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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 arevéord-looking statements for purposes
of the safe harbor provisions under the PrivatauBges Litigation Reform Act of 1995. We claim tpeotection of such safe harbor, and
disclaim any intent or obligation to update anyfard-looking statement. You can identify theseestants by forwardeoking words such ¢
“may”, “will”, “expect”, “intend”, “anticipate”, “believe”, “estimate”, “plan”, “could”, “should” anticontinue” or similar words. These
forward-looking statements may also use differdmapes. We have based these forward-looking statsra our current expectations and
projections about future events. Examples of fodalapking statements include statements about gtiojes of our future revenue, gross
margin, results of operations and financial cooditianticipated deployment, capabilities and usesioproducts and our product
development activities and product innovations;ithportance of proteomics as a major focus of lggleesearch; the ability of our products
to enable proteomics research; competition andatioiagion in the markets in which we compete; eérgtand future collaborations and
partnerships; our ability to operate our BiomarRé&covery Center® laboratories and secure commiaigtats to biomarkers discovered at
our Biomarker Discovery Center laboratories; thétyiof biomarker discoveries and the effectiveme$ our Biomarker Discovery Center
laboratories; our ability to leverage our Biomarkescovery Center laboratory operations to fostethier adoption of our products and
technology and to generate revenue by obtainingesmombination of fees and commercial rights relé¢eliomarkers discovered in our
Biomarker Discovery Center laboratories in exchafoggerforming research services; our belief tiiatmarker discoveries may have
diagnostic and/or therapeutic utility; our belieat our Biomarker Discovery Center laboratories megelerate biomarker discovery and
validation in both pharmaceutical drug discoveoxitology and clinical trials, and in clinical reseh laboratories; our plan to deploy the
prototypes of our latest technology and protoonlsaintain and extend a technological advantageiirBiomarker Discovery Center
laboratories; our plans to develop and commer@&aliagnostic tests through our strategic allianite @uest Diagnostics; our ability to
comply with applicable government regulations; ability to expand and protect our intellectual prdp portfolio; decreasing general and
administrative costs; decreasing sales and matketsts; decreasing research and development eagiscted stock-based compensation
expense after adoption of SFAS 123(R); anticip&uure losses; potential expenses associated witbduct retrofit; expected levels of
capital expenditures; forgiveness of loan obligaito Quest Diagnostics; the rating of our conbtathotes and the value of the related put
options; the period of time for which our existifigancial resources, debt facilities and interasbme will be sufficient to enable us to
maintain current and planned operations; foreignericy exchange rate fluctuations and our plangitigating foreign currency exchange
risks; and the market risk of our investments.

These statements are subject to significant riskisumcertainties, including those identified in geetion of this Form 10-K entitled
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations—Factors Thay Kect Our Results”, that could
cause actual results to differ materially from #psojected in such forward-looking statementstduerious factors, including our ability to
generate growth in unit sales while maintainingipg; managing our manufacturing costs, operatkpgerses and cash resources consistent
with our plans; our ability to conduct our ongoimgw product development and product improvemeixiies within the budgets and time
frames we have established; the ability of our &n@hip® technology to discover protein biomarkihiat have diagnostic, theranostic and/or
drug development utility; the continued emergericgroteomics as a major focus of biological reskaned drug discovery; and our ability to
protect and promote our proprietary technologies.ilieve it is important to communicate our exagohs to our investors. However, there
may be events in the future that we are not absetorately predict or that we do not fully contifudt




could cause actual results to differ materiallynirthose expressed or implied in our forward-lookstatements.

References to “Ciphergen”, the “Company”, “we”,
whole.

@hd “our” refer to Ciphergen Biosystems, Inc. atsdsubsidiaries, taken as a

ITEM 1. BUSINESS
Overview

We develop, manufacture and market our ProteinGlggiems, 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 optatian of a set of procedures to develop a methoddtecting and quantifying a specific
protein. Our ProteinChip Systems are novel, enghlitiols in the emerging field of protein-based byl research, known as proteomics.
While technological advances in DNA tools have safigally changed the field of genomics, the absarfeenabling protein analysis tools
has limited progress in proteomics research. Pnoieoprovides a direct approach to understandiagdle of proteins in the biology of
disease, monitoring disease progression and thepbetic effects of drugs. We believe proteomidslve a major focus of biological resea
by enhancing the researcher’s understanding of fygneion and the molecular basis of disease. ly K209, we commercially launched our
ProteinChip Biology System and in July 2004, wentzhed our next-generation system, the ProteinCyéges, 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 pratedtysis consisting of a ProteinChip Reader anteRrChip Software; (ii) the ProteinChip
Biomarker System, a system including Biomarkerd?at™ Software for advanced protein expressionilimgf (iii) the ProteinChip
AutoBiomarker System, a system including an Autdeyavhich automates array processing; (iv) thedtn@hip Tandem MS Interface for
advanced identification work using tandem masstspeetry; (v) automation accessories such as thenBk® 3000 Workstation, which is
manufactured by Beckman Coulter, and an Autolotalécilitate sample handling and increase througjhgind (vi) other associated
accessories. This equipment is used in conjunetitmour ProteinChip Arrays, which are consumabtEbips 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 eam8rker Discovery Center laboratories to fostethfer adoption of our products and
technology as an industry standard and to genezatmue by obtaining some combination of fees amdneercial rights related to biomark
discovered in our Biomarker Discovery Center labmnias in exchange for performing research services

