers. Software development costs incurrethénresearch and development of new products aenegg as incurred until technological
feasibility is established. To date, products apgrades have generally reached technological fdigsdnd have been released for sale at
substantially the same time.

Advertising Costs
The Company expenses advertising costs as incuktartising costs were $665,000 in 2004, $279,;0602003, and $354,000 in 2002.

Stock-based Compensation

The Company accounts for its stock-based emploga®ensation arrangements using the intrinsic vialethod of accounting.
Unearned compensation expense is based on theedifg, if any, on the date of the grant betweerfidineralue of the Company’s stock and
the exercise price. Unearned compensation is aredrand expensed using an accelerated method. drhpady accounts for stock issued to
non-employees using the fair value method of actiogn
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Had compensation expense for options granted tdogmxps, officers and directors been determineddardair value at the grant date,
the Company’s net loss per share would have inetetmsthe pro forma amounts indicated below (iufamds, except per share data):

Years Ended December 31

2004 2003 2002

Net loss as reporte $(19,841) $(36,747) $(29,072)
Add: Employee stock-based compensation expensported

net income, net of ta 621 1,368 2,148
Less: Employee stock-based compensation expenserdetd

under the fair value method, net of | (6,369) (4,782) (4,927)
Pro forma net loss $(25,58% $(40,167) $(31,85)
Basic and diluted net loss per shz

As reportec $ (068 $ (1.31) $ (108

Pro forma $ (08 $ (143 $ (118

The value of each option grant was estimated onl&ite of grant using the Black-Scholes option-pgainodel in 2004, 2003 and 2002
with the following weighted assumptions:

Stock Option Plan Employee Stock Purchase Pla
2004 2003 2002 2004 2003 2002
Assumptions
Risk-free interest rat 3.2% 2.7% 4.1% 1.9% 1.1% 1.3%
Expected life 5 years 5 years 5 years 0.5 yeal 0.5 yeal 0.5 yeal
Expected volatility 93% 69% 60% 93% 69% 60%
Expected dividend yiel — — — — — —
Weighted average fair value
Exercise price less than
market price $ — 3 — $ — $ 143 $ 1183 $ 111
Exercise price equal to
market price 5.56 3.61 2.53 — — —

Exercise price greater than
market price — — — — — _

The expected average life is based on the assumipigd stock options on average are exercised IS yéter they are granted. The risk-
free interest rate was calculated in accordande thié grant date and expected average life.

Income Taxes

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

Foreign Currency Translation

The functional currency of Ciphergen Biosystems iKithe Japanese yen. Accordingly, all balance simtunts of this operation are
translated into U.S. dollars using the current excje rate in effect at the balance sheet dateréMemues and expenses of Ciphergen
Biosystems KK are translated using the averageamghrates in effect during the period, and theggand losses from foreign currency
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translation are recorded directly into a separateponent of stockholders’ equity under the captideccumulated other comprehensive
income.”

The functional currency of BioSepra S.A. was thmelUpon the completion of the sale of BioSepraNavember 30, 2004, the
cumulative translation adjustment relating to Bipewas included in the determination of the gairite sale.

The functional currency of all other non-U.S. opierss is the U.S. dollar. Accordingly, all monetagsets and liabilities of these foreign
operations are translated into U.S. dollars aterurperiod-end exchange rates and non-monetarisasse related elements of expense are
translated using historical rates of exchange.nreand expense elements are translated to U.&rsloBing average exchange rates in effect
during the period. Gains and losses from the foreigrrency transactions of these subsidiariesear@rded as other income or loss in the
statement of operations, and were not materigdffgrears presented.

Recent Accounting Pronouncements

In October 2004, the American Jobs Creation AQGf4 (“Jobs Act”) was signed into law by the Presidof the United States. The
Jobs Act contains numerous corporate tax changesiding eliminating a tax benefit relating to UgBoduct exports, a lower U.S. tax rate on
non-U.S. dividends and a new deduction relating to th&nufacturing. The Company is in the process afuating this legislation. Howewv
the Jobs Act is not anticipated to materially afthe Company’s consolidated financial positiorsutes of operations or cash flows.

In November 2004, the Financial Accounting Standd@dard (“FASB”) issued Statement of Financial Acgting Standards (“SFAS”)
No. 151 ,“Inventory Costs, an amendment of ARB 43, Chapte6S#AS No. 151 requires certain inventory costbéaecognized as current
period expenses. This standard also provides goédim the allocation of fixed production overheadts. This standard is effective for
inventory costs incurred during fiscal years begigrafter June 15, 2005. The Company will adops #ttandard in fiscal 2006. The Company
has not yet determined the impact, if any, thiaddad will have on the financial statements of@wenpany.

In December 2004, the FASB issued SFAS No. 123ifRdy, “Share-Based Paymernithis standard revises SFAS No. 123, APB 2t
related accounting interpretations, and eliminéitesuse of the intrinsic value method. As notediprssly, the Company currently uses the
intrinsic value method of APB 25 to value stockiops, and accordingly, no compensation expensééas recognized for stock options.
This standard requires the expensing of all staded compensation, including stock options, ugiedgdir value method. For the Company,
the effective date of this standard will be Jul2@05. The Company has not yet determined the ittpacstandard will have on its financial
statements.

In December 2004, the FASB issued SFAS No. 153¢chBrges of Nonmonetary Assets—An Amendment of ARBIOn No. 29,
Accounting for Nonmonetary Transactions”. SFAS gtfinates the exception from fair value measurdrfmmonmonetary exchanges of
similar productive assets in paragraph 21(b) of ARBnion No. 29, “Accounting for Nonmonetary Traogans,” and replaces it with an
exception for exchanges that do not have commesuatadtance. SFAS 153 specifies that a nonmonetahaage has commercial substanc
the future cash flows of the entity are expectech@nge significantly as a result of the exchafgAS 153 is effective for fiscal periods
beginning after June 15, 2005 and is required tadmpted by Ciphergen in the third quarter of 200% Company is currently evaluating the
effect that the adoption of SFAS 153 will have tsnconsolidated financial position, results of @pens and cash flows, but does not expe
to have a material impact.
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2. Marketable Securities and Other Investments

The Company had no marketable securities at Dece®ih@004.
summarized as follows as of December 31, 200h(ngands):

Corporate debt securities maturii
Within one yea
Between one to five years

Marketable securities, which were df@skas available-for-sale, are

Gross
Amortized Unrealized
Aggregate
Cost Losses Fair Value
$12,35¢ $(7) $12,35!
$12,35¢  $(7) $12,35:

During 2004, the Company sold certain securitiésrfio their maturity date to meet operating nedd total amortized cost of the
securities sold prior to maturity during the yearswiot material. The loss on these sales was atsnaterial. During 2003, no marketable

securities were sold prior to maturity.

At December 31, 2004 and 2003, the Company hadwasiment in a fixed rate annuity with a fair vabf@pproximately $2.2 million
and $2.1 million, respectively. On February 28,208e Company exercised its option to renew thriéy for one year at an estimated

interest rate of 3.0% per annum.

3. Inventories (in thousands)

Raw materials
Work in progres:
Finished goods

December 31

2004 2003
$2,822 $2,791
1,40C 1,32C
2,697 4,18¢
$6,91¢  $8,30C

Inventory at December 31, 2003 included approxifya8,210 of process chromatography sorbents. OreMder 30, 2004, all process
chromatography sorbent inventory was sold as gaheosale of the BioSepra business.

4. Property, Plant and Equipment, Net (in thousads)

Land

Buildings and improvemen
Machinery and equipme!
Leasehold improvemen
Computers and equipme
Furniture and fixture
Construction in progress

Less: Accumulated depreciation and amortization

2004 2003
$ — $ 499
— 3,646
14,557 16,901
3,616 4,388
1,992 2,291
896 1,053
298 767
21,359 29,545
(12,044)  (13,654)
$ 931F § 15,891

Property, plant and equipment included $4,145 iod Jéuildings and improvements under capital leas&ecember 31, 2003. Property,
plant and equipment also included $184 and $23dawhinery and equipment under capital leases atrbleer 31, 2004 and 2003,
respectively. Accumulated amortization of assetienrcapital leases totaled $143 and $1,037 at Dieseef1, 2004 and 2003, respectively.
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Construction in progress at December 31, 2004 808 Pepresents manufacturing equipment being aodtinstalled at the Company’s
Fremont, California facility to automate certairopesses in the production of ProteinChip Arrays ifajority of the automated
manufacturing equipment went into service in 2G04 the remainder is expected to be fully operationearly 2005.

Depreciation expense for property, plant and eqeinvas $4,741 in 2004, $4,112 in 2003 and $3,02002.
Approximately $6,081 of net property, plant andipment was included in the sale of the BioSeprartass on November 30, 2004.

5. Purchase of Additional Ownership Interest in @ohergen Biosystems KK

In January 1999, the Company formed Ciphergen Biesys KK and took a 30% equity interest in thisfeienture 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%. On March 23, 2004, the Company acquinedemaining 30% equity stake in
Ciphergen Biosystems KK, bringing its total ownédpsio 100%, in order to facilitate further expamsimf the Company’s activities in Japan.
The Company paid $1.0 million in cash to SC Bio8ces (a unit of Sumitomo Corporation) for the fiB8P6 of the shares of Ciphergen
Biosystems KK common stock. Acquisition costs wiermaterial. The acquisition was accounted for usirgpurchase method of
accounting.

The total purchase price was allocated to the estichfair value of assets acquired and liabiliéiesumed as follows (in thousands):

Tangible net assets acquirt

Accounts receivable, net, and other current a $ 1,804
Inventories 218
Property and equipme 281
Other tangible asse 101
Accounts payable and accrued liabilities, includivayking capital loan (2,221)
Capital lease obligations (18)
165

Excess of purchase price over net assets acquired 835
$ 1,00C

The amount of the purchase price in excess of¢h@ssets acquired was recorded as goodwill aexhisiated for impairment at least
annually and more frequently if circumstances watra
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6. Sale of BioSepra Business

On November 30, 2004, Ciphergen completed thetsdhall Corporation of its wholly-owned French sdizy, BioSepra S.A., along
with selected other assets (together “the BioSkpsiness”). The sale of the BioSepra business gtatbnet proceeds of approximately $27.0
million. An additional $1.0 million is being held an interest-bearing escrow account for one ygam which claims for selling price
adjustments may be made by the buyer. The Compaognized an $18.5 million gain on this sale, sunmad as follows (in thousands):

Net proceeds

Cash proceeds receiv $28,37¢
Less: Posclosing adjustment owed to buy (1,044
Less: Transaction costs (321)
27,011

Cost basis
Accounts receivable, net, and other current a: 2,79t
Inventories 5,294
Property, plant and equipment, | 6,081
Other tangible asse 210
Patents 210
Developed product technolos 2,82¢
Goodwill 1,38C
Accounts payable and accrued liabilit (1,97¢€)
Capital lease obligatior (2,97¢)
Other lon¢-term liabilities (629)
Cumulative translation adjustment (4,73))
8,484
Gain on sale of BioSepra business $18,52

As a result, Ciphergen reported the BioSepra basias a discontinued operation beginning in thetiaquarter of 2004 and restated all
prior periods presented in the statements of ojp@sbn a comparative basis.

The operating results of the BioSepra businesprasented in the following table (in thousands):

Eleven

Months

Ended
November 30, Years Ended December 31

2004 2003 2002

Revenue 8,39¢ 14,73¢ 10,09z
Gross profit 4,921 9,482 6,70€
Operating expenst 6,281 6,62¢ 4,937
Operating income (los! (1,360) 2,854 1,76¢
Income (loss) before income tax (2,3779) 3,60t 1,692
Income tax provisiol 63 1,454 105
Income (loss) from discontinued operations, neag (1,440 2,151 1,58¢

7. Goodwill and Other Intangible Assets

The Company adopted SFAS 142 on January 1, 20C#Ifgoodwill and other intangible assets. As ailtegjoodwill is no longer
amortized but rather tested for impairment at leastually and in the interim whenever circumstandiate that goodwill may be impaired.
Upon adoption, the Company performed

70




a transitional goodwill impairment assessment astdaino such impairment of goodwill. The Comparspglerformed annual impairment
tests in 2002, 2003 and 2004, and determined thahpairment had occurred. Goodwill and other igthle assets consisted of the following
(in thousands):

December 31, 200 December 31, 200:
Gross
Carrying Accumulated Gross Accumulated
Carrying
Amount Amortization Total Amount Amortization Total
Non-amortizing:
Goodwill $ 2,52¢ $ — $2,52¢ $ 2,87C $ — $2,87C
Amortizing:
Acquired completed technolog — — — 5,400 1,865 3,535
Patents — — — 400 138 262
Acquired license related to litigation
settlemen 5,156 2,116 3,040 4,118 906 3,212

$ 7,68F $2,11€ $5,56¢ $12,78¢ $2,90¢ $9,87¢

Additions to goodwill and other intangible assaiagisted of $835,000 of goodwill recorded uponabeuisition of the remaining 30%
equity stake in Ciphergen Biosystems KK, $203,08@ea to goodwill for a tax settlement in 2004 reteto the acquisition of BioSepra in
2001, and approximately $1.0 million paid in licerises related to a litigation settlement. Deletioonsisted of approximately $1.4 millior
goodwill written-off against the gain on the safdh® BioSepra business. Amortization expenselfese intangible assets was (in thousands):

2004 2003 2002
Acquired completed technology $ 707 $ 772 $772
Patent:s 53 57 57
Acquired license related to litigation settlement 1,210 906

$197C $1,73t $829

Annual amortization expense for these intangibfessis expected to be approximately $1,209,0@0@5; $1,209,000 in 2006;

$622,000 in 2007; and zero in subsequent years.rimation expense for the acquired license relatetie litigation settlement is charged to
cost of revenue.

The acquired license is amortized to cost of regeitus related to the May 28, 2003 litigationtkeshent between Ciphergen and
Molecular Analytical Systems, Inc. (“MAS”), LumiGgt Inc. (“LumiCyte”), and T. William Hutchens whéxethe Company acquired the
undisputed exclusive rights granted to MAS undé¢emta licensed from Baylor College of Medicine &lnel parties released all claims against
each other. These patent rights refer to techndkoagyvn as SELDI-TOF-MS, and provide the Companyhwit exclusive worldwide license
and right to sublicense the technology and to coroialize any and all products, information and g=s derived from the technology
without limitation.

Furthermore, LumiCyte assigned all rights granted from MAS and related to the Baylor CollegeMdédicine patents to the Company
without restriction. As part of the settlement:

(@) Ciphergen paid LumiCyte $3.0 million in cash;
(b) Ciphergen issued to LumiCyte 1,250,000 shares pii€€gen common stock which were valued at $7.8anjlland

(c) Ciphergen agreed to pay license fees to MAS baselerevenues Ciphergen and its affiliates ddrwe the SELDI technology
and recognize between February 21, 2003 and Mag(®81,
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provided that such license fees will not excee® $illion during calendar year 2003 or $10.0 miilim the aggregate. Although
$10.0 million is the maximum amount that could bgable, management believes it is likely that eramaining approximately
nine years until May 2014, the Company will achieuenulative sales sufficient to reach this uppmitli Through December 31,
2004, the Company had paid or accrued a total of illlion in such license fees.

The total cost of the litigation settlement, inghglfuture license fees, is expected to be $201Bomi Management cannot predict the
amount of future revenue that will be earned okierremaining life of the technology. Therefore, libense fees are not recognized based on
revenue. Rather, the license rights are treatesh &stangible asset that the Company purchasedar@namortized over its 17-year useful life,
from April 1997 to May 2014, using the straightdimethod. Of the total anticipated settlement cos$20.8 million, $7.3 million was
attributed to periods prior to April 1, 2003 andgersed in the second quarter of 2003. $906,00Gamastized to cost of revenue in the
remainder of 2003, $1.2 million was amortized tetaf revenue in 2004, and the remaining $11.4ionilwill be amortized to cost of reven
in future periods through the second quarter o#20he cost is being prorated between cost of misdevenue and cost of services revenue
based on the ratio of SELDI-based products revém@&ELDI-based services revenue.

8. Accrued Liabilities (in thousands)

December 31

2004 2003
Payroll and related expenses $2,02z $2,984
Compensated absenc 1,331 1,738
Legal and accounting fei 1,045 1,025
Tax-related liabilities 374 2,344
Accrued interest on convertible senior nc 450 484
Pos-closing adjustment owed to buyer of BioSepra buss 1,044 —
Other accrued liabilities 1,233 920

$7,49¢ $9,49¢

9. Warranties and Maintenance Contracts

Ciphergen has a direct field service organizati@t provides service for its products. The Compgeryerally includes a standard
12 month warranty on its ProteinChip Systems, Bi@teip Tandem MS Interfaces and accessories ifotime of a maintenance contract ug
initial sale, after which maintenance and suppa@y time provided under a separately priced contrash@n individual call basis. Ciphergen
makes no distinction between a standard warrardyaamaintenance (extended warranty) contract. Tdrapany substitutes a maintenance
contract in place of a standard 12-month warrantit®instruments and accessories upon initial €2ifghergen also sells separately priced
maintenance (extended warranty) contracts, whietganerally for 12 or 24 months, upon expiratiothefinitial warranty. Coverage under
both the standard and extended warranty mainter@mteacts is identical. Because the Company dogsffer traditional warranties but
enhances them such that they are identical toaparately priced maintenance contracts, managenetiaves it is appropriate to account for
them in the same way. Revenue for both the starataddextended warranty maintenance contracts éeefand recognized on a straight
basis over the period of the applicable maintenaooéract. Related costs are recognized as incurred
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Changes in product warranty obligations, includsegarately priced maintenance obligations, dutiegyears ended December 31, 2004
and 2003 were as follows (in thousands):

2004 2003
Balance at beginning of period $ 344z $ 1,80C
Add: Costs incurred for maintenance contracts
2,664 2,009
Revenue deferred for separately priced maintenemicgacts 5,473 5,221

Less: Settlements made under maintenance contracts
(2,664) (2,009
Revenue recognized for separately priced mainteneootracts (5,137) (3,579

Balance at end of period $ 3,77¢ $ 3,442

10. Long-term Debt and Capital Leases
4.5% Convertible Senior Notes Due 2008

On August 22, 2003, the Company closed the sak3@f0 million of convertible senior notes due Sepier 1, 2008. Offering costs wi
approximately $1.9 million. Interest on the notegi5% per annum on the principal amount, payabt@annually on March 1 and
September 1, beginning March 1, 2004. The effedtiterest rate is 5.85% per annum. The notes areectible, at the option of the holder, at
any time on or prior to maturity of the notes istwares of the Company’s common stock initially abaversion rate of 108.8329 shares per
$1,000 principal amount of the notes, which is ¢ta conversion price of approximately $9.19 glere. The conversion price, and hence
the conversion rate, is subject to adjustment uperoccurrence of certain events, such as stodk,sgpiock dividends and other distributions
or recapitalizations. Because the market valud®@ttock rose above the conversion price betweedai the notes were priced and the
closing date, the Company recorded a discount @& /%2000 related to the intrinsic value of the e conversion feature resulting from
this price change and the fact that the initiakchaser of the notes was not required to purchasedtes until the closing date. Immediately
after the closing, Ciphergen common stock had &etaurice of $10.01 per share, or $0.82 per shigteeh than the conversion price. The
value of the beneficial conversion feature wasmeiteed by multiplying this difference in the perasé price of Cipherges’common stock
the 3,264,987 underlying shares. This amount wilamortized to interest expense using the effeatiezest method over the five-year term
of the notes, or shorter period in the event ofvession of the notes. Amortization in 2004 and 286®unted to $536,000 and $192,000,
respectively.