In addition to generating revenue by providing tealbgy and services to life science researchetetast several years we have
discovered and filed patents on biomarkers an@pettof biomarkers that are associated with variissases and other pathological states.
Initial areas of focus have included a variety aficers as well as neurological, cardiovascularisfedtious diseases. The clinical questions
we have been researching include early detectieatmhent response, monitoring of disease progmesgiognosis and others. We have
established a number of collaborations to assiftéee discovery and validation efforts, such ak Whe Johns Hopkins School of Medicine,
the University of Texas M.D. Anderson Cancer Ceatat University College London. The goal of ouoeff is to develop certain of these
biomarker discoveries into assays delivered onRwateinChip platform that could be used to imprpaéent care. On July 22, 2005, we
entered into a strategic alliance agreement witesu




Diagnostics Incorporated (“Quest Diagnostics”) ainvg a three year period during which the partidkstrive to develop and commercialize
up to three diagnostic tests based on Ciphergenjwiptary SELDI technology. Under this agreeméntest Diagnostics will have the non-
exclusive right to commercialize these tests oroddwide basis, with exclusive commercializatioghts in territories where Quest
Diagnostics has a significant presence for upue fiears following commercialization.

Ciphergen Biosystems, Inc. was originally incorpedan California on December 9, 1993 under theaatiotic Systems. In
March 1995, we changed our corporate name to GgineBiosystems, Inc. On May 23, 2000, we reincaisat in Delaware. On
September 28, 2000, we had our initial public affgr On July 31, 2001, we acquired BioSepra S.Avhally-owned subsidiary of Ciphergen
located near Paris, France, which is principallgssred in the development, manufacture and markefipgocess chromatography sorbents,
which are media used to capture and purify protémsNovember 30, 2004, we sold BioSepra S.A. efated assets to Pall Corporation.

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, significantresgeesuch as sales and marketing and corporat@iattation are not incurred by nor
allocated to these components but rather are ereglby the entire enterprise. Additionally, the €logerating decision maker evaluates
resource allocation not on a product or geographsis, but rather on an enterprise-wide basis.efbe, we have determined that we operate
in only one reportable segment, which is the protesearch tools and collaborative services busines

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 proteifnéguently 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 strucsutet are ultimately responsible for cellular fiiois.

Genomics allows researchers to establish the oalsttip between gene activity and disease. Howevany diseases are manifested not
at the genetic level, but at the protein level. Thmplete structure of modified proteins cannotié®rmined by reference to the encoding
gene alone. Thus, while genomics provides somernrdtion about diseases, it does not provide aifudlerstanding 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 geo@tstructions encoded in their DNA, which resultghe production of proteins. The
process of producing proteins from DNA is knowrgase expression or protein expression. Differeircéiging organisms result from
variability in their genomes, which can affect tiipes of genes expressed and the levels of gemessipn. Each cell of an organism
expresses only approximately 10% to 20% of the gend he type of cell determines which genes areesspd and the amount of a
particular protein produced. For example, livetcptoduce different proteins from those producgddils found in the heart, lungs, skin, ¢
Proteins play a crucial role in virtually all biglizal processes, including transportation and g energy, immune protection, generation
and transmission of nerve impulses and controrafvth.




Diseases may be caused by a mutation of a genaltbet a protein directly or indirectly, or alté¢he level of protein expression. These
alterations interrupt the normal balance of prat@ind create disease symptoms. A protein biomé&leprotein that is present in a greater or
lesser amount in a disease state versus a normaitiom. By studying changes in protein biomarkeesearchers may identify diseases prior
to the appearance of physical symptoms. Researcharacterize proteins by their molecular weightadidition, researchers can utilize
protein biomarkers to identify new disease pathwayse used as drug targets. Disease pathwaysarpgyof interacting proteins that lead to
disease if any one or more of the proteins is edteistorically, researchers discovered proteamiarkers as a byproduct of basic biological
disease research. This has resulted in the validay researchers of approximately 200 protein bidrs that are being used in
commercially available clinical diagnostic producise development of new diagnostic products has tieited by the complexity of
disease states, which may be caused or charactéyzeeveral or many interacting proteins. Diagiegatoducts that are limited to the
detection of a single protein may lack the abilitydetect more complex diseases, and thus pro@scéts that are unacceptable for practical
use. The detection of patterns of multiple prot@ies/ prove to be more useful. In recent yearsNigonal Institutes of Health, or NIH, has
recognized the importance of protein biomarkemsviarcoming this problem and their usefulness indimeelopment of new diagnostic and
therapeutic products. Among other initiatives, lilHel has established a grant program (The Early @ete Research Network) to fund the
discovery and clinical validation of new proteimivarkers.

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 fatdlielopment 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 developméptymerase chain reaction, or PCR, allowed redesas to amplify, or produce
multiple copies of, a fragment of DNA. Researclergld then enhance the signal of trace amountd\& Bom an unprocessed biological
sample, such as tissue or blood, to a level whemsorement was possible. Successive advancehirotegies 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 beatkfienomics, there have been fewer significantrazbain proteomics. While DNA
has been relatively simple to study because @dte of detection and linear structure, proteifyaisahas been a far more difficult challenge.
The goal of proteomics is to determine the striecand function of proteins. Researchers use teahsiguch as tagging, amplification and
sequencing to analyze DNA, but researchers carsethese techniques effectively to study protdihese techniques can change the
structure of proteins and may change their chatiatites or function, which would limit researcheadility to identify and analyze samples.
addition, these techniques do not allow researdoarsonitor or study how proteins interact, ordertify 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 sampéparation processes to enable researchers toqga@tough purified proteins before
identification and analysis can




occur. In addition, these tools must be operaterebgarchers with substantial technical experfise result, proteomics research has not
advanced at a rate comparable to that of genoi@s.tools are needed that are specifically desigoedlow researchers to analyze proteins
to enable protein biomarker discovery, to fully arstand biological pathways and function, and wtety to accelerate the discovery of new
drugs and clinical diagnostics.

The Ciphergen Solution

We develop, manufacture and market our ProteinGlgiems, which use patented Surface-Enhanced Daserption/lonization
(“SELDI") technology. The ProteinChip Systems emapitotein biomarker discovery, characterization asshy development. Our
ProteinChip Systems integrate the key steps oeproics research on a single, miniaturized biodBig. ProteinChip Systems incorporate
SELDI technology on the surface of a consumabletim which allows researchers to capture and apegtyoteins 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 piggtion. SELDI enables protein detection
and quantification by reducing signals from unwdrtt@molecules that would otherwise obscure thesmesnent results.

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

« Differential Protein Expression.Our ProteinChip Systems are designed to enabledyjalesearchers 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 individudhout that disease. The
differences include differences in the identiti€éshe collection of proteins present in the sampdaswell as differences in the amot
of a particular protein present in both samplestdtns that are either present in one sample asehaln the other, or present at
different relative levels in both samples, are po& protein biomarkers of the disease. Furthseaech may validate the use of
potential protein biomarkers for the diagnosishef tlisease or as targets for the discovery of dugyeat the disease. In addition, the
information derived from our ProteinChip Systemaldas scientists to compare genetic message infamaerived from DNA
biochips, or miniaturized biochips containing DN, protein information, in order to better defin@fgin function. Differential
expression studies and protein discovery that ptesly were impossible to conduct or took a longetimay be performed on our
ProteinChip Systems in a much shorter timeframeqligkly analyzing statistically significant numbesf samples, biomarker
candidates can be validated. Researchers can anétgtive assays of proteins developed from diffiéial protein expression to
diagnose and monitor disease.




Protein Characterization.Once a potential protein biomarker is identifiedisaial next step is the characterization of théemmo
Protein characterization is the process of detdéngithe identity of the protein and/or charactenigaspects of its physical structure.
Using our ProteinChip Systems, biology researcbansenrich and concentrate a rare protein fronudecbiological sample in a
shorter timeframe than typically has been expeadmnith traditional methods. Researchers can thecegd to determine the identity
of the protein. This process can involve, for exlangetermining a fragment pattern for the profgimduced, for example, by
treatment with enzymes) with our ProteinChip Systeamd comparing this pattern with fragment pagtefrproteins identified in
publicly available protein and genomic databasesef on this comparison, the researcher may bealalentify the protein in the
database that corresponds to the experimentaliprédentifying a protein can provide the researchigh information useful in
understanding the biology of the sample being stulididentifying the gene from which the proteirgarates can provide useful
structural or processing information. Also, reskars can characterize aspects of the physicaltsteuof a protein using our
ProteinChip Systems to perform enzymatic-, chemigahntibodybased tests or assays. Such assays may revesxafople, whethe
the protein has been modified after productiontétnomodification can suggest changes in protefttion, which may be important
to the particular disease under study.

Quantitative Assay of Proteins and Protein Intei@ts. Once a protein biomarker has been identified ardaciterized, 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 adsas useful, for example, in diagnostic asstiyshe severity or stage of a disease.
Another assay is a test of protein interactionsvbenh the biomarker and other proteins. This assagéful in tests of the biological
function of the protein that may be important figrriole in disease. This assay is also usefulug discovery to identify drug
candidates that interfere with protein interactionir ProteinChip Systems enable the researchearrform quantitative and protein
interaction assays by selecting a limited numberhaimical or biochemical surfaces and optimizirgdbnditions for a particular type
of assay. We believe our ProteinChip System caplffyrassay development and speed functional vitidaof discovered biomarke
for both diagnostic and drug discovery applications

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@nfays, which produces a step-
wise elution of retained compounds, may allow “dipt optimization and purification of proteins mar@pidly than using existing
methodologies. The “on-chip” optimization methodlsn to that accomplished while utilizing colunfos liquid chromatography
separations but the method allows for purificatisimg only microliters of biological sample versutliliters of biological sample,

and it is thus particularly useful as “predictiv@igin chromatography” in large-scale productionr @ew method of purity analysis is
called ProteinChip Retentate Chromatography—Masst®gmetry (“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 mtark