The notes are the Company’s senior unsecured ébligaand rank on parity in right of payment withad the Company’s existing and
future senior unsecured debt and rank senior t€trapany’s existing and future debt that exprepstyides that it is subordinated to the
notes. The notes are also effectively subordinateidht of payment to the Company’s existing antlife secured debt, to the extent of such
security, and to its subsidiarid&bilities. The indenture does not limit the inemce by the Company or its subsidiaries of othéeltednes

The Company may redeem the notes at its optiowhivle or in part, at any time on or after Septenihe2006 at specified redemption
prices plus accrued and unpaid interest, provitlatithe notes will be redeemable only if the clggirice of the stock equals or exceeds 1
of the conversion price then in effect for at [e2Btrading days within a period of 30 consecutiaeling days ending on the trading day
before the date of the notice of the redemptiore 31264,987 shares that could be issued if all edible senior notes were converted into
common stock have not been included in the caliculatf loss per share, as these potential commareshare antidilutive. Upon a change of
control, each holder of the notes may require thm@any to repurchase some or all of the noteseatifigd redemption prices, plus accrued
and unpaid interest. The debenture contains apgidrothat entitles the holder to require the Comyp redeem the debenture at a price €
to 107.5% of the principal balance upon a changmimrol of the Company prior to August 31, 2008 4685.0% thereafter. The Company
does not
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anticipate that the put option will have signifitaalue because no change of control is curremthitemplated.

The notes and common stock issuable upon conveo$ithre notes were registered with the U.S. Seesrand Exchange Commission
Form S-3 on October 8, 2003, and at December 314 a0 notes remained issued and outstanding.

Equipment Financing Loan

In June 2003, the Company entered into a loan aodrisy agreement with General Electric Capitaloation to obtain financing for
up to $5.0 million of capital equipment purchasdse loan is collateralized by the equipment beingrfced as well as certain other assets of
the Company. As of June 30, 2004, the last day lmolwthe Company could draw against this facilihge Company had financed $2.1 mill
of capital equipment purchases through this fgcéitan annual interest rate of 7.48%, repayabtaadnthly installments over 36 months from
the date of each drawdown under the agreementf Bea@ember 31, 2004, the balance outstanding oto#re including interest charges, v
approximately $1.3 million, with the final paymesgheduled for July 1, 2006.

Capital Leases

The Company leases certain machinery and equipimdapan under capital lease agreements with Smmitdorporation and other
independent finance companies; these leases etpraious times through July 31, 2009. The intera@es are fixed rates. The weighted
average interest rate was 5.0% at December 31, 2004

As of December 31, 2004, future minimum lease paymender capital lease agreements were as folliovtsousands):

2005 $ 18
2006 12
2007 12
2008 5
2009 1
2010 and after =
Total minimum lease payments 48
Less: amount representing interest 4)

Present value of minimum lease payments 44
Less: Current portion (16)
Non-current portion $ 28

11. Foreign Currency Contracts

During the year ended December 31, 2004, the Coyngatered into foreign currency forward contractstanage 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 omtvarid exchange contracts largely offset the efféetxchange rate changes on the
intercompany loan. As of December 31, 2004, thezeevmo forward contracts outstanding. Net realfbeeign currency gains and losses
related to foreign currency forward contracts wearded in other income (expense) in the CongmlitiStatements of Operations and were
not material for the year ended December 31, 2004.
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12. Commitments and Contingencies
Operating Leases

The Company leases various equipment and facitibissipport its worldwide manufacturing, reseansti development, Biomarker
Discovery Center, and sales and marketing activiietal rent expense under all leases, net okasblincome, was $3,685,000, $3,514,000,
and $2,828,000 in the years ended December 31, 2008 and 2002, respectively. The Company leasésemont facility under a non-
cancelable operating lease that expires on Jul@18. The lease provides for escalations of Ipagenents of approximately 4% per year.
Sublease income paid by a tenant at the Compamgiadnt facility was $0 in 2004 and 2003, and $408.i& 2002.

As of December 31, 2004, future minimum paymentseumon-cancelable operating leases were as follovthousands):

2005 $ 4,371
2006 3,904
2007 3,800
2008 2,358
2009 and after 520

$ 14,95¢

Inventory Purchase Obligations

At December 31, 2004, the Company had non-canaekpeements with certain vendors obligating Cigéerto purchase
approximately $500,000 of inventory during 2005.

Joint Development Agreement

In February 1995, the Company entered into a évielopment agreement with Stanford Research Sgstgiith was amended in
June 2000. It provided for the issuance of a wf&49,113 shares of Series B preferred stock @ghievement of specified development
milestones. All preferred stock converted to comretmtk on a one-for-one basis on September 26, 20€@njunction with the Company’s
initial public offering. Through December 31, 198Xotal of 712,613 shares of preferred stock wsemged under the agreement. During 2!
two additional milestones were attained and 258@0es of preferred stock valued at $379,000 ar@D0Xhares of common stock valued at
$142,000 were issued, respectively. In 2001, & t6td1,600 common shares valued at $268,000 vesteed upon the attainment of four
additional milestones. In 2002, 49,450 common sheatued at $131,000 were issued upon completi@ennoilestone. No shares were issued
pursuant to this agreement in 2003 or 2004. Thainging 96,750 shares will be issued as common sipok the achievement of additional
milestones. The value of these shares will be texmbas research and development expense whenvbleplaent milestones are achieved.

Non-Cancelable Collaboration Obligation

The Company has entered into an agreement to fldgidmaarker Discovery Center collaboration with Ttehns Hopkins University
School of Medicine. Under this agreement, Ciphetggman obligation to fund a total of $914,000tfer period from December 2004 to
November 2005, payable quarterly. The unfunded cionmemt is cancelable with 90 days noti
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13. Stockholders’ Equity
At December 31, 2004 and 2003, 5,000,000 sharpeetdrred stock were authorized, but no shares igsued or outstanding.

14. Stock Options, Warrants and Employee Stock Rohase Plan
1993 Stock Option Plan

The Company has no shares of common stock res@wedle to employees, directors or consultanteuitd 1993 Stock Option Plan
(the “1993 Plan”). Under the 1993 Plan, optionsenganted at prices not lower than 85% and 100¢eofair market value of the common
stock for nonstatutory and statutory stock optisaspectively. Options are exercisable when graateblsuch unvested shares are subject to
repurchase upon termination of employment. Shdwddemployment of the holders of common stock stiltfjerepurchase terminate prior to
full vesting of the outstanding shares, the Compaay repurchase all unvested shares at a pricghpee equal to the original exercise price.
Options generally vest monthly over a period oéfixears and unexercised options generally expirgdars from the date of grant. At
December 31, 2004, a total of 4,637 shares of camstmck were subject to repurchase by the Compoaywaighted average repurchase
price of $3.49 per share. Since the Company’saingtiiblic offering, no options have been grantedeurthe 1993 Plan. During 2002, 2003
and 2004, options for 59,427, 84,731 and 30,928 shaere exercised, respectively. Options for 88,24,319 and 47,672 shares were
canceled during 2002, 2003 and 2004, respectiaely,the shares reserved under the 1993 Plan wdreaee by the same amount.

2000 Stock Plan

In April 2000, the stockholders approved the 20Giris Plan (the “2000 Plan”pAt December 31, 2004, the Company had 791,828 s
of common stock reserved for sale to employeescttirs and consultants under this stock option. plaaler the 2000 Plan, options may be
granted at prices not lower than 85% and 100%efair market value of the common stock for nonstal and statutory stock options,
respectively. Options generally vest monthly oveedod of five years and unexercised options galyeexpire ten years from the date of
grant. During 2002, options for 1,183,400 sharesevgeanted, options for 2,666 shares were exercaatioptions for 126,634 shares were
canceled. During 2003, options for 1,221,950 shaese granted, options for 87,450 shares were megtcand options for 186,553 shares
were canceled. During 2004, options for 1,742,625 es were granted, options for 53,900 shares eaneised, and options for 640,199
shares were canceled.

On January 1, 2003, 2004 and 2005 an addition@0]000, 1,400,000 and 900,000 shares were restovessuance under the 2000
Plan, respectively.
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Activity under these two stock option plans wasadiews (in thousands, except per share data):

Weighted
Shares Options Outstanding Average
Number of Aggregate
Available Price Per Exercise
For Grant Shares Share Price Price

Balances, January 1, 2002 336 230C $ 0.2:-850 $10,67C $4.61
Shares reserved for the 2000 F 1,15C —
Reduction in shares reserv (82) —

Options grante: (1,183) 1,18¢ 3.1(-5.98 5,464 4.62

Options canceled/shares repurche 209 (206) 1.1€-8.50 (961) 4.65

Options exercised — (62) 0.2:-5.78 (133) 2.14

Balances, December 31, 2002 430 3,21t 0.23-8.50 15,04C 4.68
Shares reserved for the 2000 F 1,10C —
Reduction in shares reserv (25) —

Options grante: (1,222) 1,22z 4.35-11.96 8,107 6.63

Options canceled/shares repurche 211 (211) 1.1€-6.74 (1,022 4.84

Options exercised — (172) 0.35-8.50 (717) 4.7

Balances, December 31, 2003 494 4,054 0.2:-11.96  21,40¢ 5.28
Shares reserved for the 2000 F 1,40C —
Reduction in shares reserv 47 —

Options grante: (1,743) 1,74z 3.2¢-9.99 13,37¢€ 7.68

Options canceled/shares repurche 688 (687) 1.1€-11.96 (4,088) 5.95

Options exercised — (85) 0.35-8.50 (329) 3.88

Balances, December 31, 2004 792 5,025  $0.2211.9¢ $30.361 $6.04

The options outstanding and currently exercisaplevdighted average exercise price at December@®Y Zere as follows:

Options Outstanding Options Exercisable
Range of Weighted

Average Remaining Weighted Weighted
Exercise Number Contractual Life Average Number Average
Prices (in thousands) (Years) Exercise Price  (in thousands) Exercise Price
$ 0.23-3.43 294 6.7 $ 261 183 $ 2.20
$ 3.4¢ 829 5.3 $ 3.4¢9 829 $ 3.49
$ 3.6-4.35 707 8.8 $ 4.06 166 $ 4.26
$ 4.4-453 611 7.6 $ 451 301 $ 451
$ 4.8¢-6.08 513 7.0 $ 5.74 325 $ 5.73
$ 6.3¢8.50 544 7.4 $ 7.57 330 $ 7.64
$ 8.5:-8.64 688 9.2 $ 8.58 94 $ 8.58
$ 9.0:-9.60 679 8.7 $ 9.44 293 $ 9.52
$9.75-11.29 114 9.0 $10.14 22 $10.21
$ 11.96 46 8.7 $11.9¢ 12 $11.9€
$0.23-11.96 5,02& 7.7 $ 6.04 2,55E $ 5.36

Stock-Based Compensation

During the years ended December 31, 2002, 2002604, the exercise prices of all options granterkvegual to fair market value on
the dates of grant. During the period from ApribI%hrough December 31, 2004, the Company reca@déd® million of stock-based
compensation related to stock options granted nswltants and employees. For options granted teultamts, the Company determined the
fair value of the options using the Black-Scholpsan pricing model with the following
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assumptions: expected lives of five years; weiglateetage risk-free rate calculated using rates detwd.5% and 6.2%; expected dividend
yield of zero percent; volatility of 75% and deenwedues of common stock between $0.35 and $14.68h@e. Stock compensation expe
was recognized in accordance with an acceleratedtaation method, over the vesting periods ofriidated options, which are generally f
years.

The allocation of stock-based compensation expbpd$enctional area was as follows (in thousands):

Years Ended December 31

2004 2003 2002
Cost of revenue $45 $ 81 $ 124
Research and developmt 37 187 (36)
Sales and marketir 93 274 398
General and administrative 427 876 1,586
Total stock-based compensation $602 $1,418 $2,07z

Warrants

At December 31, 2002, warrants to purchase 9,0afeshof common stock were outstanding, at a weilginerage exercise price of
$3.54 per share. These warrants were exerciseahoeted during 2003, and at December 31, 2003 @4, 20 warrants remained
outstanding.

Employee Stock Purchase Plan

In April 2000, the stockholders approved the 20@iplbyee Stock Purchase Plan, under which eligiblpleyees may purchase
common stock of the Company through payroll dedusti Purchases are made semi-annually at a price &xqthe lower of 85% of the
closing price on the applicable offering commencentkate or 85% of the closing price at the endhefgurchase period. At December 31,
2004, the Company had 250,040 shares of commok steerved for purchase by employees under this Blaring 2002, 2003 and 2004,
purchases of 175,519, 310,026 and 306,209 shasgmatively, were made under this Plan. There wactivity under this plan in 2000.

On January 1, 2003, 2004 and 2005 an additiongDR50 290,795 and 180,000 shares, respectivelye meserved for purchase under
2000 Employee Stock Purchase Plan. On June 3, t®4tockholders approved an additional 250,0@@eshto be reserved for this Plan.

15. Income Taxes

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

The Company has incurred income tax liabilitiesnaniily in France and Japan, as well as in mosh@fther countries outside the U.S.
in which it operates.The Company’s provision fadme taxes was due to current foreign income taxesh were $172,000, $1.4 million
and $61,000 for the years ended December 31, 2008 and 2002, respectively, including discontinapdrations. Excluding discontinued
operations, current foreign income taxes were geese of $109,000, a benefit of $47,000 and a berfef44,000 for the years ended
December 31, 2004, 2003 and 2002, respectively.

Based on the available objective evidence, managebsdieves it is more likely than not that the deterred tax assets will not be fully
realizable. Accordingly, the Company has providddllavaluation allowance against its net defertaxi assets at December 31, 2004.
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Net deferred tax assets (liabilities) consistetheffollowing (in thousands):

December 31

2004 2003

Depreciation and amortization $ 1051 $ 1,21¢
Other 7,095 4,505
Research and development and other cr: 6,685 5,500
Net operating losse 42,365 39,026
Deferred tax assets 57,196 50,250
Less: Valuation allowance (57,196)  (50,250)

$ —  $ =

Reconciliation of the statutory federal income ttate to the Company’s effective tax rate:

2004 2003 2002

Tax at federal statutory rate (B4)% (B34)% (34)%
State tax, net of federal bene (6) (6) (7
Research and development cre 4) (5) 3)
Change in valuation allowan: 35 43 44
Stoclk-based compensatic 1 2 2
Foreign tax rate difference and otl 3 4 (2)
Gain on sale of BioSepra 6 — —
Provision for income taxes lop 4o _ Qop

Pre-tax U.S. losses were $21.4 million, $39.8 orilland $31.3 million and pre-tax foreign income wa8 million, 4.6 million and $2.3
million in 2004, 2003 and 2002, respectively, imthg discontinued operations. Excluding discontthoperations, pre-tax U.S. losses were
$38.4 million, $39.5 million and $30.0 million apde-tax foreign income or losses were income o8 $dillion, income of $641,000 and a
loss of $629,000 in 2004, 2003 and 2002, respdygtive

As of December 31, 2004, the Company had net apgrkitss carryforwards of approximately $122.2 iiilfor federal and
$15.7 million for state tax purposes. If not utiiz these carryforwards will expire beginning i©20or federal purposes and 2005 for state
purposes.

The Company had research credit carryforwards pfagmately $4.0 million and $3.7 million for fedgrand state income tax purpos
respectively. If not utilized, the federal reseatokdit carryforward will expire in various amoutsginning in 2011. The California research
credit can be carried forward indefinitely.

The Internal Revenue Code limits the use of netaijpg loss and tax credit carryforwards in certtoations where changes occur in
the stock ownership of a company. In the evenCbpany has a change in ownership, utilizatiorhefdarryforwards could be restricted.

The Company has used net operating loss carryfdsaarreduce its income tax liabilities in Franod dapan. It fully utilized its French
net operating loss carryforwards in 2003, resulimbigher French income tax liability in 2003 whBioSepra generated net income, althc
this was followed in 2004 by a net loss. The Comygfaily utilized its Japanese net operating lossydarwards in 2004, resulting in higher
2004 Japanese income tax liability.

Deferred taxes are not provided for the earninge®Company’s foreign subsidiaries, as those pgsnire considered permanently
reinvested in the operations of the foreign subsiés and the Company intends to continue to rsint®undistributed international earnings
to expand its international
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operations. It is not practical to estimate the ami@f additional tax that might be payable onftreign earnings should they become subject
to U.S. tax.

16. Accumulated Other Comprehensive Income

Comprehensive income (loss) generally represehthahges in stockholders’ equity except thoseltiegufrom investments or
contributions by stockholders. The Company’s urizedl gains (losses) on available-for-sale investmand cumulative translation
adjustments represent the components of comprefeeimgiome (loss) that are excluded from the nedrime (loss).

The components of accumulated other comprehensigerie (loss), net of taxes, reflected in the cadatdd statements of stockholders’
equity (deficit) are as follows (in thousands):

December 31

2004 2003
Unrealized loss on marketable securities $— $ (O
Translation adjustments 263 4,165

$263 $4,15¢

17. Net Loss per Share

Basic net loss per share is computed by dividirtdoss for the period by the weighted average nurnobeommon shares outstanding
during the period. Diluted net loss per share mmated by dividing the net loss for the period lhg teighted average number of common
and potential common shares outstanding duringéhied, if their effect is dilutive. Potential coommshares include shares that could be
issued if all convertible senior notes were coregihto common stock, common stock subject to @pase, common stock issuable under
the Company’s 2000 Employee Stock Purchase Plahinaremental shares of common stock issuable tipoexercise of outstanding stock
options and warrants.

The following table sets forth the computation asic and diluted net loss per share for the peiiratisated (in thousands, except per
share amounts):

Years Ended December 31

2004 2003 2002
Numerator:
Net loss from continuing operatio (36,928) (38,898) (30,660)
Net income from discontinued operations 17,087 2,151 1,588
Net loss $(19,841) $ (36,747 $ (29,077
Denominator
Weighted average common shares outstan 29,273 28,257 27,173
Weighted average unvested common shares subjesppdochase (29) (103) (208)
Denominator for basic and diluted calculations 29,244 28,154 26,965
Net income (loss) per share, basic and dilu
Loss per share from continuing operati $ (1260% (1.38$ (119
Income per share from discontinued operations 0.58 0.07 0.06
Net loss per share $ (068$ (1.31)$ (1.08
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The following table sets forth the potential shasesommon stock that are not included in the difihet loss per share calculation ak
because to do so would be anti-dilutive for thequr indicated (in thousands):

December 31
2004 2003 2002

Common stock subject to repurchase 5 65 150
Stock options outstandir 5,025 4,054 3,21F
Common stock issuable under employee stock purgtias 65 85 62
Common stock warrants outstand — — 9
Shares that could be issued if all convertible memotes were converted int

common stocl 3,26E  3,26F

8,36C 7,46¢ 3,43¢

18. Employee Benefit Plans

The Company maintains the Ciphergen Biosystems 4ioit(k) Savings Plan for its U.S. employees. Tlam Rllows eligible employees
to defer up to 90%, subject to the Internal Reve®@ivice annual contribution limit, of their preteampensation at the discretion of the
employee. Under the Plan, the Company is not requo make Plan contributions. The Company hadnaate any contributions to the Plan
as of December 31, 2004.

19. Related Parties

The Company has two notes receivable from officeleted to the early exercise of stock options.s€Hell recourse notes have five-
year terms and are collateralized by the underlgingk and other personal assets. All notes rebleivalated to the early exercise of opti
become due immediately upon termination of emplayimehe following information is as of December 2004.

Principal Accrued

Name Position Date of Loan Interest Rate _ Amount Interest
John Storella Vice President, Intellectual  September 27, 200i 6.22% $ 49,08¢ $ 14,42
Property Affairs
William Rich(21) President and Chief Executive March 8, 2000 6.80% 300,000 112,04¢
Officer

(1) On March 8, 2005, Dr. Rich paid off his note andraed interest in full.

During the year ended December 31, 2002, the Coyngsoerded revenue of approximately $800,000 oessl a related party. These
sales were transactions related to the sale opetnt and consumables to the Company’s Japaneseguiture prior to August 31, 2002, at
which point the Company acquired majority control.

The Company also purchased from Stanford Reseamstiei8s $894,000 and $548,000 of inventory in 20622003, respectively,
during which time the supplier was deemed to belated party by virtue of the fact that its Presideas a member of Ciphergen’s Board of
Directors. The Company also made non-cash payniettie form of 49,450 shares of Ciphergen commoaoksto this related party in 2002
under the terms of a joint development agreem8&eate (Note 12.) This director resigned from the Baard\pril 7, 2003, and in 2004 the
vendor was no longer considered a related party.