» Basic Biology ResearchBasic biology research laboratories focus on thdysbf general biological processes and the unaiedstg
of the molecular basis of disease. Most of thertggles used by researchers in basic biology relséarstudy 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 clinditsease symptoms to changes in certain protaittsei disease
state versus in the normal state. In doing soarekers seek to identify markers, many of whichpaogeins, or patterns of multiple
markers that can be used to diagnose diseases &8ss treatment response and monitor treatmregreps. 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. We artively pursuing the development of such diagnaststs as a major part of our
business strategy, and have established a stratiigitce with Quest Diagnostics as part of thferef

« Diagnostics. The in vitro diagnostics industry manufactures distributes products that are used to detect thaissaf individual
components present in human derived specimens. Miiese assays are used to specifically idenirfgle protein biomarkers.
Diagnostic assays that are limited to the deteaifcansingle protein often have limitations in @il specificity (true positives) and
sensitivity (true negatives) due to the complexurebf many diseases and the inherent biologisardity among populations of
people. Over the last several years, we have bemsuipg the discovery of panels of biomarkers thay yield improved clinical
predictivity and utility. We are actively pursuitige development of such diagnostic tests as a majbof our business strategy, and
have established a strategic alliance with Queagstics as part of this effort.

* 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 depment failures occur in
toxicology, or the study of the negative or harn#tfects of a drug, in which the availability ofafisl data is hampered by similar
issues. We believe a lack of protein biomarkerseruly limits the ability of researchers to adeglatvaluate drug target function,
cell pathway analysis and toxicological and thewipgeeffects throughout the drug development precée believe our ProteinChip
Systems and collaborative services can substgniiafirove preclinical development and clinical teffectiveness by greatly
expanding the use of protein biomarkers.

« Pharmaceutical Production ProcessAnother current bottleneck appears in drug devekagrand production. The most popular
current method for preparative separation of pnsté liquid chromatography (“LC"). In LC, solid @nts, which have
complementary physicochemical properties to praeteininterest, are employed for selective adsonpfiam design an LC protein
separation process is a relatively long and sydiertask built essentially on a trial and error eggeh. The application of our
ProteinChip System—the RC-MS method—is a rapidadtéve




method that consumes minimal sample yet predidismapseparation conditions for large-scale LC fication of proteins from
complex biological matrices.

Business Strategy

We intend to establish our ProteinChip Systemasanabling technology platform for protein biomarkescovery and proteomics
research in the basic biological research, clinmieaéarch, and pharmaceutical drug discovery anel@gment process markets, and as an
assay platform in the in vitro diagnostics markaty elements of our strategy are to:

Enter the Diagnostics Market with Proprietary Assayn the last several years, we have discovered itadigatents on biomarkers
and patterns of biomarkers that are associatedvaitbus diseases and other pathological statéwml lareas of focus have included a
variety of cancers as well as neurological, cardéoular and infectious diseases. The clinical qpestve have been researching
include early detection, treatment response, maongaf disease progression, prognosis and othéeshave established a number of
collaborations to assist in these discovery anilatibn efforts, such as with The Johns Hopkinsdgtlof Medicine, the University of
Texas M.D. Anderson Cancer Center and Universityege London. The goal of our efforts is to devetaptain of these biomarker
discoveries into assays delivered on our Proteip@kitform that could be used to improve patieméc®n July 22, 2005, we entered
into a strategic alliance agreement with Quest Biggjcs covering a three year period during whighgarties will strive to develop
and commercialize up to three diagnostic testschareCiphergen’s proprietary SELDI technology. Uniiés agreement, Quest
Diagnostics will have the non-exclusive right tarouoercialize these tests on a worldwide basis, axitlusive commercialization
rights in territories where Quest Diagnostics hagjaificant presence for up to five years follogicommercialization.

Accelerate Awareness and Acceptance of Our ProtemSystems.We intend to focus on expanding the installed lodisair
ProteinChip Systems with leading academic, goventippharmaceutical and clinical research laborasotd promote awareness and
acceptance of our technology. In addition, we wulpport the use of our ProteinChip Systems thraugtomer education and training
as well as customer collaborations, such as thateBayer and sanofi-aventis, to increase the appiins and use of our ProteinChip
Arrays. Further, we intend to pursue commercialimaof our products through our own sales and margerganization in North
America, Western Europe and Japan, and throughhudiirs or sales representatives in selected qttues of the world, including
Australia, China, Malaysia, Singapore, South Kofleayan and Turkey.

Expand Product Development and Innovatiote intend to expand the scope of our product plistfyy continuously developing
new products and applications based on our Probgin@chnology. We believe that by expanding theliagtions of our technology
and products and increasing their functionality,wi promote the use and acceptance of our PrGteiim Systems by biology
researchers. Current proteomic challenges invabve o simplify the biological sample sufficientlgrfanalysis, without losing the
ability to detect the low-abundance and potentitily most important candidate proteins for diseledection in the earliest stages. In
2005, we introduced the Protein Equalizer™ bealrnelogies and services that allow detection ofélewer-abundance proteins in
complex samples.