81




20. Segment Information and Geographic Data

Ciphergen’s revenue is derived from the saleslated products and services on a worldwide badthofigh discrete components that
earn revenues and incur expenses exist, signifeogrenses such as sales and marketing and corpdrateistration are not incurred by nor
allocated to these operating units but rather emgl@yed by the entire enterprise. Additionally, theef operating decision maker evaluates
resource allocation not on a product or geographsis, but rather on an enterprise-wide basis.eftw, management has determined that
Ciphergen operates in only one reportable segmdnith is the protein research tools and collabeeagiervices business.

The following table reflects the results of the Gmmy’s sales to external customers by similar petsland services for the years ended
December 31, 2004, 2003 and 2002 (in thousandskere from discontinued operations has been exdlude

2004 2003 2002
ProteinChip Systems and related products $31,37¢ $35,872 $24,39¢
Services 8,803 7,766 4,809

$40,181 $43,63t $29,20¢

The Company sells its products and services dyréattustomers in North America, Western Europpadaand China, and through
distributors in other parts of Asia and in AustalRevenue for geographic regions reported beldyased upon the customers’ locations.
Revenue from discontinued operations has been dsallong-lived assets, predominantly machineryemdpment, are reported based on
the location of the assets.

Following is a summary of the geographic informatielated to revenue from continuing operationsland-lived assets for the years
ended December 31, 2004, 2003 and 2002 (in thoskand

2004 2003 2002
Revenue
United State: $17,63¢ $20,03¢ $17,52¢
Canads 950 2,249 1,460
Europe 9,387 10,696 5,078
Asia 12,208 10,657 5,144
Total $40,181 $43,63¢ $29,20¢
Long-lived assets
United State! $ 7306 $ 750z $ 5,882
Canade 111 208 30
Europe 958 7,018 5,846
Asia 938 1,163 1,612
Total $ 9,31t $15,891 $13,37(

In 2004 and in 2003, sales to customers in Japeeegbed 10% of total revenue from continuing openatiln 2002, no foreign nation
accounted for 10% or more of revenue from contiguiperations.
21. Quarterly Consolidated Financial Data (Unaudied)

The following table presents certain unaudited obdated quarterly financial information for thegbt quarters ended December 31,
2004. Revenue and gross profit for discontinuedatfmns have been excluded in all periods showa rasult of the sale of our BioSepra
business. In the second quarter of 2003, gros# pras reduced and net loss was increased by tiasion of a non-recurring $7.3 million
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expense related to the settlement of litigatiore Bete 7. In management’s opinion, this informatias been prepared on the same basis as
the audited consolidated financial statements adddes all adjustments (consisting only of normealirring adjustments, except for the non-
recurring expense resulting from the litigatiortlsetent) necessary to present fairly the unaudijteatterly results of operations set forth
herein.

First Second Third Fourth Fiscal
Quarter Quarter Quarter Quarter Year
(in thousands, except per share date

Total revenue

2004 $13,252 $ 8,33¢ $ 8,49t $10,09¢ $ 40,181

2003 8,854 11,073 12,149 11,562 43,638
Gross profit

2004 9,282 4,036 5,557 6,231 25,106

2003 5,526 60 7,812 7,646 21,044
Net loss from continuing operatio

2004 (6,750) (13,023) (9,577) (7,578) (36,928)

2003 (9,603) (16,006) (5,905) (7,384) (38,898)
Net income (loss) from discontinued operati

2004 (731) (119) 48 17,889 17,087

2003 407 401 668 675 2,151
Net income (loss

2004 (7,481) (13,142) (9,529) 10,311 (19,841)

2003 (9,196) (15,605 (5,237) (6,709) (36,747)
Basic and diluted net loss per share from contimuin

operations

2004 (0.23) (0.45) (0.33) (0.26) (1.26)

2003 (0.35) (0.57) (0.20) (0.25) (1.38)

Basic and diluted net income (loss) per share from
discontinued operatior

2004 (0.03) 0.00 0.00 0.61 0.58

2003 0.01 0.01 0.02 0.02 0.07
Basic and diluted net income (loss) per st

2004 (0.26) (0.45) (0.33) 0.35 (0.68)

2003 (0.34) (0.56) (0.18) (0.23) (1.31)

Quarterly and annual earnings per share are cédcuiadependently, based on the weighted averagdeuof shares outstanding dur
the periods.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNT ANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedure§.he Company’s principal executive and finanoificers evaluated the Company’s
disclosure controls and procedures (as definekamh&nge Act Rule 13a-15(e)) as of the end of thmg@eovered by this Annual Report on
Form 10-K. Based on that evaluation, the Compapsitscipal executive and financial officers conclddbat the Company’s disclosure
controls and procedures are effective to ensutdrif@mation required to be disclosed in repolntgtwe file or submit under the Exchange
Act is recorded, processed, summarized and repasitbdh the time periods specified in Securitiesl #xchange Commission rules and
forms.

Changes in Internal Control Over Financial Repogin There were no changes in the Company’s intexoatrol over financial
reporting during the quarter ended December 314 208 have materially affected, or are reasonbkdyy to materially affect, the
Company’s internal control over financial reporting

MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

Management is responsible for establishing and taigiimg adequate internal control over financiga®ing for the Company. The
Company’s internal control over financial reportisglesigned to provide reasonable assurance iagdte reliability of financial reporting
and the preparation of financial statements foeml purposes in accordance with generally acdemteounting principles. Because of its
inherent limitations, internal control over finaakreporting may not prevent or detect misstatemekiso, projections of any evaluation of
effectiveness to future periods are subject taigiethat controls may become inadequate becauskeaniges in conditions, or that the degree
of compliance with the policies or procedures metedorate.

To evaluate the effectiveness of internal contk@rdinancial reporting, as required by Section 40the Sarbanes-Oxley Act,
management conducted an assessment, includinggiessing the criteria itnternal Control—Integrated Frameworkssued by the
Committee of Sponsoring Organizations of the Tremgd@ommission (COSO). Based on their assessmenggaaent concluded the
Company maintained effective internal control ofieancial reporting as of December 31, 2004, basedriteria ininternal Control—
Integrated Frameworissued by the COSO. Management's assessment effdwiveness of the Company’s internal controlrdugancial
reporting as of December 31, 2004, has been auojt&ticewaterhouseCoopers LLP, an independergtezgd public accounting firm, as
stated in their report which is included herein.

ITEM 9B. OTHER INFORMATION
Not applicable.
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information regarding our directors and exeeutifficers is incorporated by reference from “Hiet of Directors” in our Proxy
Statement for our 2005 Annual Meeting of Stockhdde

Section 16(a) Beneficial Ownership Reporting Coamalée

Section 16(a) of the Securities Exchange Act 04193 amended requires our executive officers &edtdr and persons who own more
than ten percent (10%) of a registered class oequity securities to file reports of ownership @hdnges in ownership with the Securities
and Exchange Commission, or SEC, and the Natioasbéiation of Securities Dealers, Inc. Executiviecefs, directors and greater than ten
percent (10%) stockholders are required by Comuonissgulation to furnish us with copies of all Sectl6(a) forms they file. We believe all
of our executive officers and directors compliedhéll applicable filing requirements during thedal year ended December 31, 2004.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorpa@by reference from our definitive Proxy Statenreférred to in Iltem 10 above under
the heading “Executive Compensation and Other Matte

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

The information required by this Item is incorpa@by reference from our definitive Proxy Statenreférred to in Iltem 10 above under
the heading “Security Ownership of Certain Benafi@wners and Management.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSA CTIONS

The information required by this Item is incorp@aby reference from our definitive Proxy Statenreférred to in Item 10 above under
the heading “Certain Relationships and Related Saetions.” The following provides additional infoation as of December 31, 2004
concerning the notes receivable from two officetated to the early exercise of stock options.

Interest Principal Accrued
Name Position Date of Loan Rate Amount Interest
John Storella Vice President, Intellectual Property  September 27, 200 6.22% $ 49,08¢ $ 14,42:
Affairs
William Rich  President and Chief Executive Offic March 8, 200( 6.80% 300,00C 112,04¢

These full recourse notes have five-year termsaaaaollateralized by the underlying stock and offegsonal assets. All notes
receivable related to the early exercise of optlmesome due immediately upon termination of empleyimOn March 8, 2005, Dr. Rich paid
off his note and accrued interest in full.

The Company also purchased $894,000 and $548,0@0eftory in 2002 and 2003, respectively, durifgch time the supplier,
Stanford Research Systems (“SRS”), was deemed éardlated party by virtue of the fact that itsdident, William Green, was a member of
the Board of Directors of Ciphergen Biosystems, Trite Company also made noash payments to SRS in 2002 in the form of 49stz0es
of Ciphergen common stock under the terms of & piéwvelopment agreement. (See Exhibit 10.27 whidhdorporated into this annual reg
by reference.) Mr. Green resigned from the Board\pril 7, 2003, and in 2004 SRS was no longer atergid a related party.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorp@dby reference from our definitive Proxy Statenreférred to in Item 10 above under
the heading “Independent Public Accountants.”
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ITEM 15.

PART IV

EXHIBITS AND FINANCIAL STATEMENT SCHEDU LES

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

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

Page
Report of Independent Registered Public Accourfinm 55
Consolidated Balance She 57
Consolidated Statements of Operati 58
Consolidated Statements of Cash Flc 59
Consolidated Statements of Stockhol’ Equity 60
Notes to Consolidated Financial Stateme 61
Quarterly Consolidated Financial Data (Unaudit 82

(2) Financial Statement Schedules:

The following financial statement schedule of Cigjes Biosystems, Inc. for the years ended DeceBibe?004, 2003 and 2002 is filed
as part of this Annual Report and should be reambimjunction with the Consolidated Financial Statats of Ciphergen Biosystems, Inc.

Schedule [I—Valuation and Qualifying Accounts

All other schedules have been omitted since thaired, information is not present in amounts suéfitito require submission of the
schedule or because the information required isidted in the financial statements or notes thereto.

(3) Exhibits:

Number Description of Document

2.1(6) Share Purchase Agreement between Ciphergen Biosysbec. and LumiCyte, Inc. dated May 28, 2(

2.2(9) Asset Purchase Agreement between Ciphergen Bigsgstac. and Pall Corporation dated October 274:

3.2(2) Amended and Restated Certificate of IncorporatiobReagistrant

3.4(2) Amended and Restated Bylaws of Regist

3.5(4) Certificate of Designation of Rights, Preferenced Brivileges of Series A Participating Preferréalc® of Ciphergen
Biosystems, Inc

4.1(1) Form of Registrars Common Stock Certifica

4.2(4) Preferred Shares Rights Agreement between Ciphd&msystems, Inc. and Continental Stock Transfélrrést Company
dated March 20, 20C

4.3(7) Indenture between Ciphergen Biosystems, Inc. asd Bank National Association dated August 22, 2

10.1(1) Form of Preferred Stock Purchase Agreen

10.2(1) Fourth Amended and Restated Investors Rights Ageeedated March 3, 20(

10.3(1) 1993 Stock Option Pla

10.4(1) Form of Stock Option Agreeme

10.5(1) 2000 Stock Plan and related form of Stock Optiomeggnen

10.6(1) 2000 Employee Stock Purchase F

10.7 401(k) Plar

10.8(1) Form of Warran

10.9(1) Form of Proprietary Information Agreement betweles Registrant and certain of its employ
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10.12(1)

10.13(1)
10.14(1)
10.15(3)

10.23(1)
10.24(1)
10.25(1)
10.26(1)
10.27(1)

10.28(2)
10.29(3)
10.30(3)
10.31(3)
10.32(5)
10.33(5)

10.34(5)
10.35(5)

10.36(5)
10.37(5)
10.38(5)
10.39(8)(10)
10.40(8)
10.41(7)
10.42(8)(10)
10.43(8)

10.44(10)

Lease Agreement between the Registrant and Jolitagar, Trustee of the John Arrillaga Survivor'sust and Richard T.
Peery, Trustee of the Richard T. Peery SeparatgeRsoTrust, dated January 28, 2000, and Amendieni. dated
August 8, 200(

Employment Agreement between William E. Rich arelRegistrant dated August 24, 2(

Sublease Agreement between the Registrant and BayRatworks, Inc. dated August 25, 2(

First Amendment dated September 30, 2001 to théeSsb Agreement between the Registrant and BigBlamaorks, Inc.
dated August 25, 20(

MAS License Agreement with lllumeSys Pacific, Idated April 7, 199°

MAS License agreement with Ciphergen Technolodies, (formerly ISP Acquisition Corporation) dategid 7, 1997
Joint Venture Agreement between Registrant and ®uamoi Corporatior

Distribution and Marketing Agreement between Registand Ciphergen Biosystems KK dated March 289:

Joint Development Agreement between Registrantdadford Research Systems, Inc. dated Februai995 and
amendment there!

Asset Purchase Agreement by and between Invitr@geporation and Ciphergen Biosystems, Inc. datee 25, 200:
OEM Agreement between Salford Systems and CipheBgesystems, Inc. dated February 27, 2

Supply Agreement between Beckman Coulter, Inc.Giptiergen Biosystems, Inc. dated November 2, :

Lease Agreement by Natiocredimurs and Cicamur foSBpra S.A. dated the 29th of April 19

Stock Purchase Agreement between Registrant ari8i&Ciences Corporation dated August 30, 2

First Amendment to the Joint Venture Agreement ketwRegistrant, Sumitomo Corporation, SC Bioscigi@erporation (a
subsidiary of Sumitomo Corporation) and Ciphergémssstems KK dated March 15, 20

Second Amendment to Joint Venture Agreement betwRagistrant, Sumitomo Corporation, SC Biosciencep@ration (a
subsidiary of Sumitomo Corporation) and Ciphergérsiasstems KK dated November 15, 2(

Third Amendment to Joint Venture Agreement betwRegistrant, Sumitomo Corporation, SC Biosciencegp@mation (a
subsidiary of Sumitomo Corporation) and Ciphergérsiasstems KK dated November 15, 2(

Exhibit A, which amends the Supply Agreement betwBeckman Coulter, Inc. and Registrant dated Nowsr2h2001
Lease Agreement between Symbion and Ciphergen &msg A/S dated February 24, 2003

Service and Support Agreement between Registrahfaplied Biosystems/MDS Sciex dated April 2, 2001
Employment Agreement between Gail Page and Regisdeded January 8, 20

Employment Agreement between Martin Verhoef andifeamnt dated January 8, 20

Registration Rights Agreement dated August 22, 2

Amendment One to Distributor License Agreement leetwthe Registrant and Salford Systems, Inc. datgdist 8, 200!
Extension of Term of Service and Support Agreenbetiveen Registrant and Applied Biosystems/MDS Sdated
March 10, 200«

Volume Purchase Agreement between Ciphergen Biassstinc. and [] dated November 13, 2!
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10.45(6)(10)  Settlement Agreement and Mutual General Releasmtyamong the Company, lllumeSys Pacific, Inc.h€igen

10.4

Technologies, Inc., Molecular Analytical Systems;.] LumiCyte, Inc., and T. William Hutchens datddy 28, 200:
6(6)(10) Assignment Agreement by and among the Companyndfsys Pacific, Inc., Ciphergen Technologies, IMalecular
Analytical Systems, Inc., LumiCyte, Inc., and T.INMdm Hutchens dated May 28, 20

10.47(10) License Agreement between Ciphergen Biosystemsahmt Molecular Analytical Systems, Inc. dated N8y 2003
10.48(9) Asset Purchase Agreement between Ciphergen Bigsgstac. and Pall Corporation dated October 274:

21.1 Subsidiaries of Registra

23.1 Consent of PricewaterhouseCoopers LLP, IndeperiRiegistered Public Accounting Fir

24.1 Power of Attorney (see page ¢

27.1(1) Financial Data Schedu

31.1 Certification of the Chief Executive Officer Pursiiao Section 302 (a) of the Sarbs-Oxley Act of 200z

31.2 Certification of the Chief Financial Officer Pursdao Section 302 (a) of the Sarbs-Oxley Act of 200z

32 Certification of the Chief Executive Officer and i€hFinancial Officer pursuant to 18 U.S.C. Secti@%b0, as adopted

pursuant to Section 906 of the Sarbi-Oxley Act of 200z

(1)
()
(3)
(4)
()
(6)
(7)
(8)
(9)
(10)

Incorporated by reference from our registratiotesteent on Form S-1, registration number 333-328&2lared effective by the
Securities and Exchange Commission on Septemb&0P8),

Incorporated by reference to our Quarterly ReporEorm 10Q filed with the Securities and Exchange Commis$asrihe period ende
June 30, 2001, file number 000-31617

Incorporated by reference to our Annual Report omt10-K filed with the Securities and Exchange @uassion for the period ended
December 31, 2001, file number 000-31617

Incorporated by reference to our Registration &tatg on Form 8-A, filed with the Securities and Exege Commission on March 21,
2002

Incorporated by reference to our Annual Report om10-K filed with the Securities and Exchange @assion for the period ended
December 31, 2002, file number 000-31617

Incorporated by reference to the correspondingbétehin our Form 8-K filed with the Securities aBdchange Commission on June 11,
2003

Incorporated by reference to our Registration &tatg on Form S-3 filed with the Securities and Exafe Commission on October 8,
2003

Incorporated by reference to our Annual ReparForm 10-K filed with the Securities and ExcharCommission for the period ended
December 31, 2003, file number 000-31617

Incorporated by reference to the correspandihibit in our Form 8-K filed with the Securitiaad Exchange Commission on
December 6, 2004

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

(b) Exhibits

The exhibits listed under Item 15(a)(3) above deglfas part of this Form 10-K.

(c) Financial Statement Schedules

The financial statement schedule under Item 15(a@}§@ve is filed as part of this Form 10-K.
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&f{the Exchange Act, the registrant has duly catisis report to be signed on its
behalf by the undersigned, thereunto duly authdrize

CIPHERGEN BIOSYSTEMS, INC
By: /s/ WILLIAM E. RICH, PH.D.

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

Dated: March 21, 200

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each persbose signature appears below constitutes anairgpWilliam E.
Rich and Matthew J. Hogan, and each of them, b&sand lawful attorneys-in-fact, each with full pavef substitution, for him in any and all
capacities, to sign any amendments to this reppRaym 10-K and to file the same, with exhibitsréie and other documents in connection
therewith, with the Securities and Exchange Comianis$ereby ratifying and confirming all that eagftsaid attorneys-in-fact or their
substitute or substitutes may do or cause to be tgrvirtue hereof.

Pursuant to the requirements of the Exchange Aistréport has been signed below by the followiagspns 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 March 21, 2005
William E. Rich, Ph.D Director (Principal Executive Officer)

/sl MATTHEW J. HOGAN Chief Financial Officer (Principal Financial March 21, 2005
Matthew J. Hogal Officer)

/s/ DANIEL M. CASERZA Corporate Controller (Principal Accounting March 21, 2005
Daniel M. Caserz Officer)

/sl JOHN A. YOUNG Director March 21, 2005

John A. Younc

/s/ JUDY BRUNER Director March 21, 2005
Judy Brunel
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/s/ MICHAEL J. CALLAGHAN

Michael J. Callagha

/sl RAJEN K. DALAL, PH.D.

Rajen K. Dalal, Ph.C

/sl JAMES L. RATHMANN

James L. Rathmar

/sl WENDELL WIERENGA, PH.D

Wendell Wierenga, Ph.L

Director

Director

Director

Director
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March 21, 2005

March 21, 2005

March 21, 2005




Allowance for doubtful accounts:
31 Dec 200¢
31 Dec 200:
31 Dec 200:
Inventory reserve:
31 Dec 200«
31 Dec 200:
31 Dec 200:

Deferred tax valuation allowance:

31 Dec 200¢
31 Dec 200:
31 Dec 200:

SCHEDULE Il

CIPHERGEN BIOSYSTEMS, INC.
VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2004, 2003 and 2002
(in thousands)

Balance at

Beginning of Additions Balance

Charged Other at End

Year to Earnings Deductions Changes of Year
$ 553 $ 214 $295 $(225 $ 247
344 484 301 26 553
324 443 436 13 344
1,338 1,843 219 (965) 1,997
735 691 216 128 1,338
865 254 472 88 735
50,250 6,946 — — 57,196
34,528 15,722 — — 50,250
22,212 12,316 — — 34,528
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Ciphergen Biosystems Inc. 401(k) Plan

I BASIC PLAN INFORMATION

l. ACCOUNT

Il. BENEFICIARY
Il EMPLOYEE
V. EMPLOYER
V. ERISA

VI. HIGHLY COMPENSATED EMPLOYEE
VIL. NON-HIGHLY COMPENSATED EMPLOYEE
VIIl.  PARTICIPANT
IX. PLAN ADMINISTRATOR
X. PLAN NUMBER
XI. PLAN SPONSOF
XIl. PLAN YEAR
Xlll.  SERVICE OF PROCES
XIV. TRUSTEE
Il. PARTICIPATION
l. ELIGIBILITY REQUIREMENTS
[l CONTRIBUTIONS
l. COMPENSATION
Il. EMPLOYEE PRETAX CONTRIBUTIONS
1. Regular Contribution:
2. Age 50 Or Over Cat-Up Contributions
Il EMPLOYER MATCHING CONTRIBUTIONSE
1. Discretionary Matching Contributior
V. NONELECTIVE EMPLOYER CONTRIBUTIONS
1. Discretionary Nonelective Employer Contributic
2. Qualified Nonelective Contributior
V. LIMIT ON CONTRIBUTIONS
VI. ROLLOVER CONTRIBUTIONS
V. INVESTMENTS
l. INVESTMENTS
Il. STATEMENT OF ACCOUNT
Il 404(C) ELECTION
V. VESTING
l. FORFEITURE AND RI-EMPLOYMENT
VL. PARTICIPANT LOANS
l. LOAN RULES
Loan Applicatior
Loan Amoun
Number of Loan
Interest Rate
Loan Repayments And Loan Matul
Source of Loan Proceel
Default or Termination Of Employme
VII. IN SERVICE WITHDRAWALS
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I HARDSHIP WITHDRAWALS
Il. WITHDRAWALS AFTER AGE 59 1/Z
[l WITHDRAWALS AFTER AGE 70 1/Z

V. WITHDRAWALS AFTER NORMAL RETIREMENT AGE
V. WITHDRAWALS OF ROLLOVER CONTRIBUTIONS
VIII. DISTRIBUTION OF BENEFITS

l. ELIGIBILITY FOR BENEFITS
Il. DISTRIBUTABLE EVENTS
Death
Disability
Retiremen
Termination of Employme
Il FORM OF PAYMENTS
Lump Sum Distribution
A) CASH DISTRIBUTION
B) DIRECT ROLLOVER DISTRIBUTION
C) COMBINATION CASH DISTRIBUTION AND DIRECT ROLLOVER DSTRIBUTIONS
2.  Installment Distribution:
IX. MISCELLANEOUS INFORMATION
l. BENEFITS NOT INSUREL
Il. ATTACHMENT OF YOUR ACCOUNT
Il PLAN-TO-PLAN TRANSFER OF ASSET.

pONPE

=

V. PLAN AMENDMENT
V. PLAN TERMINATION
VI. INTERPRETATION OF PLAN
VII. ELECTRONIC DELIVERY
X. INTERNAL REVENUE SERVICE TESTS

l. NON-DISCRIMINATION TESTS
Il. TOP HEAVY TEST
XI. PARTICIPANT RIGHTS
l. CLAIMS
1. Claims Procedure
2. Review Procedure
Il. STATEMENT OF ERISA RIGHT¢
XIl. SERVICES AND FEES
XIIl. APPENDIX A: INVESTMENT OPTIONS
XIV. APPENDIX B: SPECIAL TAX NOTICE REGARDING PLAN PAYME NTS
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SUMMARY PLAN DESCRIPTION
CIPHERGEN BIOSYSTEMS INC. 401(K) PLAN

The Ciphergen Biosystems Inc. 401(k) Plan of CigharBiosystems, Inc. has been amended effectioé 46/01/2004 (the ‘Effective
Date’). The original effective date of the Plaf®i§01/1996. This 401(k) and Profit Sharing Plaa @éefined contribution plan and is intended
to be a qualified retirement plan under the InteRevenue Code Section 401(a).

The purpose of the Plan is to enable eligible eyg#s to save for retirement. As well as retirenbemiefits, the Plan provides certain benefits
in the event of death, disability, or other terntioa of employment. The Plan is for the exclugbemefit of eligible employees and their
Beneficiaries.

This booklet is called a Summary Plan Descripti@PQ”) and it contains a summary in understandé&iguage of your rights and benefits
under the Plan. If you have difficulty understargdany part of this SPD, you should contact the Rldministrator identified in the Basic
Plan Information section of this document duringmal business hours for assistance.

This SPD is a brief description of the principatiéres of the governing Basic Plan Document angdtTkgreement and is not meant to
interpret, extend or change these provisions inveay. This SPD also includes provisions of theriggnic Growth and Tax Relief
Reconciliation Act of 2001 (“‘EGTRRA"), which haveén adopted as good faith amendments in accorddaticéRS Notice 2001-57, and
which are generally effective on the first dayof first plan year beginning in 2002, unless otlisevgpecified herein. A copy of the Basic
Plan Document and Trust Agreement, as amended, fileavith the Plan Administrator and may be régdany employee at any reasonable
time. The Basic Plan Document and Trust Agreertenaimended) shall govern if there is a discreparbyeen this SPD and the actual
provisions of the Plan.




I Basic Plan Information

The information in this section contains definitiaio some of the terms that may be used in thisnsamn Plan Description. If the first letter
of any of these definitions below is capitalizedrtht represents the indicated defined term.

l. Account

An account shall be established by the Trusteedord contributions made on your behalf and amtedlincome, expenses, gains or losses.
It may also be referred to as an account balance.

I. Beneficiary

This is the person or persons (including a trust) gesignate, or who are identified by the plarudoent if you fail to designate or imprope
designate, who will receive your benefits in therwof your death. You may designate more tharbeneficiary.

[l Employee

An employee is an individual who is employed by yBmployer as a common law employee or, in cetases, as a leased employee and is
not terminated.

V. Employer
The name, address and business telephone numpeuroEmployer is:

Ciphergen Biosystems, Inc.
6611 Dumbarton Circle
Fremont, CA 94555

(510) 505-2143

Your Employer’s federal tax identification numbsr 83-0595156.
V. ERISA

The Employee Retirement Income Security Act of LERISA) identifies the rights of Participants deneficiaries covered by a qualified
retirement plan.

VI. Highly Compensated Employee

An Employee is considered a highly compensated @yep! if (i) at anytime during the current or pryaar you own, or are considered to
own, at least five percent of your Employer, oy (@ceived compensation from your Employer durlmg prior year in excess of $90,000, as
adjusted and you are in the top paid group congjsif the top 20% of Employees ranked by Compemsati

VII. Non-Highly Compensated Employee
An Employee who is not a Highly Compensated Empdoye
VIII. Participant

A participant is an eligible Employee who has digtisthe eligibility and entry date requirementslaseligible to participate in the Plan or a
formerly eligible Employee who has an account begaremaining in the Plan.

IX. Plan Administrator

The Plan Administrator is responsible for the adstiation of the Plan and its duties are identifiethe Plan Document. In general, the Plan
Administrator is responsible for providing you ayalir Beneficiaries




with information about your rights and benefits anthe Plan. The name, address and business ¢aeleplumber of the Plan Administrator
is:

Ciphergen Biosystems, Inc.
6611 Dumbarton Circle
Fremont, CA 94555

(510) 505-2143

X. Plan Number
The three digit IRS number for the Plan is 001.
XI. Plan Sponsor

Your Employer is the sponsor of the Plan.
XIl. Plan Year

The Plan Year is the twelve-month period endinghenlast day of December. Your Employer may ohhigrnge or have changed the Plan
Year by amending and restating to a new Plan Doatime

XIIl. Service of Process
The plan’s agent for service of legal processésRlan Administrator.
XIV. Trustee

The trustee is responsible for trusteeing the Blassets. The trustseduties are identified in the Trust Agreement geidte only to the ass:
in its possession. The name and address of timésPleustee are:

Fidelity Management Trust Company
Attn: FIIS Risk Management

82 Devonshire Street

Boston, MA 02109

II.  Participation
l. Eligibility Requirements

You are eligible to participate in the Plan if yae an Employee and are not:
. a resident of Puerto Rico
. Employees in an internship status or on an intearaporary status

The plan requires you to attain the age of 21. rigatisfying this requirement you will become diigito participate in the Plan on the first
day of each month.

Once you become a Participant you are eligibleartigpate in the Plan until you terminate your éogment with your Employer or become
a member of a class of Employees excluded fronfPthe. If you terminate your employment after yawd met the eligibility requirements,
and are later re-employed by your Employer, you aghin be eligible to participate in the Plan afteu complete one hour of service.

[l Contributions

After you satisfy the participation requirementsSiection Il of this Summary Plan Description, yoill e eligible to make pretax
contributions. In addition, your Employer may makatching and Nonelective
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Employer contributions to your Account. The typefscontributions available under the Plan arecdbed in this section.
l. Compensation

Compensation must be defined to compute contribationder the Plan. Eligible compensation for caiingucontributions under the Plan is
the taxable compensation for a Plan Year reportaplour Employer on your IRS Form W-2, excludimgnmbursements or other expense
allowances, fringe benefits, moving expenses, defletompensation and welfare benefits and includalgry reduction contributions you
made to an Employer sponsored cafeteria plan, 3@lgk or 403(b) program. In addition, compensaggoludes:

. The taxable value of a qualified or non-qualifsdck option

Compensation for your first year of eligible Plaartipation will be based upon eligible compensataid for the entire Plan Year. Tax
laws limit the amount of compensation that maydkenh into account each Plan Year; the maximum atrfouthe 2004 Plan Year is
$205,000.00 and the maximum amount for the 20086 P&ar is $210,000.

Il. Employee Pretax Contributions

1. Regular Contributions

You may elect to contribute a percentage of yoigitde compensation into the Plan after you satieg/Plan’s eligibility requirements. The
percentage you defer is subject to an annual birtite lesser of 90% of eligible compensation d8,800 in a calendar year (in 2004; for
calendar years following 2002, legislation has éased the deferral limit by $1,000 each year itmilaches $15,000 for 2006 and then
thereafter as adjusted by the Secretary of thestlirgg. Your pretax contributions cannot be fdgdifor any reason, however, there are
special Internal Revenue Code rules which musabsfied and may require that some of your contiéims be returned to you. The Plan
Administrator will notify you if any of your contoutions will be returned. You may increase or dase the amount you contribute as of the
beginning of each payroll period. You may complegaispend your contributions on a prospectivesaidth sufficient notice to the Plan
Administrator. Thereafter, if you want to resunteiy Employee pretax contributions as of Beginnifigach Payroll Period, you must
complete a new election form.

2. Age 50 or Over Catch-up Contributions

The Plan provides that participants who are prepttd be age 50 or older by the end of the caleyekarand who are making Deferral
Contributions to the Plan may also make a catcheumpribution of up to $1,000 in 2002, increasing®#tly000 each year until reaching $5,000
in 2006, when such amount will be indexed in $58fements. You do not need to make a speciali@teiftyou are eligible for catch-up
contributions; in general, any pretax contributignsi make above the plan limit or IRS limit on dedés will be treated as a catch-up
contribution.

[l Employer Matching Contributions

All matching contributions will be computed by ydamployer based on your compensation contributédeglan each Plan Year. You
become eligible for matching contributions onlydu make Employee pretax contributions. Matchiogtgbutions will not be made on any
catch-up contributions.




1. Discretionary Matching Contributions

Each Plan Year your Employer may make discretionaaiching contributions of a percent, if any, todetermined in the plan year based on
a percentage of your Employee pretax contributiosur Employer will communicate the amount of amnual discretionary matching
contributions. All matching contributions will bemputed by your Employer based on your compensatatributed to the Plan Year.
Employer matching contributions must be allocategdur Account in the Plan within prescribed letjale limits.

V. Nonelective Employer Contributions

1. Discretionary Nonelective Employer Contributions

Your Employer may make annual discretionary NorteledEmployer contributions in an amount to be dutaed at Plan Year end by the
Board of Directors.  Nonelective Employer cdmitions, if any, made to the Plan by your Employ#irbe allocated to your Account in the
ratio that your eligible compensation bears totttal eligible compensation paid to all eligiblerffapants.

2. Qualified Nonelective Contributions

Your Employer may designate all or a portion of &fonelective Employer contributions for a Plan Yaar‘qualified nonelective
contributions” and allocate them to Nétighly Compensated Employees to help the Plan pasr more annually required Internal Reve
Code nondiscrimination test(s). Any such contiimg will be allocated to eligible Participant Acots as either a percentage of eligible
compensation or a flat dollar amount. You will#0% vested in these contributions and may notastca hardship withdrawal of these
contributions.

V. Limit on Contributions

Federal law requires that amounts contributed hyamd on your behalf by your Employer for a givienitation year generally may not
exceed the lesser of:

» $41,000 (or such amount as may be prescribed bgdbeetary of the Treasury); or
e 100% of your annual compensation.

The limitation year for purposes of applying thewab limits is the twelve month period ending DecemBlst. Contributions under this Plan
may not exceed the above limits. If this does otloein excess contributions in your Account maydsgeited or refunded to you based on
provisions of the Plan document. You will be nietifby the Plan Administrator if you have any excesntributions and income tax
consequences may apply on the amount of any refandeceive.

V1. Rollover Contributions

You can roll over part or all of an eligible rollewdistribution you received from a prior employegligible retirement plan or an IRA. An
eligible retirement plan includes a qualified plarder Section 401(a) or 403(a), a 403(b) annuihtremt, an eligible governmental 457(b)
plan, or a taxable distribution from an individuetirement account or individual retirement annugu may also roll over qualified plan
after-tax employee contributions, provided suchi®®@r Contribution is made as a direct rollover.Kihg Rollover Contributions to the Plan
which consist of assets other than qualified 40f(@) assets may result in the loss of favoraljpétalagains or ten year income averaging tax
treatment associated with lump sum distributionsnfryour current Plan balance. If you may be elaiiolr this special tax treatment, you
should consult your tax advisor and carefully cdasthe impact of making a Rollover Contributiorthie Plan. The Plan Administrator must
approve any Rollover Contribution and reservegitig to refuse to accept any such contributidinyolir Rollover Contribution to the Plan
not a direct rollover {.e. you received a cash distribution from your priompdoyer’s plan or from your rollover IRA), then itust be received
by the Trustee within 60 days of your receipt & thstribution. Rollover Contributions shall only
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be made in the form of cash or allowable mutuatifshares. You may make a rollover contribution to the Plafobe becoming a
Participant. However, you will not become a Pgtiat in the Plan and become entitled to make pretatributions and share in Employer
contributions until you have met the Plan’s elitiihiand entry date requirements. Your Rolloven@ibutions account will be subject to the
terms of this Plan and will always be fully vestedl nonforfeitable. In general, if you receive &gilele rollover distribution as a surviving
spouse of a participant or as a spouse or fornmrssgpwho is an “alternate payee” pursuant to afiecalomestic relations order (“QDRQO”),
you may also make a Rollover Contribution to thank

V. Investments

l. Investments

You have the right to vote any mutual fund proxgdxhon the number of shares you own. If you wdditi@nal information about any
investment alternative, you may request any ofdehewing information by calling Fidelity at 1-80294-4015:

A description of the annual operating expensesaohénvestment fund (e.g., investment managemest ministrative fees,
transaction costs) which reduce the rate of retuyou, and the aggregate amount of such expenrpesssed as a percentage of average
net assets of the designated investment alternative

*  Prospectuses, financial statements and reports goiy other material available to the Plan whidates to the available investment
alternatives;

* Alist of the assets comprising the portfolio otleanvestment fund, the value of such assets @pthportion of the investment fund
which it comprises), and with respect to each sagset which is a fixed rate investment contractgdsy a bank, savings and loan
association or insurance company, the name oftheer of the contract, the term of the contractthedate of return on the contract;

* Information concerning the value of shares or uriithe investment funds available to Participamder the Plan, as well as the past
investment performance of such funds, determin¢édfexpenses, on a reasonable and consistent basis

I. Statement of Account

The assets in the Plan are invested in availabksiment options and a separate Account is establior each Participant who receives a
contribution. The value of your Account is updagedh business day to reflect any contributionshamges between investment options,
investment earnings or losses for each investmaidroand withdrawals. A quarterly statement simathe value of your Account will
generally be delivered to you within 15 businesgsditter the following dates: February 28th, Magt3August 31st, November 30th. You
may also access the activity in your Account thiotlee Internet by using Fidelity’s www.401kxpressrcwebsite. Please contact the Plan
Administrator for further information.

[l 404(c) Election
The Plan is intended to qualify as a participan¢éctied plan under Section 404(c) of ERISA. This msghat you are responsible for your
investment decisions under the plan. The plan fatigs, including Fidelity Management Trust Compamg Ciphergen Biosystems, Inc., are

not responsible for any losses incurred as a re$yibur investment decisions.
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V. Vesting

The term vesting refers to your nonforfeitable tigghthe money in your Account. You receive vegtinedit for the number of years that you
have worked for your Employer. If you terminatauy@mployment with your Employer, you may be ablegceive a portion or all of your
Account based on your vested percentage.

You are always 100% vested in your rollover conititns, Employee pretax contributions, qualifiech@lective contributions and any
earnings thereon. Your Matching Contributions, Blentive Employer contributions and any earningsebn will be vested in accordance
with the following schedule:

Years of Service for Vesting Vesting Percentage
less than : 0%
1 33%
2 66%
3 100%

The Plan has changed the methodology used to detegour years of service. Previously you receivesting credit for a year of service
under the ‘general method’ if you worked more tha®00 hours in a Plan Year. Vesting under the Rlawow based upon the elapsed time
method. Hours of service are not counted and idgteaods of service are computed. A period ofiseris determined by the time you work
for your Employer. Only your whole years of seevigith your Employer will be counted to compute ygaars of service for vesting
purposes. For example, if you work three yearstandnonths then for vesting purposes you will nexeredit for three years of service. |If
you were hired before October 1, 2004 then you mikive vesting credit for your years of servigghwour Employer based upon t
following:

Applicable Year(s) Method Measurement Period
1. Year(s) before 200 Genera Jan. 1 to Dec. 3
2. Jan. 1, 2004 to Dec. 31, 20 General or Elapsed Time Jan. 1 to Dec. 3
3. Year(s) after Jan. 1, 20( Elapsed Time Jan. 1 to Dec. 3

* You will receive credit for this year based upshichever method is more favorable to you.

If you were hired on or after October 1, 2004 tlien will receive vesting credit for your years efgce with your Employer based only on
the elapsed time method. In this case, your measmt period for determining your years of serwidegenerally be based upon your date
of employment with your Employer.

l. Forfeiture and Re-employment

If you terminate your employment with your Employerd are less than 100% vested in your Employeoiat; you may forfeit the non-
vested portion of your Employer Account. A forte# will occur in the Plan Year that you receivdistribution of your entire vested
Account, or if you do not receive a distributioftea five consecutive one year breaks in servigerfeitures are retained in the Plan and will
first be used to pay administrative expenses utiePlan, as directed by the Employer. Any renmgir@imounts will be used to reduce future
Employer contributions payable under the Plan.

Example: (This example is for illustration purpesmly.) Assuming your vesting schedule is aofed:

Years of Service Vesting Percentage
less than . 0%
2 20%
3 40%
4 60%
5 80%
6 100%

You terminate your employment in 2004th five years of service and the following Accoun

10




Source Amount Vested Percentage Vested Amount

Employee $ 2,00C 100%t $ 2,00C
Employer $ 1,00C 80% 800
Total $ 3,00C $ 2,80C

You received a $2,800 distribution in 20@6m the Plan. This represented a complete digioh of your Account. A $200
forfeiture will occur in 2005

T You are always 100% vested in your own employeg&g contributions and earnings in the Plan.