Leverage Our Biomarker Discovery Center LaboratOperations. Both directly and through partnerships, we opesateeral
Biomarker Discovery Center laboratories which pdevSELDI technology-based research services. Bpimeing contract research
projects and engaging in research collaboratioesntend not only to foster further adoption of puoducts and technology, but also
to generate revenue by obtaining some combinafié®es and commercial rights related to biomarkissovered in our Biomarker
Discovery Center laboratories in




exchange for performing research services. We\etigat these biomarker discoveries may have ditgnand/or therapeutic utility.
We also believe that our Biomarker Discovery Celaboratories may accelerate biomarker discovedyvatidation in both
pharmaceutical drug discovery, toxicology and chitrials, and in clinical research laboratori&& plan to deploy the prototypes of
our latest technology and protocols to maintain exténd a technological advantage in our Biomakkecovery Center laboratories.
Examples of research collaborations being conduttedigh our Biomarker Discovery Center labora®itelude working with The
Johns Hopkins School of Medicine on ovarian anéotancers, the University of Texas M.D. Andersame¢er Center on ovarian
cancer, and University College London on ovariah lareast cancers.

« Expand Our Intellectual Property PortfolioWe include many issued, allowed and pending patamtbe SELDI technology and
ProteinChip Systems, Arrays and Software in ourentrpatent portfolio, and intend to expand thigfptio in several areas of
technology related to our business, including a&apilbns of SELDI technology and biomarker discoe®rWe intend to continue to
license and acquire technologies from others thatptement our core capabilities and to protectppaprietary technologies with
patents and trade secrets.

Our ProteinChip Technology

Our ProteinChip technology is based on SELDI, wiiohbines laser-based molecular weight detectio tve 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 bloodssug, directly to the surface of a ProteinChipa&rThese ProteinChip Arrays are designed
to select desired proteins from the sample thraffihity capture, which employs chemical processeBiochemical targets such as recept
antibodies or DNA probes. Researchers then wasl tvearemainder of the sample with a variety ofisohs with varying stringency
conditions, depending on the type of test perfornidéis enhances the signal of the proteins of @stieon 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 weigtection 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 varctaia 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 raflexamining the samples collected with differfinity-based ProteinChip Arrays
or different stringency washes, and collectingittiermation under the different conditions. Usingr @roteinChip Systems, researchers can
compare protein expression profiles from differgaumnples, such as disease versus normal statedisphaly differences in the proteins
expressed. Proteins that are differentially exgess the disease versus normal state may be ratentmlly 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 Systerare fully integrated platforms consisting of a BieChip Reader to read ProteinChip Arrays and oopretary
ProteinChip Software to analyze and manage prdteged information.

The ProteinChip Reader is a lasmrsed, molecular weight detection system desigoedse with consumable ProteinChip Arrays, wt
are biochips containing chemical or biochemicafaes that capture or bind specific proteins oss#a of proteins. We designed our
ProteinChip Reader to be used in the laboratordsjc biology researchers. Our ProteinChip Reagiesists of a nitrogen laser, high-speed
digital electronics, a vacuum system and a stangarsibonal 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 analjf$is. software allows fully automated operationhaf 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 Softwarevfates researchers with Internet access for rapiabdae searches, which facilitates protein
identification. Furthermore, our ProteinChip Softevallows researchers to perform quantitative fmdteeraction assays.

In May 1999, we commercially launched the ProteipC3ystem, Series PBS II, which we now refer téhasProteinChip Biology
System. In December 2001, we announced the inttimifuecf the ProteinChip Biomarker System which exigthe capability of a
ProteinChip Biology System by incorporating BiomarlPatterns™ 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, as well as pharmaceutical research aretbgenent. In October 2002, we introduced the FPmnGteip AutoBiomarker System, which
consists of a ProteinChip Biomarker System, a RrGteip Autoloader and a Biomek 2000 Workstationintrease sample throughput and
automate the reading of arrays. In July 2004, weduced our next generation ProteinChip SystemStries 4000. The Series 4000 features
the Pattern Track™ biomarker discovery-to-assagess, which integrates our proprietary ProteinGtrijays, SELDI-TOFMS detection an
Biomarker Patterns Software. The Series 4000 wesifially designed to offer a complete solution i@nslating biomarker discoveries into
predictive and quantitative assays on a singldgtat We believe the Series 4000 and our Patteackiprocess is the first proteomics tool
that allows researchers to rapidly achieve biomadiscovery and development of biomarker assayas single platform and enable SELDI-
based assays for biological function discoveryease diagnosis, prognosis or prediction of drugamese.