A one-year break in service occurs when you hasetlean one hour of service in the twelve conseeutionth period beginning with the
earlier of the day your employment terminates ertB month anniversary of the date on which yowérerwise first absent from service.
Notwithstanding the above, if you are absent froankndue to a maternity or paternity leave, thenltf-consecutive month period beginning
on the first anniversary of the first date of tahsence will not be a ornyar break in service, and if you are absent frarkwlue to a leave
absence under the Family and Medical Leave Acf,Zzoonsecutive month period beginning on the &rstiversary of the first date of that
absence, and subsequent anniversaries, during Wigaibsence continues, will be a one-year breakrvice, provided you return to work
following the leave.

When any period of absence is due to military sereintitling you to reemployment rights under fedléaw and you return to work at the

Employer or a Related Employer following that aleserthere will be no break in service and you bdlcredited with service for the entire
period of that absence.

If you were a Participant when you terminated yamployment and are re-employed by your Employen §ou will again become a
Participant on the date you complete one hourwic® Your period of employment before you weshired is referred to as your pre-break
service. Your period of employment after you wexlgired is referred to as your post-break servi€gou are re-employed after incurring

five consecutive one-year breaks in service thamr post-break service will not count in determinywr vesting percentage in your pre-
break Account balance. Your post-break servicéamilint in determining your vesting percentageadnrypre-break Account balance and any
forfeited amounts will be restored to your Accoiint

(1) You are re-employed by your Employer before yowirfoze consecutive one-year breaks in service, and

(2 If you received distribution of your vested Accouytiu repay the full amount of the distribution dref the end of the five-
year period that begins on the date you are re-@yeql
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Example: Assume you terminate employment with yEmmployer in 2002 with an Account balance of $10,08f which $6,000 is
vested. You elect to receive a lump sum distrdsutif your vested Account balance. The remaimme$4,000, is forfeited in 2002.
If you are rehired on January 1, 2004 and repap&@00 distribution prior to January 1, 2009, $4¢000 previously forfeited will
be restored to your Account. Additionally, younsee after January 1, 2004 is counted towardsivggtour pre-break Account
balance of $10,000

VI. Participant Loans

l. Loan Rules

Loans shall be made available to all qualifyingtiegrants on a reasonably equivalent basis. Howdeans may not be made to an eligible
Employee who makes a rollover contribution and Whe not satisfied the Plan’s age, service and elatiey requirements. Loans are not
considered distributions and are not subject terf@ldor state income taxes, provided they are depsirequired. While you do have to pay
interest on your loan, both the principal and ie$¢are reinvested in your account. Loans wilbaged on the following procedures:

1. Loan Application

If you have met the Plan’s eligibility and entrytelaequirements, you may only apply for 1 loan ellan Year. Loans will be allowed
for any purpose. To apply for a loan, please airtee Fidelity Retirement Benefits Line at 1-808424015 between the hours of 8:30
AM (ET) and 8:00 PM (ET). You will incur a set-tge for your loan.

2. Loan Amount

The minimum loan is $1,000 and the maximum amaaittié lesser of one-half of your vested Accounaet or $50,000 reduced by the
highest outstanding loan balance in your Accoumingduthe prior twelve month period. All of yourdos from plans maintained by your
Employer or a Related Employer will be considemdpurposes of determining the maximum amount of yoan. Up to 50% of your
vested Account balance may be used as collatarahfploan.

3.  Number of Loans

You may only have one loan outstanding at any gtirae. You may not refinance an existing loan lotain a second loan for the
purpose of paying off the existing loan.

4. Interest Rate

All loans shall bear a reasonable rate of intemestetermined by the Plan Administrator based empthvailing interest rates charged by
persons in the business of lending money for ledmnsh would be made under similar circumstancelse ifterest rate shall remain fixed
throughout the duration of the loan.

5. Loan Repayments and Loan Maturity

Loans from the Plan must be repaid in level paymgenerally through after-tax payroll deductionsabteast a quarterly basis over a
period not to exceed five years unless for thelmse of your principal residence in which casddha repayment period may not exte
beyond ten years from the date of the loan. If yept is not made by payroll deduction, a loanldimtepaid to the Plan by payment to
the Employer. The level repayment requirement bewaived: 1) for a period of up to one year if ywa on an unpaid non-military
leave of absence; or 2) if your leave is becauseaye performing military service, for the entieadith of time missed on leave. Your
loan will accrue interest during your leave, andmugour return will be reamortized if: 1) the origl loan was for a term of less than five
years or 2) if you return from a military leaveatfsence, in which case your loan will be reamattineextend the full length of the loan
by the length of the leave. If a loan is not repaithin its required repayment period, it will lreated as a taxable distribution to you.
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6. Source of Loan Proceeds

Loan proceeds will be withdrawn from available ¢idmttion sources and investment options in the oedéablished by the Trustee. You
may only borrow from the following contribution sees:

* Employee Deferral

* Rollover

* QNEC

* Discretionary Match

* Discretionary Profit Sharing
* After-Tax Rollover

Please contact the Plan Administrator for morermfation.
7. Default or Termination of Employment

The Plan Administrator shall consider a loan inadéifif any scheduled repayment remains unpaid #sedast business day of the
calendar quarter following the calendar quartexfiich a loan is initially considered past due.Ha event of a default, death, disability
termination of employment, the entire outstandiriggipal and accrued interest shall be immediadely and payable. In addition, you
will be deemed to have received a taxable distigburom the Plan

VII. In Service Withdrawals

If you qualify and your request is approved by fiten Administrator, you may obtain a withdrawalnfrthe Plan while you are still an
Employee. The following types of withdrawals avaitable under the Plan:

l. Hardship Withdrawals

If you are an Employee and request a hardship véthkal, and it is approved by the Plan Administraymu may withdraw your employee
pretax contributions to satisfy any of the follogimmediate and heavy financial needs: (1) medaigpknses for you, your spouse, children
or dependents; (2) the purchase of your princigsidence; (3) to prevent your eviction from or fidosure on your principal residence; or (4)
to pay for post-secondary education expensesdpyitelated educational fees, room and board)dar your spouse, children or dependents
for the next twelve months; or any other immedatd heavy financial need as determined based emhitRevenue Service regulations. In
accordance with Internal Revenue Service regulatymu must first exhaust all other assets reasgraafalilable to you prior to obtaining a
hardship withdrawal. This includes obtaining anlé@m this Plan and any other qualified plan maimtéd by your Employer. Your pretax
contributions to this Plan, and any other qualifiechon-qualified plan, will be suspended for sianths after your receipt of the hardship
withdrawal. The minimum hardship withdrawal is $50

I. Withdrawals After Age 59 1/2

If you have reached age 59 1/2 then you may edewithdraw all or a portion of your vested Accowttile you are still employed by your
Employer.

[l Withdrawals After Age 70 1/2

You are required to receive a minimum requiredridistion from the Plan by April 1st of the latertbie calendar year after you reach age 70
1/2 or the year you retire. (If you are consideadive percent owner of your Employer, you museiee your minimum distribution by April
1st of the calendar year after you reach 70 1¥a) must then receive a certain amount of your Aotdalance each Plan Year from the
Plan. The amount of your distribution is basedeweral factors and you should contact the PlaniAidimator for further information.
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V. Withdrawals After Normal Retrement Age

You may elect to withdraw your vested Account bataafter you reach the Plan’s normal retiremenf @§gor delay it until you retire.
Notwithstanding the above, by law certain contridws including employee pretax, qualified matchimgtching, qualified nonelective, a
nonelective contributions cannot be withdrawn ptaage 59 1/2.

V. Withdrawals of Rollover Contibutions

If you have a balance in your Rollover Contribusagkccount, you may elect to withdraw all or a pamtdf it.

In-Service withdrawals will be withdrawn from awatile contribution sources and investment optiorteénorder established by the Plan
Administrator. Consult your Plan Administrator foore information. The amount of any taxable witkdabwill be subject to Federal and
state, if applicable, income taxes. In generalameunt of any taxable withdrawal that qualifiesasligible rollover distribution and is not
rolled over into an Individual Retirement Accoumtamother qualified employer retirement plan w#l ubject to 20% Federal Income Tax
withholding and any applicable State Income Taxtdaiding. A 10% Internal Revenue Code early witkdrbpenalty tax may apply to the
amount of your withdrawal if you are under the af§i€9 1/2 and do not meet one of the Internal Regebode exceptions.

Note: Certain transactions in your Account (forragpde, contributions, distributions, and rollovensay be treated differently for state 1
purposes than for federal tax purposes. Pleassttomith your Plan Administrator, tax advisor ovéstment Professional as appropriate.

The Plan Administrator will notify you of the apriate procedures to make a withdrawal from thePlBhe amount of any withdrawal will
be withdrawn from available investment optionshia drder established by the Plan Administratorngbit your Plan Administrator for more
information.

VIII. Distribution of Benefits
l. Eligibility For Benefits

If you have not attained the Plan’s normal retiratreege, 65, you are eligible to request a distriloudf your vested Account balance. A
distribution can only be made to you if you requast due to your disability, retirement, or terntioa of employment from your Employer
and any Related Employer. Your Beneficiary or Bmries may request a distribution of your vestextount balance in the event of your
death.

You may defer receipt of your distribution untilaer date. However you cannot postpone it if wested Account balance is $5,000 or less
in which case the Plan Administrator may directThestee to distribute it to you as a lump sumritigtion without your consent. If your
vested Account balance exceeds $5,000, you may glela distribution until you are required by laavreceive minimum required
distributions. You will have a continuing electitmrequest a distribution if you elect to postpgoar distribution unless you are re-
employed by your Employer or any Related EmployEne value of your Account balance will continudrtorease or decrease, as
appropriate, based on the investment returns iirgiistributed. Your written consent will beguared for any distribution if your vested
Account balance is greater than $5,000.

You should consult with your tax advisor to deterenthe financial impact of your situation beforeiyequest a distribution. You may apply
for a distribution by calling the Fidelity RetiremteBenefits Line at 1-800-294-4015 and/or by adoesthe NetBenefitSM web site at
www.401kxpress.com. All telephone calls will beseded. The approval of your Plan Administratoll vt required before any distribution
can be completed.
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Il. Distributable Events
You are eligible to request a distribution of yeested Account balance based on any of the follgwirents:
1. Death

If you are a Participant in the Plan and die, yested Account balance, if any, will be paid to ydesignated Beneficiary or
Beneficiaries. If you are an Employee of your Eoyelr or a Related Employer at the time of your khdeabur Account balance will
automatically become 100% vested. You may desiga@eneficiary or Beneficiaries on a designatmmfthat must be properly signed
and filed with the Plan Administrator. If you ararried and want to designate someone other thanspmuse as your primary
Beneficiary, your spouse must consent to this aegign by signing the form. His/her signature maetitnessed by a Plan
representative or a notary public. You should actnthe Plan Administrator to obtain a designatibbeneficiary form.

2. Disability

If you become disabled while you are employed byry®mployer or a Related Employer, so that youdatermined disabled by a
physician selected by the Plan Administrator, tiikevialue of your Account balance may be distrilote you upon request. You will
automatically become 100% vested in your Accoutdrizze when you become disabled. You may requéisti@bution of your Account
balance only if you terminate your employment witlur Employer or Related Employer.

3. Retirement

You do not have to terminate your employment witiryEmployer just because you attain your normi#ement age of 65. You will
automatically become 100% vested in your Accoutdrie. You may take an in-service distributiorirgour vested Account balance
once you attain your normal retirement age of §&nef you are still employed.

4. Termination of Employment

If you terminate your employment with your Employerd any Related Employer, you may elect to receigistribution of your vested
Account balance from the Plan.

Il Form of Payments

The forms of payments that you may elect undePthe are listed in this section.

1. Lump Sum Distributions

Your entire vested Account balance will be paigdo in a single cash distribution or other disttibo that you elect.
a) Cash Distribution

Any eligible rollover distribution paid directly tgpou will be subject to mandatory Federal incomewtéhholding of 20% o
the taxable distribution and the remaining amouilithe paid to you. You cannot elect out of thag withholding but you
can avoid it by electing a direct rollover distrilmn as described below. This withholding is n@emalty but a prepayment
of your Federal income taxes.

You may rollover the eligible taxable distributipou receive to an individual retirement accountXJRr your new
employer’s plan, if it accepts rollover contributgoand you roll over this distribution within 60ydaafter receipt. You will
not be taxed on any amounts timely rolled over thieIRA or your new employer’s Plan until thosecamts
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b)

c)

are later distributed to you. Any amounts notewlover may also be subject to certain early withat penalties prescribed
under the Internal Revenue Code.

Direct Rollover Distribution

As an alternative to a cash distribution paid dlyeto you, you may request a rollover distributiginyour entire eligible
Account balance directly into an Advisor Retirem€annection-IRA, a Non-Advisor Retirement ConnettiRA, or to
your new employer’s eligible plan if it acceptslogkr contributions or a 403(a) Annuity. Federaldme taxes will not be
withheld on any direct rollover distribution.

1. Rollover to an Advisor Retirement Connection IRXeu must complete the appropriate documentationasand
Advisor Retirement Connection IRA application.ytfur distribution is authorized by the Plan Admirasor, it will
be forwarded to the Trustee for processing. Ya@sted Account balance will be directly rolled otean Advisor
Retirement Connection IRA.

2. Rollover to a Non-Advisor Retirement Connection IR¥Xou must complete the appropriate documentatiuh
indicate the name and address of the trustee,Réscatcount number. If your distribution is autlze@d by the Plan
Administrator, it will be forwarded to the Trustl® processing and they will issue a check payabtbe IRA
trustee or custodian for your benefit. The cheidkbe mailed directly to you and contain the rtaia “direct
rollover” and you will be responsible for forwardiit to the trustee or custodian of your IRA.

3. Rollover to your New Employer’s Retirement Plancuyshould check with your new employer to deternifiits
plan will accept rollover contributions. If allog@lgyou must complete the appropriate documentatimhindicate
the name, address and plan number of your new gpdaretirement plan. If your distribution is auttmad by th
Plan Administrator, it will be forwarded to the Btae for processing and they will issue a checlaplayto the
trustee of your new employer’s plan. The check eghtain the notation “direct rollover” and wilebmailed
directly to you and you will be responsible ford@rding it on to the new trustee.

4. Rollover to a 403(a) Annuity You must complete the appropriate documentationiradidate the name and addr
of the trustee or custodian, and 403(a) Annuityoaot number. If your distribution is authorizedthg Plan
Administrator, it will be forwarded to the Trustl® processing and they will issue a check paytbtbe 403(a)
Annuity trustee or custodian for your benefit. el¢heck will be mailed directly to you and conttiie notation
“direct rollover” and you will be responsible farrfvarding it to the trustee or custodian of youB@&) Annuity.

Combination Cash Distribution and Drect Rollover Distributions

You may request that part of your distribution lédpdirectly to you and the balance rolled intdRA, your new
employers retirement plan, or a 403(a) Annuity. Any cagtribution will be subject to the Federal incorag withholding
rules referred to in 1a) and any direct rollovestidbution in accordance with 1b). Your directiookr distribution must be
at least $500.

You will pay income tax on the amount of any taxathistribution you receive from the Plan unless iblled into an IRA @
your new employer’s plan. A 10% IRS prematurerifistion penalty tax may also apply to your taxadiribution if you
are under age 59% (or under age 55 and separatadsérvice), unless it is rolled into an IRA or
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another eligible plan. The 20% Federal incomen#ikheld under this section may not cover yourrerticome tax
liability. In the case of a combination distrilmnt, if any portion of the eligible rollover diditition is attributable to after-
tax contributions, such contributions will be catesied to be withdrawn last for tax purposes. Cdngitlh your tax advisor
for further details.

2. Installment Distributions

Your vested Account balance will be paid to yosubstantially equal amounts over a period of tirfleu may elect annual or more
frequent installments. You may elect to receiverag sum distribution after you start to receiveatiment distributions, by completing
the appropriate documentation. The direct rollalistribution rules referred to in the lump suntidlisition section also apply to
installment distributions.

IX. Miscellaneous Information
l. Benefits Not Insured

Benefits provided by the Plan are not insured @rgnteed by the Pension Benefit Guaranty Corporatimer Title IV of the Employee
Retirement Income Security Act of 1974 becausérthgrance provisions under ERISA are not applicabkhis particular Plan. You will
only be entitled to the vested benefits in your &att based upon the provisions of the Plan andahe of your Account will be subject to
investment gains and losses.

I. Attachment of Your Account

Your Account may not be attached, garnished, asgign used as collateral for a loan outside of Bfég except to the extent required by
law. Your creditors may not attach, garnish oreottise interfere with your Account balance excepthie case of a proper Internal Revenue
Service tax levy or a Qualified Domestic Relati@rsler (QDRO). A QDRO is a special order issuedh@ycourt in a divorce, child support
or similar proceeding. In this situation, your 8pe, or former spouse, or someone other than ygawrBeneficiary, may be entitled to a
portion or all of your Account balance based ondbert order. Participants and Beneficiaries dataio, without a charge, a copy of QDRO
procedures from the Plan Administrator.

M. Plan-to-Plan Transfer Of Assets

Your Employer may direct the Trustee to transfepah portion of the assets in the Account of geated Participants to another plan or p
maintained by your Employer or other employers scthjo certain restrictions. The plan receiving Tmust Funds must contain a provision
allowing the transfer and preserve any benefitgired to be protected under existing laws and @gurs. In addition, a Participant’s vested
Account balance may not be decreased as a reshk dfansfer to another plan.

V. Plan Amendment

Your Employer reserves the authority to amend gepeovisions of the Plan by taking the appropriatdon. However, any amendment r
not eliminate certain forms of benefits under thenfr reduce the existing vested percentage af fooount balance derived from Employer
contributions. If you have three or more yearsaice with your Employer and a Related Employet the vesting schedule is amended
then you will be given a choice to have the vesteitentage of future Employer contributions madgotar Account computed under the new
or the old vesting schedule. The Plan Administratitl provide you with the appropriate informatiém make an informed decision if the
Plan’s vesting schedule is amended.
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V. Plan Termination

Your Employer has no legal or contractual obligatio make annual contributions or to continue tla P Your Employer reserves the right
to terminate the Plan at any time by taking appateraction as circumstances may dictate, wittafiiroval of the Board of Directors. In the
event the Plan should terminate, each Particigéattad by such termination shall have a vestegr@st in his Account of 100%. The Plan
Administrator will facilitate the distribution of écount balances in single lump sum payments to Bacficipant in accordance with Plan
provisions until all assets have been distributethle Trustee.

VI. Interpretation of Plan

The Plan Administrator has the power and discretipauthority to construe the terms of the Plareams the Plan document, existing laws
and regulations and to determine all questionsatiaé under it. Such power and authority inclddegexample, the administrative discretion
necessary to resolve issues with respect to andymes eligibility for benefits, credited services, difdy, and retirement, or to interpret a
other term contained in Plan documents. The PlmiAistrator’s interpretations and determinatiorestzinding on all Participants,
Employees, former Employees, and their Beneficgarie

VII. Electronic Delivery

This Summary Plan Description and other importdabh fhformation may be delivered to you throughcefenic means. This Summary Plan
Description contains important information concagnthe rights and benefits of your Plan. If yoceige this Summary Plan Description (or
any other Plan information) through electronic newou are entitled to request a paper copy ofdbéaiment, free of charge, from the Plan
Administrator. The electronic version of this do@mhcontains substantially the same style, formdta@ntent as the paper version.

X. Internal Revenue Service Tests

l. Non-Discrimination Tests

The Plan must pass Internal Revenue Code nonAgiisaiion tests as of the last day of each Plan ¥earaintain a qualified Plan. These
tests are intended to ensure that the amount afibotions under the Plan do not discriminate wofaof Highly Compensated Employees.
order to meet the tests, your Employer encouragggipation from all eligible Employees. Deperglimpon the results of the tests, the Plan
Administrator may have to refund pretax contribng contributed to the Plan and vested matchingibotions to certain Highly
Compensated Employees, as determined under IntRavanue Service regulations. Pretax or matchamgributions will be refunded to you
from applicable investment options. You will beified by the Plan Administrator if any of your doibutions will be refunded to you.

Il. Top Heavy Test

The Plan is subject to the Internal Revenue Coolg-leavy” test. Each Plan Year, the Plan Admiatstrtests this Plan, together with any
other Employer-sponsored qualified plans that cover or more key employees, to ensure that no thare60% of the benefits are for key
employees. If this Plan is top-heavy, then youplyer may be required to make a minimum annualridmrtion to this Plan, or another
Employer sponsored plan, on behalf of each nonekegloyee employed as of Plan Year-end.
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Xl. Participant Rights
Claims
1. Claims Procedures

You or your Beneficiary has the right to make aroléor benefits you are entitled to under the Pl¥ou must submit any claim to the
Plan Administrator in a form and manner acceptébide Plan Administrator and it will be considesed subject to a full and fair
review. Generally, the Plan Administrator will pidg you with written notice of the disposition afyr claim within 90 days after it has
been filed, or, in certain circumstances, withi® Hays if special circumstances require an extensigime to process the claim, and if
written notice of such extension and circumstanegsven to you within the initial 90-day perioth the event the claim is denied, the
Plan Administrator will disclose in writing to yahe specific reasons for the denial, the pertineference to the provisions of the Plan, a
description of additional material or informaticquired to perfect the claim and why it is requiraad information about the steps that
must be taken to submit a request for review. @dntour Plan Administrator for more information.

If your claim concerns disability benefits undee flan, the Plan Administrator must notify you iritiwg within 45 days after you have
filed your claim in order to deny it. If speciafcimstances require an extension of time to progegsclaim, the Plan Administrator
must notify you before the end of the 45-day petlaat your claim may take up to 30 days longerrtxess. If special circumstances still
prevent the resolution of your claim, the Plan Adistrator may then only take up to another 30 @dies giving you notice before the
end of the original 30-day extension. If the Pladnfnistrator gives you notice that you need to meadditional information regarding
your claim, you must do so within 45 days of thatice.

2. Review Procedures

You or your Beneficiary may generally appeal theidkof your claim within 60 days after the dateiethyou receive notification of a
denied claim. If you wish further considerationyolir claim, you must file a written request fovieav with the Plan Administrator and
include any pertinent documentation. You shalplbavided, upon your request and free of chargesamable access to, and copies of, all
documents, records, and other information relet@gbur claim for benefits.

If your initial claim was for disability benefitsnder the Plan and has been denied by the Plan Astnaitor, you have 180 days from the
date you receive notice of your denial in whiclappeal that decision. Your review will be handledchpletely independently of the
findings and decision made regarding your initlaira and will be processed by an individual whadd a subordinate of the individual
who denied your initial claim. If your claim reges medical judgment, the individual handling yoppeal will consult with a medical
professional who was not consulted regarding yoitial claim and who is not a subordinate of anyooersulted regarding your initial
claim and identify that medical professional to you

The Plan Administrator shall make a decision onryadaim and will notify you in writing within a resnable period of time, but not later
than 60 days after receipt of your request forayiunless the Plan Administrator determines thatial circumstances require an
extension of time for processing the claim. If BFlan Administrator determines that an extensiotinaé for processing is required,
written notice of the extension shall be furnishegou prior to the termination of the initial 6@dperiod. In no event shall such
extension exceed a period of 60 days from the éitigeanitial 60-day period. The extension notibalsindicate the special
circumstances requiring an extension of time aeditite by which the Plan expects to render theéetation on review. The Plan
Administrator shall provide you with written notfition of the benefit determination on review.He tase of an adverse determination,
the notification shall be set forth, in a manndcalated to be understood by you —the specificanas reasons for the adverse
determinations, reference to the specific plan isiors on which the benefit determination is basestatement that you are entitled to
receive, upon your request
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and free of charge, reasonable access to, andscofiall documents, records and other informat@avant to your claim for benefits.

Il. Statement of ERISA Rights

As a Participant in the Plan, you are entitledddain rights and protections under ERISA. ERISéviles that all Plan Participants shall be
entitled to:

Receive Information About Your Plan and Benefil

e  Examine, without charge, at the Plan Administr&affice and at other specified locations, suctvasksites and union halls, all
documents governing the Plan, including insuramcgracts and collective bargaining agreements agacmpy of the latest annual report
(Form 5500 Series) filed by the Plan with the WDSpartment of Labor and available at the Publigcisure Room of the Employee
Benefits Security Administration.

e Obtain, upon written request to the Plan Admintsiracopies of documents governing the operatiothefplan, including insurance
contracts and collective bargaining agreementscapies of the latest annual report (Form 5500eSgrdnd updated Summary Plan
Description. The Plan Administrator may makeeasonable charge for the copies.

* Receive a summary of the Plan’s annual financiabre The Plan Administrator is required by lawfuonish each Participant with a
copy of this Summary Annual Report each year.

¢ Obtain a statement telling you whether you haviglat to receive a benefit under the plan at nonatitement age (65) and if so, what
your benefits would be at normal retirement ageif stop working under the Plan now. If you do nate a right to a benefit under the
plan, the statement will tell you how many morerggau have to work to get a right to a benefihisTstatement must be requested in
writing and is not required to be given more thaneevery twelve (12) months. The Plan must pettig statement free of charge.

Prudent Actions by Fiduciaries

In addition to creating rights for Plan ParticipgrERISA imposes duties upon the people who aporesble for the operation of the
employee benefit plan. The people who operate ftam, called “fiduciariesdf the Plan, have a duty to do so prudently arttiéninterest ¢
you, other Plan Participants and Beneficiaries. oNe, including your Employer, your union, or arnliey person, may fire you or otherw
discriminate against you in any way to prevent from obtaining a retirement benefit or exercisimyiyrights under ERISA.

Enforce Your Rights.

If your claim for a benefit under the Plan is dehie ignored, in whole or in part, you have a righknow why this was done, to obtain coy

of documents relating to the decision without cleaand to appeal any denial, all within certainetischedules. Under ERISA, there are steps
you can take to enforce the above rights. Foams, if you request a copy of plan documentsetdtest annual report from the Plan an
not receive them within 30 days, you may file swia federal court. The Plasagent for legal service of process in the evéatlawsuit is th
Plan Administrator. In such a case, the court negyiire the Plan Administrator to provide the miaterand pay you up to $110 a day until
you receive the materials, unless the materiale wet sent because of reasons beyond the conttioé ¢flan Administrato

If you have a claim for benefits, which is deniedgnored, in whole or in part, you may file suita state or Federal court. In addition, if you
disagree with the Plas’decision or lack thereof concerning the qualitatus of a domestic relations order, you maysiili¢ in Federal coul

If it should happen that Plan fiduciaries misusefan’s money, or if you are discriminated agaiostasserting your rights, you may seek
assistance from the U.S. Department of Labor, arrpay file suit in a federal court. The court
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will decide who should pay court costs and legasféf you are successful, the court may ordep#rson you have sued to pay these costs
and fees. If you lose, the court may order yopayp these costs and fees, for example, if it fiywls claim frivolous.

Assistance with Your Question

If you have any questions about your Plan, you khoontact the Plan Administrator. If you have ajuestions about this statement or your
rights under ERISA, or if you need assistance itaioing documents from the Plan Administrator, gbould contact the nearest office of the
Employee Benefits Security Administration, U.S. Bement of Labor, listed in your telephone diregtor the Division of Technical
Assistance and Inquiries, Employee Benefits Secéiiministration, U.S. Department of Labor, 200 Giitution Avenue N.W., Washington,
D.C. 20210. You may also obtain certain publicatiabout your rights and responsibilities under ERiS calling the publications hotline of
the Employee Benefits Security Administration.

XII. Services and Fees

Fees and expenses charged under your Accounimyifiét your retirement savings, and fall into tHoasic categories Investment feemre
generally assessed as a percentage of asseteuhvastl are deducted directly from your investmeturns. Investment fees can be in the
form of sales charges, loads, commissions, 12ked4, f&r management fees. You can obtain more intasmabout such fees from the
documents (e.g., a prospectus) that describe tlestiments available under your Pldan administration feesover the day-talay expense

of your Plan for recordkeeping, accounting, legal &ustee services, as well as additional sentltatsmay be available under your Plan, ¢

as daily valuation, telephone response systenerniett access to plan information, retirement plagools, and educational materials or fees
for the selection of non-Fidelity funds. In sona@ses, these costs are covered by investment faesréhdeducted directly from investment
returns. In other cases, these administrativedeegither paid directly by your Employer, or passed through to the participants in the F

in which case a recordkeeping fee will be dedufiteh your Account.Transaction-based feese associated with optional services offered
under your Plan, and are charged directly to yozgolint if you take advantage of a particular pkatdire that may be available, such as a
Plan loan. For more information on fees associafiétyour Account, refer to your quarterly Accowgtatement, or speak with your Plan
Administrator. In addition, under certain circuarstes, a portion of these fees may be paid bynthiestment Professional as directed by your
Employer.
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X1,

Appendix A: Investment Options

You have the opportunity to direct the investmaritgour Account among the following investment ops:

Name Code Investment Objective

Morgan Stanley Liquid Assets OQHH Seeks high current income, preservation of capitdl
liquidity.

Morgan Stanley Stable Value Fund - OBPN Seeks to provide safety of principal and a comipetitate of

Class A interest that changes dai

Fidelity Advisor Mortgage Securities 0239 Seeks to provide a high level of current income.

Fund- Class T

Fidelity Advisor High Income 0165 Seeks to provide a combination of a high levehabme and

Advantage Funw Class T the potential for capital gain

Van Kampen Equity-Income Fund - 0QCz Seeks to provide the highest possible income ctamgigvith

Class A safety of principal. Long-term growth of capitalds
important secondary objectiv

Fidelity Advisor Cyclical Industries 0194 Seeks capital appreciation.

Fund- Class T

Evergreen Special Values Fund - OoQWO The fund seeks to produce growth of capital.

Class A

Morgan Stanley Equally-Weighted OQEQ Seeks a high level of total return on assets thraug

S&P 500 Func combination of capital appreciation and currenbime.

Fidelity Advisor Leveraged 0105 Seeks to provide capital appreciation.

Company Stock Fun- Class T

Evergreen Small Cap Value OQXT The fund seeks loi-term growth of capital

Fidelity Advisor Equity Growth 0286 Seeks to provide capital appreciation.

Fund- Class T

Oppenheimer Capital Appreciation OQDH Seeks to provide long-term capital growth.

Fund- Class A

AIM Capital Development Fund - OQFF Seeks capital growth by following a long-term stpt

Class A focused on small and medir-sized companie:

Van Kampen Global Franchise Fund OQGU Seeks long-term capital appreciation.

- Class A

Fidelity Advisor Diversified 0735 Seeks capital growth.

International Fun«- Class T

Fidelity Advisor Freedom 2010 Fund 1187 Seeks to provide high total return with a seconadujgctive

-Class T of principal preservation as the fund approactetaiget
date and beyont

Fidelity Advisor Freedom 2020 Fund 1192 Seeks high total return with a secondary objeative

-Class T principal preservation as the fund approachesutget date
and beyond

Fidelity Advisor Freedom 2030 Fund 1197 Seeks high total return with a secondary objeative

-Class T principal preservation as the fund approachesitget date
and beyond

Fidelity Advisor Freedom 2040 Fund 1203 Seeks high total return with a secondary objeative

-Class T principal preservation as the fund approachesitget date
and beyond

Fidelity Advisor Freedom Income 1208 Seeks high current income with a secondary objeaifv

Fund- Class T

principal preservatior
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Fidelity Advisor Freedom 2005 Fund
-Class T

Fidelity Advisor Freedom 2015 Fund
-Class T

Fidelity Advisor Freedom 2025 Fund
-Class T

Fidelity Advisor Freedom 2035 Fund
-Class T

1294

1299

1305

1310

Seeks to provide high total return with a seconadjgctive
of principal preservation as the fund approactetaiget
date and beyon

Seeks high total return with a secondary objeative
principal preservation as the fund approachesitget date
and beyond

Seeks high total return with a secondary objeative
principal preservation as the fund approachesutget date
and beyond

Seeks high total return with a secondary objeative
principal preservation as the fund approachesitget date
and beyond

If a contribution is received for your Account aymu have not supplied investment instructions ®Tlustee, this contribution will be
invested based on Employer direction, or abserit direction, in the most conservative investmerioopdesignated by the Employer in the

Plan.

You may redirect the investment of your future citmittions or exchange your existing Account balaac®mng available investment options
by calling 1-800-294-4015 on any business day betv&30 AM (ET) and 8:00 PM (ET). This is an au&bed telephone service and you
should follow the telephonic instructions or youn gaess the appropriate number if you want totalk Fidelity telephone representative.
representative-assisted calls will be recorded/éarr protection. You may call the telephone numbrually 24 hours a day, seven days a
week to check Account balances, prices, yieldsbtain investment information. You may also uselttiernet to redirect the investment or
your future contributions or exchange your existkwrount balance by using Fide’s NetBenefits. Please contact the Plan Admingstriat

further information.
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XIV. Appendix B: Special Tax Notice Regardig Plan Payments

This notice explains how you can continue to dédfderal income tax on your retirement savings trament Plan benefits in the Ciphergen
Biosystems Inc. 401(k) Plan (the “Plan”) and caméamportant information you will need before yaecile how to receive your Plan
benefits.

This notice is provided to you at the request effftan Administrator (“the Plan Administrator”) laese all or part of the payment that you
will soon receive from the Plan may be eligible folfover by you or your Plan Administrator to aditional IRA or an eligible employer

plan. A rollover is a payment by you or the PlamAwistrator of all or part of your benefit to anettplan or IRA that allows you to continue
to postpone taxation of that benefit until it iScheo you. Your payment cannot be rolled over ®adh IRA, a SIMPLE IRA, or a Coverdell
Education Savings Account (formerly known as ancation IRA). An “eligible employer plan” includespdan qualified under section 401(a)
of the Internal Revenue Code, including a 401 (Rnpprofit-sharing plan, defined benefit plan, &tbonus plan, and money purchase plan; a
section 403(a) annuity plan; a section 403(b) taedtsred annuity; and an eligible section 457(Bphphaintained by a governmental employer
(governmental 457 plan).

An eligible employer plan is not legally requiredaccept a rollover. Before you decide to roll oyeuar payment to another employer plan,
you should find out whether the plan accepts r@tevand, if so, the types of distributions it adsegs a rollover. You should also find «
about any documents that are required to be coatpletfore the receiving plan will accept a rolloven if a plan accepts rollovers, it mi
not accept rollovers of certain types of distribas, such as after-tax amounts. If this is the,cas@ your distribution includes after-tax
amounts, you may wish instead to roll your disttits over to a traditional IRA or split your rollew amount between the employer plan in
which you will participate and a traditional IRA.dn employer plan accepts your rollover, the ptay restrict subsequent distributions of
rollover amount or may require your spouse’s conBarany subsequent distribution. A subsequeritidigion from the plan that accepts
your rollover may also be subject to different tasatment than distributions from this Plan. Chefitk the administrator of the plan that is
receive your rollover prior to making the rollover.

If you have additional questions after reading tioice, you can contact your Plan Administrator.
SUMMARY
There are two ways you may be able to receive a [PAgment that is eligible for rollover:

(1) Certain payments can be made directly to atioaal IRA that you establish or to an eligible gloyer plan that will accept it and
hold it for your benefit (“DIRECT ROLLOVER"); or

(2) The payment can be PAID TO YOU.

If you choose HIRECT ROLLOVER:
¢ Your payment will not be taxed in the currentryaad no income tax will be withheld.

* You choose whether your payment will be madecatliydo your traditional IRA or to an eligible engyler plan that accepts your
rollover. Your payment cannot be rolled over to@tRIRA, a SIMPLE IRA, or a Coverdell Education 8&s Account because
these araot traditional IRAs.

* The taxable portion of your payment will be taxaigr when you take it out of the traditional IRAthe eligible employer plan.
Depending on the type of plan, the later distrimutinay be subject to different tax treatment thavould be if you received a
taxable distribution from this Plan.

If you choose to have a Plan payment that is éédilr rolloverPAID TO YOU:

* You will receive only 80% of the taxable amouhthe payment, because the Plan Administratorgsired to withhold 20% of
that amount and send it to the IRS as income téxheliding to be credited against your taxes.

* The taxable amount of your payment will be taxethicurrent year unless you roll it over. Underited circumstances, you ir
be able to use special tax rules that could rethe¢ax you owe. However, if you receive the paynierfore age 59%, you may
have to pay an additional 10% tax.

* You can roll over all or part of the payment layimg it to your traditional IRA or to an eligibeamployer plan that accepts your
rollover within 60 days after you receive the paym&he amount rolled over will not be taxed ugtb take it out of the
traditional IRA or the eligible employer plan.

¢ If you want to roll over 100% of the payment toraditional IRA or an eligible employer plan, yowst find other money to
replace the 20% of the taxable portion that wablvéld. If you roll over only the 80% that you receivgdu will be taxed on the
20% that was withheld and that is not rolled over.




Your Right to Waive the 30-Day Notice PerioGenerally, neither a direct rollover nor a paymearn be made from the plan until at least 30
days after your receipt of this notice. Thus, afézreiving this notice, you have at least 30 daysohsider whether or not to have your
withdrawal directly rolled over. If you do not wish wait until this 30-day notice period ends befgour election is processed, you may
waive the notice period by making an affirmativeation indicating whether or not you wish to makdiract rollover. Your withdrawal will
then be processed in accordance with your eleasasoon as practical after it is received by tla@ Pldministrator.
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MORE INFORMATION

I PAYMENTS THAT CAN & CANNOT BE ROLLE D OVER

Il DIRECT ROLLOVER

Il PAYMENT PAID TO YOU

\A SURVIVING SPOUSES, ALTERNATE PAYEES & OTHER BENEFICIARIES

I. PAYMENTS THAT CAN AND CANNOT BE ROLLED OVER
Payments from the Plan may be “eligible rollovestdbutions.” This means that they can be rolledrde a traditional IRA or to an eligible
employer plan that accepts rollovers. Payments fagstan cannot be rolled over to a Roth IRA, a SIIAPRA, or a Coverdell Education
Savings Account. Your Plan Administrator shouldalbée to tell you what portion of your payment isedigible rollover distribution.

After-tax Contributions.If you made after-tax contributions to the Plarsth contributions may be rolled into either a tradal IRA or to
certain employer plans that accept rollovers ofatfter-tax contributions. The following rules apply
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a) Rollover into a Traditional IRA. You can roler your after-tax contributions to a traditiotlRA either directly or indirectly.
Your Plan Administrator should be able to tell yoaw much of your payment is the taxable portion hoe much is the after-tax
portion.

If you roll over aftertax contributions to a traditional IRA, it is yorgsponsibility to keep track of, and report to 8ervice on th
applicable forms, the amount of these after-taxrdoutions. This will enable the nontaxable amooi&ny future distributions
from the traditional IRA to be determined.

Once you roll over your after-tax contributionsatéraditional IRA, those amounts CANNOT later bl over to an employer
plan.

b) Rollover into an Employer Plan. You can roleoafter-tax contributions from an employer plaattis qualified under Code
section 401(a) or a section 403(a) annuity plaantather such plan using a direct rollover if theeotplan provides separate
accounting for amounts rolled over, including sapaaccounting for the after-tax employee contidng and earnings on those
contributions. You can also roll over after-tax gutions from a section 403(b) tax-sheltered atyrio another section 403(b)
tax-sheltered annuity using a direct rollover & thther taxsheltered annuity provides separate accountingrfarunts rolled ove
including separate accounting for the after-tax leyge contributions and earnings on those contiobst You CANNOT roll
over after-tax contributions to a governmental p&&h. If you want to roll over your after-tax cabtitions to an employer plan
that accepts these rollovers, you cannot haveftBetax contributions paid to you first. You musstruct the Plan Administrator
of this Plan to make a direct rollover on your BéhEso, you cannot first roll over aftaex contributions to a traditional IRA a
then roll over that amount into an employer plan.

The following types of payments canra rolled over:

Payments Spread over Long Period&u cannot roll over a payment if it is part ofexiss of equal (or almost equal) payments that are
made at least once a year and that will last for:

* your lifetime (or a period measured by your Bigectancy)or
¢ your lifetime and your beneficiary’s lifetimer(a period measured by your joint life expectancies
¢ aperiod of 10 years or more.

Required Minimum PaymentsBeginning when you reach age 70% or retire, whieh&vlater, a certain portion of your payment agnn
be rolled over because it is a “required minimurgrpent” that must be paid to you. Special rules wjfpfou own more than 5% of your
employer.