Our ProteinChip Arraysare typically used by researchers for protein esgiom profiling, characterization and quantitagivetein
interaction applications. Our ProteinChip Arraysisist 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 pddity useful in performing differential protein gression. The other type has pre-activated
surfaces that customers use to make their own it biochemical surfaces. This type is partidulaseful in protein interaction studies.
We are not required to customize our ProteinChiays to meet client specifications. Researcherdatietypes of ProteinChip Arrays to
perform protein identification and characterization
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Our Biomarker Patterns Softwaige designed to automate pattern recognition-basgitical analysis methods to correlate protein
expression patterns from clinical samples with alsgephenotypes. This multivariate data analystsvaoé solution addresses a key
component of the biomarker discovery process. fomagnefit of the ProteinChip platform is in theabvery and correlation of multiple
biomarkers in a population of samples to rapidljdede clinical, toxicological and cell pathway patogy. 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 updatedriBiker 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 Tandenmié8ace allows for biochipased identification studies, epitope and phospaton
mapping, and protein interaction analyses withnaléan mass spectrometer.

A customized version of Beckman CoulteB®wmek 2000 WorkstationWas first sold by us in late 2001, which was |sgperseded by
the Biomek 3000 Workstatiot. Available exclusively through Ciphergen, thetonsized Biomek 3000 is a device that automatesdiqu
handling when used in combination with Cipherge&8swell ProteinChip Array processor. Sample thrquglcan be increased five-fold or
more while improving reproducibility using this ratic accessory. In addition, the Biomek 3000 canded to perform sample fractionation
procedures prior to chip binding, thus increashgriumber of proteins detected from each sample.

In addition, we offer a number of related accegesorsuch as bioprocessors, reagents, spin columirssaorted kits designed for
proteomics research.

ProteinChip Systems and related products contribapgproximately 82%, 78% and 67% of revenue in 22084 and 2005,
respectively, after reclassifying sales of proagsematography sorbents and related process prats@ervices to discontinued operations
for all periods presented due to the sale of thatrtess in November 2004. The remainder of ourmgéee&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 maintnaaontract upon initial sale. We
also sell separately priced maintenance (extendethmty) contracts, which are generally for 12 #mfonths, upon expiration of the initial
warranty.

Diagnostics

One major element of Ciphergen’s business stratethe discovery of protein biomarkers and panélsamarkers, and their
development into protein molecular diagnostic tésa improve patient care. We source biomarkets potential diagnostic utility by two
means. The first is through specifically sponsgrezbrams with selected academic collaborators, ascthe Johns Hopkins School of
Medicine, the University of Texas M. D. AndersomCar Center and University College London. The sdde by
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monitoring the publications and activities of a stalmtial number of academic ProteinChip customéits awiew toward in-licensing
discoveries that we deem to have diagnostic patienti

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. Whigamynof our initial diagnostic research
efforts have focused on various cancers, we alge hetive discovery programs underway for neuralagicardiovascular, infectious, and
other diseases. These programs are designed tesadalvariety of clinical questions including ealbfection, disease treatment response,
monitoring, classification and 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 &éwyimg 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, has been followed by several multi-
institutional studies encompassing over 1,500 patdamples. These studies have been aimed atl{dattag biomarkers described in the
August 2004Cancer Researchaper, (2) identifying biomarkers that could digtirsh between benign and malignant pelvic masses, a
(3) identifying biomarkers that could predict patieutcome. To accomplish this, Ciphergen emplaisBeep Proteome™ tools and
developed quantitative SELDI-based assays to gpaityf measure the three biomarkers identifiechem@ancer Researcpaper. The results
of these studies were consistent with prior stutigerms of changes to the biomarkers in the pamal the Company discovered new
potential biomarkers that may have additional déesgiic value.

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. On July 22, 2005, we entered into
a strategic alliance agreement with Quest Diageesivering a three year period during which theigewill strive to develop and
commercialize up to three diagnostic tests basediphergen’s proprietary SELDI technology. Undés thigreement, Quest Diagnostics will
have the non-exclusive right to commercialize thesés on a worldwide basis, with exclusive comriadimation rights in territories where
Quest Diagnostics has a significant presence fdo dipe years following commercialization. In atidn to working through Quest
Diagnostics, Ciphergen may seek to partner for ceroralization purposes with traditional in vitraagnostic companies and/or with clinical
reference labs in territories where Quest Diagnestbes not have exclusive rights.

Biomarker Discovery Center Laboratories

We believe our Biomarker Discovery Center laboliagmrwhich provide SELDI technology-based reseamshices, and which we are
operating directly and through partnerships anehtlielationships, can foster further adoptionwfproducts and technology by showcasing
the products and demonstrating practical applioatf the technology. We also seek to obtain ietéllal property and commercialization
rights related to biomarkers discovered in our Bigker Discovery Center laboratories; although weehgerived no revenues to date from
such rights, our goal is to generate future revdrara these commercialization rights by developiing biomarker discoveries into diagnostic
tests that improve patient care. We intend to discand characterize new protein biomarkers anig pest of biomarkers from biological
samples provided by our current and future collatmrs. We believe that our Biomarker Discovery €efgboratories may accelerate
biomarker and biomarker pattern discovery and adilich in pharmaceutical drug discovery, toxicolagy clinical trials, and clinical reseal
laboratories. We intend to deploy the prototypesaufh next-generation ProteinChip System and sitetialized equipment, software and
protocols to maintain and extend a technologicabhathge in our Biomarker Discovery Center laboiator
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Our Biomarker Discovery Center laboratories haval#ished project contracts with The Johns Hopkin&sersity School of Medicine,
the University of Texas M.D. Anderson Cancer Ceritariversity College London and other academic govkernment institutions,
commercial biotechnology companies and pharmaadutampanies, including Bayer and sanofi-aventi®@sE project contracts specify the
types of samples that will be analyzed, outlineviloek to be done, and specify a fee and/or liceiggds for discoveries arising from the
projects. We have commercialization rights to dentetential discoveries under many of these collations based on our contractual
agreements. For example, in some cases we haviglihéo commercialize diagnostic tests based ombirkers discovered through these
collaborations. To date, we have not commercialem@gsuch discoveries.