Hardship Distributions.A hardship distribution cannot be rolled over.

ESOP DividendsCash dividends paid to you on employer stock helgini employee stock ownership plan cannot be rofed.

Corrective DistributionsA distribution that is made to correct a failed dimerimination test or because legal limits ona@iert
contributions were exceeded cannot be rolled over.

Loans Treated as Distributiond’he amount of a plan loan that becomes a taxalgimee distribution because of a default cannot bed
over. However, a loan offset amount is eligiblerf@iover, as discussed in Part Il below. Ask Blan Administrator of this Plan if
distribution of your loan qualifies for rollovere@tment.
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The Plan Administrator of this Plan should be dbleell you if your payment includes amounts whieimnot be rolled over.

II. DIRECT ROLLOVER

A DIRECT ROLLOVER is a direct payment of the amoohtour Plan benefits to a traditional IRA or digible employer plan that will
accept it. You can choose a DIRECT ROLLOVER ofoalany portion of your payment that is an eligitd#over distribution, as described in
Part | above. You are not taxed on any taxablegrodf your payment for which you choose a DIRECDIROVER until you later take it
out of the traditional IRA or eligible employer plan addition, no income tax withholding is regurfor any taxable portion of your Plan
benefits for which you choose a DIRECT ROLLOVERIsTRIan might not let you choose a DIRECT ROLLOViERour distributions for
the year are less than $200.

DIRECT ROLLOVER to a Traditional IRA.You can open a traditional IRA to receive the diretlover. If you choose to have your paymr
made directly to a traditional IRA, contact an IRgonsor (usually a financial institution) to findtdow to have your payment made in a
direct rollover to a traditional IRA at that insiiton. If you are unsure of how to invest your mpngu can temporarily establish a traditional
IRA to receive the payment. However, in choosirtpditional IRA, you may wish to make sure that tfzlitional IRA you choose will allo'
you to move all or a part of your payment to anotheditional IRA at a later date, without pendt@r other limitations. SeEIRS Publication
590, Individual Retirement Arrangementsfor more information on traditional IRAs (includj limits on how often you can roll over betwe
IRAS).

DIRECT ROLLOVER to a Plar. If you are employed by a new employer that hasligibke employer plan, and you want a direct rodovo
that plan, ask the plan administrator of that plduether it will accept your rollover. An eligiblenployer plan is not legally required to accept
a rollover. Even if your new employer’s plan does accept a rollover, you can choose a DIRECT ROVE® to a traditional IRA. If the
employer plan accepts your rollover, the plan mayidle restrictions on the circumstances under Wigu may later receive a distribution
the rollover amount or may require spousal conseahy subsequent distribution. Check with the pldministrator of that plan before
making your decision.

DIRECT ROLLOVER of a Series of Paymenilf you receive a payment that can be rolled ovex taaditional IRA or an eligible employer
plan that will accept it, and it is paid in a sertd payments for less than 10 years, your choicaake or not make a DIRECT ROLLOVER
for a payment will apply to all later payments lie tseries until you change your election. You ezxe fo change your election for any later
payment in the series.

Change in Tax Treatment Resulting from a DIRECT RQDVER. The tax treatment of any payment from the eligégployer plan or
traditional IRA receiving your DIRECT ROLLOVER migbe different than if you received your benefititaxable distribution directly
from the Plan. For example, if you were born beftaruary 1, 1936, you might be entitled to ten-ye@raging or capital gain treatment, as
explained below. However, if you have your benefiled over to a section 403(b) tax-sheltered amnynai governmental 457 plan, or a
traditional IRA in a DIRECT ROLLOVER, your benefitill no longer be eligible for that special treatmieSee the sections below entitled
“Additional 10% Tax if You Are under Age 59%2" an&gecial Tax Treatment if You Were Born before Jayna1936.”

lll. PAYMENT PAID TO YOU

If your payment can be rolled over (see Part | @b@and the payment is made to you in cash, ithgestito 20% federal income tax
withholding on the taxable portion (state tax wilting may also apply). The payment is taxed inythar you receive it unless, within 60
days, you roll it over to a traditional IRA or aligible employer plan that accepts rollovers. Ifiydo not roll it over, special tax rules may

apply.
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Income Tax Withholding:

Mandatory Withholding.If any portion of your payment can be rolled oveder Part | above and you do not elect to makeREQIT
ROLLOVER, the Plan is required by law to withhol@92 of the taxable amount. This amount is sented®RS as federal income tax
withholding. For example, if you can roll over aahle payment of $10,000, only $8,000 will be paigou because the Plan must witht
$2,000 as income tax. However, when you prepare ipgome tax return for the year, unless you makalaver within 60 days (see
“Sixty-Day Rollover Optionbelow), you must report the full $10,000 as a tég@ayment from the Plan. You must report the $2 &9ta:
withheld, and it will be credited against any in@tax you owe for the year. There will be no incdmewithholding if your payments for
the year are less than $200.

Voluntary Withholding. If any portion of your payment is taxable but canme rolled over under Part | above, the mandatgtlyholding
rules described above do not apply. In this case,may elect not to have withholding apply to thattion. If you do nothing, an amount
will be taken out of this portion of your paymeot federal income tax withholding. To elect outgthholding, ask the Plan Administrator
for the election form and related information.

Sixty-Day Rollover Optionlf you receive a payment that can be rolled ovetenrPart | above, you can still decide to roll osttior part of

it to a traditional IRA or to an eligible employglan that accepts rollovers. If you decide to oaker, you must contribute the amount of the
payment you received to a traditional IRA or ellgibmployer plan within 60 days after you recelve payment The portion of your
payment that is rolled over will not be taxed ugitili take it out of the traditional IRA or the ebitg employer plan.

You can roll over up to 100% of your payment thert ©e rolled over under Part | above, includingarount equal to the 20% of the
taxable portion that was withheld. If you choosedibover 100%, you must find other money withire t60-day period to contribute to the
traditional IRA or the eligible employer plan, teplace the 20% that was withheld. On the other hidgdu roll over only the 80% of the
taxable portion that you received, you will be @uom the 20% that was withheld.

Example: The taxable portion of your payment that camdled over under Part | above is $10,000, andglmbse to have it paid
to you. You will receive $8,00@nd $2,000 will be sent to the IRS as income tax wittimy. Within 60 days after receiving the
$8,000, you may roll over the entire $10,000 teaditional IRA or an eligible employer plan. To thos, you roll over the $8,000 y:
received from the Plan, and you will have to fiJ0 from other sources (your savings, a loan).dicthis case, the entire $10,(
is not taxed until you take it out of the tradit@mRA or an eligible employer plan. If you roll emwthe entire $10,000, when you file
your income tax return you may get a refund of padll of the $2,000 withheld.

If, on the other hand, you roll over only $8,00t §2,000 you did not roll over is taxed in thenjeavas withheld. When you file
your income tax return, you may get a refund of pathe $2,000 withheld. (However, any refundikelly to be larger if you roll
over the entire $10,000.)

Additional 10% Tax If You Are under Age 59.you receive a payment before you reach age 58%au do not roll it over, then, in
addition to the regular income tax, you may havpap an extra tax equal to 10% of the taxable porif the payment. The additional 10%
tax generally does not apply to (1) payments thapaid after you separate from service with youpleyer during or after the year you
reach age 55, (2) payments that are paid becauseetice due to disability, (3) payments that am@ms equal (or almost equal) payments
over your life or life expectancy (or your and ydaaneficiary’s lives or life expectancies), (4)idends paid with respect to stock by an
employee stock ownership plan (ESOP) as describ&@bde section 404(k), (5) payments that are piagttly to the government to satisfy
a federal tax levy, (6) payments that are paidhtalgernate payee under a qualified domestic melatorder, or (7) payments that do not
exceed the amount of your deductible medical exger8edRS Form 5329for more information on the additional 10% tax.
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The additional 10% tax will not apply to distribamis from a governmental 457 plan, except to thergxhe distribution is attributable to an
amount you rolled over to that plan (adjusted fveistment returns) from another type of eligiblegptayer plan or IRA. Any amount rolled
over from a governmental 457 plan to another tyfpgligible employer plan or to a traditional IRAWbecome subject to the additional
10% tax if it is distributed to you before you rbage 59%, unless one of the exceptions applies.

Special Tax Treatment If You Were Born before Jamyal, 1936. If you receive a payment from a plan qualified ungkction 401(a) or
section 403(a) annuity plan that can be rolled aveter Part | and you do not roll it over to a ttiadal IRA or an eligible employer plan,
the payment will be taxed in the year you receivelowever, if the payment qualifies as a “lump sdistribution,” it may be eligible for
special tax treatment. (See also “Employer StocBeamurities”, below.) A lump sum distribution ipayment, within one year, of your
entire balance under the Plan (and certain othaitasiplans of the employer) that is payable to wafter you have reached age 59%z or
because you have separated from service with yoptayer (or, in the case of a self-employed indinal] after you have reached age 59%
or have become disabled). For a payment to besttesst a lump sum distribution, you must have bggarticipant in the plan for at least
five years before the year in which you receivedldistribution. The special tax treatment for lusyon distributions that may be available
to you is described below.

Ten-Year Averaging.If you receive a lump sum distribution and you wieoen before January 1, 1936, you can make a ome-ti
election to figure the tax on the payment by usit@ryear averaging” (using 1986 tax rates). Tenryaaeraging often reduces the
tax you owe.

Capital Gain Treatment. If you receive a lump sum distribution and you wieoen before January 1, 1936, and you were a
participant in the Plan before 1974, you may diedtave the part of your payment that is attriblgab your pre-1974 participation
in the Plan taxed as long-term capital gain ate 0&20%.

There are other limits on the special tax treatnf@niump sum distributions. For example, you canerally elect this special tax treatment
only once in your lifetime, and the election apglie all lump sum distributions that you receivéhat same year. You may not elect this
special tax treatment if you rolled amounts intig fflan from a 403(b) tax-sheltered annuity confragovernmental 457 plan, or from an
IRA not originally attributable to a qualified enagler plan. If you have previously rolled over atdimition from this Plan (or certain other
similar plans of the employer), you cannot use $piscial averaging treatment for later payments filoe Plan. If you roll over your
payment to a traditional IRA, governmental 457 plan403(b) tax-sheltered annuity, you will notdide to use special tax treatment for
later payments from that IRA, plan, or annuity. &Ig you roll over only a portion of your paymenta traditional IRA, governmental 457
plan, or 403(b) tax-sheltered annuity, this speaialtreatment is not available for the rest ofggagment. SeéRS Form 4972for additiona
information on lump sum distributions and how ydecethe special tax treatment.

Employer Stock or SecuritiesThere is a special rule for a payment from the ftianincludes employer stock (or other employer
securities). To use this special rule, 1) the paymaust qualify as a lump sum distribution, as désd above, except that you do not need
five years of plan participation, or 2) the emplogtock included in the payment must be attribigdbl“after-tax” employee contributions,
if any. Under this special rule, you may have thgam of not paying tax on the “net unrealized agation” of the stock until you sell the
stock. Net unrealized appreciation generally isiticeease in the value of the employer stock witikeas held by the Plan. For example, if
employer stock was contributed to your Plan accedmén the stock was worth $1,000 but the stockww@sh $1,200 when you received
you would not have to pay tax on the $200 incréas@lue until you later sold the stock.

You may instead elect not to have the specialapfgy to the net unrealized appreciation. In tlaise; your net unrealized appreciation will
be taxed in the year you receive the stock, urjeasoll over the stock. The stock can be rolledrawe a traditional IRA or another eligible
employer plan, either in a direct rollover or dawér that you make yourself. Generally, you wil longer be able to use the special rule
net unrealized appreciation if you roll the stosieioto a traditional IRA or another eligible empdoyplan.

If you receive only employer stock in a payment t&n be rolled over, no amount will be withheldnfrthe payment. If you receive cast
property other than employer stock, as well as eggslstock, in a payment that can be rolled oVver,20% withholding amount will be
based on the entire taxable amount paid to youuing the value of the employer stock determing@xcluding the net unrealized
appreciation). However, the amount withheld willlineited to the cash or property (excluding emplogt®ck) paid to you.

If you receive employer stock in a payment thatlifiga as a lump sum distribution, the special ttaatment for lump sum distributions
described above (such as 10-year averaging) algappy. See IRS Form 4972 for additional inforraaton these rules.

Repayment of Plan Loans.If your employment ends and you have an outstenltian from your Plan, your employer may reduce (o
“offset”) your balance in the Plan by the amount of the ganhave not repaid. The amount of your loan offséteated as a distribution
you at the time of the offset and will be taxedasslyou roll over an amount equal to the amouwibof loan offset to another qualified
employer plan or a traditional IRA within 60 dayfstlee date of the offset. If the amount of youraafset is the only amount you receive
or are treated as having received, no amount wilivthheld from it. If you receive other paymentsash or property from the Plan, the
20% withholding amount will be based on the endim@ount paid to you, including the amount of thenlo&set. The amount withheld will
be limited to the amount of other cash or proppdigd to you (other than any employer securitiege @mount of a defaulted plan loan that
is a taxable deemed distribution cannot be rollegt.o
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V. SURVIVING SPOUSES, ALTERNATE PAYEES,AND OTHER BENEFICIARIES

In general, the rules summarized above that ajpphayments to employees also apply to paymentsriaving spouses of employees and
to spouses or former spouses who are “alternategsayYou are an alternate payee if your intereghé Plan results from a “qualified
domestic relations order,” which is an order isshg court, usually in connection with a divoredemal separation.

If you are a surviving spouse or an alternate payee may choose to have a payment that can tedroller, as described in Part | above,
paid in a DIRECT ROLLOVER to a traditional IRA ar &n eligible employer plan or paid to you. If ymave the payment paid to you, you
can keep it or roll it over yourself to a traditadRA or to an eligible employer plan. Thus, yavk the same choices as the employee.

If you are a beneficiary other than a survivingusmor an alternate payee, you cannot choose@ ditover, and you cannot roll over the
payment yourself.

If you are a surviving spouse, an alternate pageanother beneficiary, your payment is generadiiysubject to the additional 10% tax
described in Part Il above, even if you are yourigan age 59%.

If you are a surviving spouse, an alternate pageanother beneficiary, you may be able to usespieeial tax treatment for lump sum
distributions and the special rule for payments ithe@ude employer stock, as described in Parbidve. If you receive a payment because
of the employee’s death, you may be able to tteapayment as a lump sum distribution if the emgpdomnet the appropriate age
requirements, whether or not the employee had &y#garticipation in the Plan.

HOW TO OBTAIN ADDITIONAL INFORMATION

This notice summarizes only the federal (not statecal) tax rules that might apply to your paymérne rules described above are
complex and contain many conditions and exceptibatare not included in this notice. Thereforaj yoay want to consult with the Plan
Administrator or a professional tax advisor befgoe take a payment of your benefits from your PRBo, you can find more specific
information on the tax treatment of payments framldied employer plans itRS Publication 575, Pension and Annuity Income, ah
IRS Publication 590,Individual Retirement ArrangementsThese publications are available from your locé Iitfice, on the IRS’s
Internet Web Site at www.401kxpress.com, or byirngll-800-TAX-FORMS.
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Exhibit 10.44
VOLUME PURCHASE AGREEMENT (PURCHASER SIDE)

This Volume Purchase Agreement, including the Exhilh and B (“Agreement”), effective as 13 November 2001 Effective Date”), is
hereby made by and between Ciphergen Biosystemsoffrremont, California (Purchaser”) and [*** Redacted] (“Supplier "), the
Parties.

In consideration of the mutual promises set fodtem, the parties hereby agree as follows:
DEFINITIONS
“Product/s” shall mean “Screen printed hydrophobic coating ggh€-gen supplied substrates.”
SALES AND PURCHASES OF PRODUCTS.

1. Products . Subject to the terms and conditions of this Agreet, Supplier agrees to sell Products to Purchas#er the terms and
conditions of this Agreement. For purposes of vauricing or other terms or conditions dependentaume, all purchases of Products by
Purchaser shall be aggregated for the benefit afHaser.

New Product Inclusion. Supplier agrees to keep Purchaser informed ohamyProducts or improvements to existing ProdiRschaser

will notify Supplier if it wishes to add a new pnact(s) or series of products of Supplier’s to thiggeement. Purchaser and Supplier shall then
proceed to establish pricing and delivery schedigiesach such new Product. Upon agreement oéthesis, such product(s) shall be
considered Products under this Agreement, and Blglurchased and sold under the terms and comslitibthis Agreement. Supplier will
make all Products available to Purchaser pursuwatiig section. In addition, if Supplier implemeatsy improved technology (e.g., without
limitation, improved manufacturing processes orriowed or additional cores), Supplier shall prompthyadvise Purchaser and, at Purchaser’
request, discuss with Purchaser the possibilityahdntages of using such improved technologydesign any Products. At Purchaser’s
request, Supplier will negotiate any redesign indytaith.

PRICES; PAYMENT
2. Prices. The prices to Purchaser of the Products shatié@rices contained in the attached Exhibit B.phites are F.O.B. origin.

3. Taxes. Prices stated in Exhibit B and addenda are in do8ars and do not include applicable U.S. feberatate sales or use ta:



which shall be paid by Purchaser if separatelyciaigid on the invoice for the applicable Produgbsigint, but do include any duties, expor
import charges and the like.

4, Payment Terms. Supplier will invoice Purchaser with each shiptreemd payment terms will be the full invoiced ambpayable
within thirty (30) days after Purchaser receives th

*kk Confidential treatment requested pursuant to aggidfer confidential treatment filed with the Setias and Exchange Commissio
Omitted portions have been filed separately with@mmission.




invoice and shipment (net 30).
ORDER AND DELIVERY

5. Purchase Orders. Purchaser’s purchase orders for Products shallibmitted to Supplier in writing or Fax. Each fhase order
shall include:

a. ldentification of Products ordered,;
b. Quantity to be purchased;
c. Price of Products ordered,;
d. Requested delivery dates;

e. Shipping instructions.

6. Forecasts. Purchaser will provide Supplier with non-bindithgrty (30) day forecasts of its requirements fopdRicts on a monthly
basis.
7. Placement by Purchaser All purchases under this Agreement shall be slgjely to the terms and conditions hereof. All

references in this Agreement to purchases of, mselorders for, or shipments of Products by owutataser shall mean by or to Purchase
the event the terms of any purchase order, ackmmmtent, invoice, confirmation or similar documeanfict with or are additional to the
terms of this Agreement, the terms of this Agreeinagone shall apply and shall govern regardlessxetution of such document by one or
both parties, except that the parties may agreegotiate non-preprinted terms which shall be &ffedf executed by both parties. No other
terms and conditions shall apply to this Agreenmerthe purchase orders.

8. Changes and Cancellations Purchaser shall have the right to reschedulaoce any shipment for Products.

9. Shipping . All items shall be shipped in the manner spedibg Purchaser or as specified in the separatehBsecOrders issued
hereunder. In the event a shipment will not meetdélivery date (except as provided in Section ddijting may be changed to premium
transportation at Purchaser’s request. In thatte@upplier shall bear the expense of any diffeeandreight costs for the premium
transportation.

10. Notice . Supplier shall provide Purchaser with as mucliceats possible if it anticipates or has reasdret@ve that Supplier's
output of the Product will not be sufficient to neé of Purchaser’s requirements for any periagtcRaser shall provide supplier with as
much notice as possible if it anticipates or hasoa to believe that it will be unable to supphy raaterial substrate in time for Supplier to
meet shipping deadlines. In the event that Purchadate in providing substrate, Purchaser andpBetpwill agree on revised shipment dates.

11. Discontinuance. If production by Supplier or the availability ahy Product covered by this Agreement is to be paently
discontinued at any time during the term of thissagent,




Supplier shall 1) give Purchaser at least six (6htins prior written notice of such discontinuanaeirty which time Supplier shall accept
orders from Purchaser for a reasonable quantisuoti Product at the prices called for herein, #)grant a license to Purchaser for
preparation and manufacture of Purchaser’s prodseth license to include all technical know-hovedily related to production of
Purchaser’s Product, technical specifications, pctidn methodologies, QC methodologies, formulasene appropriate. This information
will be provided with enough lead-time for Purchateearrange production by alternate means, sma®nnterrupt the supply of finished
product to Purchaser.

PRODUCT ACCEPTANCE AND QUALITY

12. Rejection. In case any Product is not within specificati@@ghibit A attached), Purchaser will have the rigttits sole option, to
reject such Product; to accept such Product wittutually agreed adjustment in price; or to returahsProduct for credit or refund. If, after
being requested by Purchaser, Supplier fails tmptty replace or correct any defective item, thencRaser shall have the right, without
limitation, at its sole option, without further inc#, to cancel the applicable purchase order weldt the rejected material without penalty or
terminate this Agreement for default in accordanith the Termination Section and require refun@dwy payments made relative to the
rejected Purchase Order material. At Purchaseqisast, Supplier will provide to Purchaser releviafgrmation relating to the failure of any
rejected Product.

13. Packing . Unless otherwise specified by Purchaser, Suppiiépackage and pack all goods in a manner that accordance with
good commercial practice. An itemized packingristst accompany each shipment that shall includetihehase order number and quantity
of the Products so shipped

PRODUCT SPECIFICATIONS; CHANGES

14. Specifications. Supplier agrees to supply Products that confarapplicable specifications. Supplier shall not maky changes in
the form, fit, function, design, performance or eprance of any Product purchased hereunder, oyt8pecifications for any Product
irrespective of impact on form, fit, or functionitihout Purchaser’s prior written approval.

18. Engineering Change Approval. Supplier shall not make any significant changearty manufacturing source, production process,
or the controlled process parameters or sourcpsstgr grade classifications of materials used) vespect to any Product without first
obtaining from Purchaser an engineering changeoapprin addition, within three (3) working dayseaflearning of any bug or other probl

in a Product which may or already has resultechimmgact to the installed customer base of suckirip and in any event no later than at the
time an engineering request is made, the discoygramty will notify the other of such problem, Silippshall submit a request to make a
change containing engineering data in supporteféguest. Within ten (10) working days of recejvéuch request, Purchaser shall respond
to Supplier's request and shall either (i) appriineechange, (ii) disapprove the change, or (iitead the deadline for the approval or
disapproval period for an additional twenty (20)riking days.




19. Costs of Engineering ChangedAll engineering changes resulting from defectsamaonformity’s in Products shall be implemen
at the sole expense of Supplier, unless the defeodnconformity is the fault of Purchaser in paing defective functional specifications or
raw material substrates for Products.

SUPPORT

20. Emergency Part Shipment Procedureln cases of emergency, as reasonably determin@ditmhaser, Supplier will ship (at
Purchaser’s expense) Product(s) with overnight/dgfito Purchaser.

21. Product Reports. Supplier will keep accurate records of Produdictincies and make such reports available to Ragehin a
timely manner.

REPRESENTATIONS AND WARRANTIES

22. Warranty of Title . Supplier warrants and represents to Purchase(i}fRrurchaser shall acquire good and clear titlhe Products
free and clear of all liens, claims, and encumbean(i) all materials and services provided hedeunncluding, without limitation, the
Products, are either owned or properly license&tgplier or are in the public domain and the useethf by Purchaser, its representatives,
distributors, dealers, end users, and other dinedtindirect customers will not infringe any prapairy rights of any third party, (iii) Supplier
has the full power to enter into this Agreementday out its obligations under this Agreement tmdrant the rights and licenses granted to
Purchaser in this Agreement, and (iv) Suppliermiptiance with the terms and conditions of this Aggnent will not violate any federal, state
or local laws, regulations or ordinances or anydtpiarty agreements.

23. Product Warranty . Supplier warrants that the Products will be nent anused, will perform in accordance with the ayhle
Specifications (including related documentatiorvited by Supplier and will achieve any function etésed therein) and will be free from
defects in materials, workmanship or design urtih®nths after acceptance by Purchaséhgrranty Period” ).

24, Return and Replace Procedure During the Warranty Period, Supplier will, at@an expense and risk, replace any defective
Products and deliver new Products to the locatesighated by Purchaser within twenty (20) workiagsifrom the date of notice by
Purchaser. Unless Supplier reasonably demonstatgsirned item is free from defect, Supplier spajl the costs of all shipping and
insurance of the defective Products. Purchasempnainptly provide evidence of defective ProductStmplier or dispose of the defective
Products in accordance with Supplier’s instructions

25. Limited Warranty . This limited warranty does not extend to any defeaused by misuse, abuse, service by anyonetbtrea
Supplier authorized representative, Purchasermparty authorized by Purchaser, or damage due idexdoor act of God. NO OTHER
WARRANTIES ARE EXPRESSED OR IMPLIED, INCLUDING, BUROT LIMITED TO, ANY IMPLIED WARRANTIES OF
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOE.
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INDEMNIFICATION

26. Infringement . The Parties agree to mutually indemnify, defemdl faold harmless their officers, directors, empésyeshareholders,
direct and indirect customers, agents, successorassigns from and against any and all loss, dansagtlement or expense (including legal
expenses), as incurred, resulting from or arisuigod any claims which allege that any Producttheruse or sale thereof infringe upon,
misappropriate or violate any Unites States pateoisyrights, or trade secret rights or other gedpry rights of persons, firms or entities v
are not parties to this Agreement; provided thatRhrties (i) promptly notifies each other, in gt of any notice or claim of such alleged
infringement or misappropriation involving the Puats of which they become aware, and (ii) mutup#lymit control, in a manner not
adverse to either Party, the defense, settlemdjustanent or compromise of any such claim usingeaably acceptable counsel. The Parties
shall not enter into any settlement that affedfseziParty’s rights or interest without either Rarprior written approval

27. Cure. If by reason of such infringement claim, Purchawssts direct or indirect customers shall be préedror are likely to be
prevented by legal means from selling or usingRroducts, or if, in Supplies’opinion, such claim is likely to occur, Supphgtl use its bes
efforts, at its expense, to: (i) obtain all rightgjuired to permit the sale or use of the ProdogtBurchaser and its customers; or (ii) modify or
replace such Products to make them non-infringamgl extend this indemnity thereto), provided thmt such replacement or modified
Products are satisfactory to Purchaser. If Supfianable to achieve either of the options sehfabove within a reasonable period of time
after the issuance of an injunction, but in no évenger than thirty (30) days after receipt oficetthereof, Supplier shall promptly refund to
Purchaser the invoiced purchase price, plus ghpshg, storage, and associated costs, of any Piodettirned freight collect to Supplier
which Purchaser or its customers are legally piitddifrom selling or using.

28. Product Liability Indemnification . Supplier expressly and unequivocally agrees tbremeby does indemnify, release, defend and
hold Purchaser and its officers, directors, emptsyshareholders, agents, successors and assigiiessafrom and against all claims,
damages, losses, costs and expenses, includimgegtsdfees, arising in favor of any person, firmcorporation on account of product

liability in any way relating to the Product, prdeid that Purchaser (i) promptly notifies Supplienyriting, of any notice or claim hereunder
of which it becomes aware, and (ii) permits Supgltiecontrol, in a manner not adverse to Purchdkergdefense, settlement, adjustment or
compromise of any such claim using counsel readpraiceptable to Purchaser. Purchaser may emplaysed, at its own expense (provided
that if such counsel is necessary because of dictorifinterest of either Supplier or its counselbecause Supplier does not assume control,
Supplier will bear such expense), to assist it wétspect to any such claim. Supplier shall notreinte any settlement that affects Purchaser’s
rights or interest without Purchaser’s prior writtgpproval. Unless Supplier fails to perform itdigdtions pursuant to this section, Purchaser
shall have no authority to settle any claim on lifetfaSupplier.




LIMITATION OF LIABILITY

29. EXCEPT FOR LIABILITY CAUSED BY THE GROSS NEGLIGENCER WILLFUL MISCONDUCT OF A PARTY, UNDER
NO CIRCUMSTANCES WILL EITHER PARTY BE LIABLE TO THEOTHER UNDER ANY CONTRACT, STRICT LIABILITY,
NEGLIGENCE OR OTHER LEGAL OR EQUITABLE THEORY, FORNY INCIDENTAL OR CONSEQUENTIAL DAMAGES OR
LOST PROFITS IN CONNECTION WITH THE SUBJECT MATTEBF THIS AGREEMENT. THIS SECTION DOES NOT LIMIT
EITHER PARTY’S LIABILITY FOR BODILY INJURY OF A PERSON, DEATH, OR PHYSICAL DAMAGE TO PROPERTY.

TERM AND TERMINATION

30. Term . Unless terminated earlier as provided hereis, Mlgreement shall have a term of one (1) year cameing on the Effective
Date, unless terminated sooner by written notigergby a party pursuant to this Section. This Agrewet shall be automatically renewed for
additional successive one (1) year periods, unegten notice of norrenewal is received by the other party no laten thiaty (60) days pric
to the expiration of the then current term. Upow expiration or termination, the rights and obligas of the parties shall continue except
Supplier will not be required to accept furtherenglor undertake further product development.

31. Termination for Cause . This Agreement may be terminated by a party éarse immediately by written notice upon the ocawree
of any of the following events:

a. If the other ceases to do business, or otheteisgnates its business operations; or

b. If the other breaches any provision of this Agnent and fails to cure such breach within thiB®)(days (immediately in the case
of a breach of Section 9) of written notice desodtthe breach; or

c. If the other becomes insolvent or seeks prateainder any bankruptcy, receivership, trust deestlitors arrangement,
composition or comparable proceeding, or if anyhgumceeding is instituted against the other (astddismissed within ninety (90)
days).

32. Termination for Convenience. Subject to the terms of this Section, Purchasey mrminate this Agreement (and some or all then
outstanding Purchaser purchase orders) hereundarngiice to Supplier. Both Purchaser and Supplieee to cooperate in good faith to
minimize the negative impact to both parties.

33. Claims . Any claim by Supplier on account of canceled pase orders shall be submitted to Purchaser.

34. Survival; Support After Termination . Purchaser’s right to distribute Products in ireey or subject to any pending purchase
order shall survive termination or expiration ostAgreement.

COMPLIANCE WITH LAWS; IMPORT/EXPORT

35. Compliance with Laws. Supplier warrants that in performance of workemithis Agreement it has complied with or will cdsnp
with all applicable federal, state, local laws and




ordinances

36. Force Majeure . Neither party shall be considered in default@ffprmance of its obligations under this Agreenterthe extent the
performance of such obligations is delayed by fonegeure such as fire, flood, earthquake or otber af God beyond the reasonable control
of such party or its suppliers. In the event Sughils to deliver product due to such causesgltager may either:

a. Terminate this Agreement or any part herecbaoduct(s) not shipped,;

b. Suspend this Agreement in whole or in part ierduration of the delaying cause, and at Purcitsaggtion, buy the Product(s)
elsewhere and deduct from any commitment to Suphlequantity so purchased. Supplier shall resperformance under this
Agreement immediately after the delaying causeasand, at Purchaser’s option, extend the theemiuterm period for a period
equivalent to the length of time the excused delajured.

37. Assignment. This Agreement shall be binding on the partiegtoeand their successors and assigns; provideeevey, that
Supplier shall not assign or transfer, in whol@aint, this Agreement or any of its rights or obligas arising hereunder without the prior
written consent of Purchaser. Any purported ass@rtrwithout such consent shall be null and voidcRaser shall not assign or transfer, in
whole or part, this Agreement or any of its rightobligations arising hereunder without the prigitten consent of Supplier. Any purported
assignment without such consent shall be null andl. v

38. Governing Law . This Agreement shall be governed by the law$efState of New York, without reference to conftittaws
principles.
39. Independent Contractors. Supplier shall perform its obligations hereundg®lan independent contractor and shall be solely

responsible for its own financial obligations. Niathcontained herein shall be construed to imglyir& venture or principal and agent
relationship between the parties, and neither gré}l have any right, power or authority to cresatg obligation, express or implied, on
behalf of the other in connection with the perfonte hereunder.

40. Modification . No alteration, amendment, waiver, cancellatioamy other change in any term or condition of figeement shall
be valid or binding on either party unless the sahadl have been mutually assented to in writindpbth parties.

41. Waiver . The failure of either party to enforce at anydiemy of the provisions of this Agreement, or thitufe to require at any
time performance by the other party of any of thavsions of this Agreement, shall in no way bestamed to be a present or future waive
such provisions, nor in any way affect the righeither party to enforce each and every such pimvihereafter. The express waiver by ei
party of any provision, condition or requirementlut Agreement shall not constitute a waiver of ailure obligation to comply
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with such provision, condition or requirement.

42. Notices. Any notice required or permitted to be given biper party under this Agreement shall be in wgtand shall be persona
delivered or sent by commercial courier servicg.(@®HL), or by first class mail (certified or reggred), or by telecopy confirmed by first
class mail (registered or certified), to the otharty at its address first set forth above, or sumli address as may from time to time be
supplied hereunder by the parties hereto. If maitetices will be deemed effective three (3) wogkitays after deposit, postage prepaid, in
the mail.

43. No Third Party Beneficiaries . Unless otherwise expressly provided, no provisiofithis Agreement are intended or shall be
construed to confer upon or give to any persomttyeother than Purchaser, Supplier, and Desigh@terd Parties any rights, remedies or
other benefits under or by reason of this Agreement

44, Interpretation . This Agreement represents the negotiated agreevhéme parties, with the advice and assistanamahsel, and
shall not be construed against either party aslthier thereof.

45, Entire Agreement. This Agreement, and the exhibits hereto, repiteset constitute the entire agreement betweenattep, may
only be amended in writing signed by both parté®] supersede all prior agreements and undersgmdin

IN WITNESS WHEREOF , the parties hereto have executed this Agreemepetsons duly authorized as of the date and yestabove
written.

The parties have signed below to indicate theieptance of the terms of this Agreement.

PURCHASER SUPPLIER

By: /s/ David DeNole By: [*** Redacted]

Name:David DeNola Name:[*** Redacted]

Title: VP of Operation: Title: Presiden

*kk Confidential treatment requested pursuant to aggidfer confidential treatment filed with the Setias and Exchange Commissio

Omitted portions have been filed separately with@ommission.




EXHIBITS INDEX

A- PRODUCT SPECIFICATIONS

B- PRICES
EXHIBIT A.
PRODUCT SPECIFICATIONS
1. Dimensions:
11 8 spot substrate:[*** Redacted]
16 spot substrate[*** Redacted]
2. Contact Angle: over or equal[*** Redacted] for the buffer solution.

Measure contact angle on [*** Redact¢ coating using [*** Redacted] of the buffer solutifri* Redacted]
3. Appearance:according to coupor

4. Pigments:

[*** Redacted]

[*** Redacted]

[*** Redacted]

*kk Confidential treatment requested pursuant to aggidfer confidential treatment filed with the Setias and Exchange Commissio
Omitted portions have been filed separately with@ommission.




QC Plan for parts produced by[*** Redacted]

1. Definition.
A Production lot size (N) is defined as the quamit substrates of a single color from a printing that can be cured in the oven at one time.
2. The first article.
2.1 The first [*** Redacted] articles should be inspattto confirm all dimensions according to Ciphergénts.
Alignment of the mask will be confirmed prior to grun and cl osely monitored during any given run.
2.1.1 8 spot substrate:[*** Redacted]
2.1.2 16 spot substrate[*** Redacted]
2.2 The following parameters should be measured:
2.2.1 8 spot substrate:
[*** Redacted]
16 spot substrate:
[*** Redacted]
3. Acceptance Sampling

An initial print of dummy substrates supplied b thurchase should be printed and cured for testing.

*kk Confidential treatment requested pursuant to aggtidfer confidential treatment filed with the Setias and Exchange Commissio
Omitted portions have been filed separately with@ommission.
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Prior to any production run, check for contact amgfi the coating with [*** Redacted], supplied betPurchaser.

3.1 Select randomly (n) substrates from the completedyxction run of (N) substrates (see the tablevioglo
3.2 Measure contact angle on [*** Redacted] coatingnggi** Redacted] of the buffer solution suppliegl the Purchaser.
3.3 Acceptance criteria (X is the measured contactegngl
N (lot size) N (sample size Kcr
[*** Redacted] [*** Redacted] [*** Redacted]
[*** Redacted] [*** Redacted] [*** Redacted]
[*** Redacted] [*** Redacted] [*** Redacted]

where

The lot will be accepted if it passes inspection ipp. 2 and 3

[*** Redacted]

*kk Confidential treatment requested pursuant to aggidfer confidential treatment filed with the Setias and Exchange Commissio

Omitted portions have been filed separately with@mmission.
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EXHIBIT B

PRODUCT PRICING

The price of [*** Redacted] shipped substrate Wil charged to Ciphergen.

Set up charge of [*** Redacted] will be waived amyaorder in excess of [*** Redacted] pieces of Rrcikhat is of the same color and
specification.

ok Confidential treatment requested pursuant to aggidfer confidential treatment filed with the Setias and Exchange Commissio
Omitted portions have been filed separately with@ommission.
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EXHIBIT 21.1
SUBSIDIARIES OF THE REGISTRANT

lllumeSys Pacific, Inc California
Ciphergen Technologies, Ir California
Ciphergen Biosystems Lt U.K.
Ciphergen Biosystems A Denmark
Ciphergen Biosystems Gmt Germany
Ciphergen Biosystems A Switzerland
Ciphergen Biosystems K Japar
Ciphergen Biosystems International, | Delaware
Ciphergen (Beijing) Biosystems Co., L China
Ciphergen Biosystems S.t Italy
Ciphergen Biosystems EUF France

EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢lee Registration Statement on Form S-3 (N0.83330) and S-8 (N0.33B96434
of Ciphergen Biosystems, Inc. of our report dateatd 21, 2005 relating to the consolidated findrat@ements, financial statement
schedule, management’s assessment of the effeesisai internal control over financial reportingldahe effectiveness of internal control
over financial reporting, which appears in thismdrO-K.

/sl PricewaterhouseCoopers LLF

San Jose, Californi
March 21, 200¢

EXHIBIT 31.1

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

[, William E. Rich, certify that:
1. | have reviewed this annual report of Form 10-kKCgfhergen Biosystems, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgitade a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statement$ atimer financial information included in this refdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe periods presented in this report;

4. The registrant’s other certifying officer(s) andrk responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav



(a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

(b) Designed such internal control over financial réipgy;, or caused such internal control over finah@gaorting to be designed under
our supervision, to provide reasonable assurarmgadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimetport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; and

(d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodighal quarter in the case of an annual repod) itlas materially affected, or is
reasonably likely to materially affect, the regasit’s internal control over financial reporting;dan

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatiwriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contraéofinancial reporting which are
reasonably likely to adversely affect the registeability to record, process, summarize and refiwancial information; and

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a significémin the registrant’s
internal control over financial reporting.

Date: March 21, 200

/s/ WILLIAM E. RICH, PH.D.
William E. Rich, Ph.D
President and Chief Executive Offic

EXHIBIT 31.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
Pursuant to Section 302(a) of the Sarbanes-Oxley £af 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 cortajnuntrue statement of a material fact or omsgitéde a material fact necessary to
make the statements made, in light of the circuntgtsunder which such statements were made, nigtadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe periods presented in this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd dave:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

b. Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed under
our supervision, to provide reasonable assuramga@diang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimetport our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyéport based on such
evaluation; and

d. Disclosed in this report any change in the registsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) itas materially affected, or is
reasonably likely to materially affect, the regastt’s internal control over financial reporting;dan

The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which are
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refpmhcial information; ant



b.  Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the registrant’s
internal control over financial reporting.

Date: March 21, 200
/sl MATTHEW J. HOGAN

Matthew J. Hogal
Senior Vice President and Chief Financial Offi

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. Section 1350, éspted pursuant to Section 906 of the Sarbanesy@deof 2002, that the Annual
Report of Ciphergen Biosystems, Inc. on Form 1®Ktfie fiscal year ended December 31, 2004 fulmmites with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in sucindal Report on Form 10-K fairly
presents in all material respects the financiab@twn and results of operations of Ciphergen Bstegns, Inc.

Date: March 21, 200

/sl WILLIAM E. RICH, PH.D.

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

/sl MATTHEW J. HOGAN

Matthew J. Hogal
Senior Vice President and Chief Financial Offi
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