Our Biomarker Discovery Center laboratories perfagneed-upon analyses of customer samples in toasgther discover biomarkers
and biomarker patterns for a variety of differehtiassification and predictive purposes, or segaguarticular 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 werglgnseek to include a license to us for
medical uses of biomarkers discovered in such prj&Ve cannot currently estimate the commerciadicance of rights to biomarkers that
we may acquire. In 2003, 2004 and 2005, approxim&és, 4% and 8% of our revenue from continuingratiens, respectively, came from
performing such project work. Projects for the &sigsingle customer accounted for less than 3%talf tevenue from continuing operations
in each of 2003, 2004 and 2005.

While most of our Biomarker Discovery Center coatsaare 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 techgyglto discover potential biomarkers for the diagis@nd monitoring of major
depression. Our funding from BIRD ended in 2003véReie from the BIRD grant totaled $128,000 in 2(1129,000 in 2002 and $106,00(
2003.

We sponsor research at various institutions, irindhe Johns Hopkins University, the UniversityTeixas M.D. Anderson Cancer
Center and University College London. We spent axprately $1.2 million in 2003, $1.7 million in 280and $1.6 million in 2005 in the
form of cash, equipment and consumables on sualssped research.

We lease facilities and have hired managerial amhsfic staff for our Biomarker Discovery Centaboratories in Copenhagen,
Denmark, in Malvern, Pennsylvania, in Yokohamaabeand as part of our headquarters facility in feretnCalifornia. We also provide
financial and technical support for a Biomarkerddigery Center laboratory at The Johns Hopkins Usite School of Medicine.

Sales and Marketing

We utilize a direct sales force in North Americag$térn Europe and Japan. Our sales process invaivsite applications problem-
solving, scientific publications, product demongtnas, seminars, exhibits, conventions and meetiwgsd of mouth, direct mail, advertising
and the Internet. We have designed our sales macéscrease market awareness of our ProteinGlsteis and Biomarker Discovery
Center services, and promote acceptance of ouupt®@dnd services.

Our sales force includes program managers andriésielarch scientists, most of whom have Ph.D. dsgrebiology or biochemistry.
The primary responsibility of the program manageoimanage sales efforts. The primary resportsiluifithe field research scientist is to
provide solutions to biological problems for oustamers and sales prospects through applicatioreajgnent, scientific seminars, joint
scientific publications with customers and prodiemonstrations. In some territories, the field aese scientists serve as our primary field
representatives for after-sales customer servidgerhnical support. Our sales and marketing orgdioin as of February 28, 2006 consisted
of 72 employees, 25 of
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whom have Ph.D. or M.D. degrees. As of February?2P86, we had 15 program managers and 14 fielérelsecientists.

We formed Ciphergen Biosystems KK in Japan in 1894 joint venture with Sumitomo Corporation tdritisite our products in Japan
and signed a distribution and marketing agreemettong Ciphergen Biosystems KK the exclusive rightlistribute our products in Japan
for ten years. In March 2004, we paid $1.0 milliorcash to purchase Sumitomo’s remaining intere§tiphergen Biosystems KK, bringing
our ownership interest to 100%. We have also estedd relationships with distributors who cover #aka, China, Malaysia, Singapore,
South Korea, Taiwan, Turkey and other territories.

Customers

We have a broad and diversified global life scietiegtomer base. This customer base is composedrisiraf end-users and includes
pharmaceutical and biotechnology companies, asagedicademic users such as university laborateniedical schools and other not-for
profit research institutes and government laboi@soOur customers generally do not have a nebdytanultiple systems at one time, and
historically we have not depended on any singléornser in the sale of our systems. No single cust@oeounted for 10% or more of our
revenue in any of the last three fiscal years.

Backlog

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

Geographic Information

Information about the geographies in which we ofgecan be found in Part I, Item 8 of this FormKL.@3 the Notes to Consolidated
Financial Statements at note 21, “Segment Infoiwnadind Geographic Data.”

Competition

We encounter intense competition from a numbeoaianies that offer competing products using adtiva technologies. Current
competition comes primarily from companies provigdproducts that incorporate established technosogigch as gel electrophoresis, liquid
chromatography and mass spectrometry.

In order to compete effectively, we need to dentastthe advantages of our ProteinChip Systemsaite@native technologies and
products. We also must demonstrate the potentiada@uic value of our ProteinChip products relativ¢htese alternative technologies and
products. Some of the companies that provide thes#ucts include the Applied Biosystems divisiorApplera, the Micromass division of
Waters Corporation, Amersham Biosciences, Brukes@iences, Perkin-Elmer, Thermo Electron Corponatiod several smaller reagent and
equipment companies. Our future success will defretatge part on our ability to establish and ntaiima competitive position with respect
to these and future technologies.

In offering proteomic research services throughRiomarker Discovery Center laboratories, we maygete with other companies
offering proteomic services. We expect an incrgasimnmber of companies to provide such servicekarfuture. If we are able to develop
diagnostic assays which have clinical utility, widl enter the highly competitive in vitro diagnastimarket. There are many large, establi
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competitors in this industry including the clinicaference laboratories, such as Quest Diagnastidd aboratory Corporation of America,
and the major in vitro diagnostic companies sucR@ashe Diagnostics, Abbott Laboratories, JohnsaloBnson, Bayer Diagnostics, Dade
Behring, Beckman Coulter and others. In additioa,may compete with smaller diagnostic companiegnigipg on the nature of the
particular test. Our future success will depend/tiean the accuracy and predictive power of outgpdial tests, the cost of such tests,
reimbursement, and the marketing and distributivargyements which we can put in place.

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

Research and Development

A major area of our research and development éietivcenters around efforts to discover and vaithmarkers and patterns of
biomarkers that can be developed into diagnostiayss We do this both through in-house programdtaiodigh collaborations we have
established with The Johns Hopkins School of Megicthe University of Texas M.D. Anderson Cancent€eand University College
London, among others.

Our ProteinChip System is a single technology ptatfwe believe can be used in many markets forde wariety of scientific
applications. We have ongoing technology develogmesgrams for our ProteinChip Arrays and reagesdasple pre-treatment tools and
methods, novel surface chemistries, instrumentatigmovement, software and manufacturing processes.

In applied research, we are developing new appdicatand reagents for quantitative differentialteiro expression analysis, protein
interaction assays and protein characterizatiom.effarts are now particularly focused on discovanyl quantitative analysis of low-
abundance proteins present in complex samplesasiplasma, serum and urine. We have demonstraeththsurface chemistries
immobilized on ProteinChip Arrays have similar giotselectivity to those chemistries immobilizedragher capacity bead formats,
facilitating the transition from discovery on arsap small prep purification on beads as well dsagonal purification. Using these
approaches, we seek to improve the speed andegifigiof designing protein separation strategiestscale based on the predictive
information obtained using our ProteinChip Systewis.believe these methods will accelerate the ifiestion of discovered biomarkers.

Instrumentation research and development effodsidte high-sensitivity mass detection and quaimitaimprovement in system
resolution and mass accuracy, internal normalinaéod calibration algorithms that standardizerimeent performance from one to another
and thus allows comparative determinations acragtpie sites. We also have ongoing software dgwelent projects to further improve the
functionality, expand the applications, and strbegtthe data management and analysis capabilft@ms d’roteinChip System.
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Intellectual Property

Our intellectual property includes a portfolio afimed, co-owned or licensed patents and patentcgtipins. As of December 31, 2005,
our patent portfolio included 30 issued U.S. pateh®1 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 t@irobiochips, instrumentation, software and bidkees. The issued patents covering the
SELDI and RC-MS technologies expire at various sffrem 2013 to 2019.

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 detlyvowned 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 assignmenisl@rus with all rights to
develop, make and have made, use, sell, imporkehand otherwise exploit products and servicegl by the patents throughout the
world in all fields and applications, both commat@nd non-commercial. We are obligated to pay MAS8yalty equal to 2% of SELDI-
related revenues recognized between February BB, &0d the earlier of (i) May 28, 2014, or (ii) ttk@e on which the cumulative payments
to MAS have reached $10,000,000. Through Decembe2@5, we had paid or accrued a total of appratehg $2.2 million in such
royalties.

We hold licenses or options to license biomarkessetbped using SELDI technology, and related iatellal property. Approximately :
of our patent applications are directed to biomaikeentions. These include applications in theaaref cancer, cardiovascular disease,
infectious disease, neurodegenerative disease amis health. We hold an exclusive license from thenddtiopkins School of Medicine
patent applications directed to biomarkers for mracancer that we intend to commercialize as amian cancer diagnostic test. Other
institutions and companies from which we hold slicénses or options to license include Universioll€ye London (England), University of
Texas M.D. Anderson Cancer Center, University ohtdeky, McGill University (Canada), Eastern Virginiledical School, Aaron Diamond
AIDS Research Center, University of Texas Medicarigh, Goteborg University (Sweden), Universityabpio (Finland) and the
Netherlands Cancer Institute (Netherlan

Our intellectual property portfolio also includespgrights on our ProteinChip Software, as wellexgstered U.S. trademarks for, among
other things, the names “Ciphergen” and “BiomaiRecovery Center”, our dragonfly logo and the Pirc@hip mark.

Manufacturing

We design, manufacture and distribute ProteinCligie8ns and Arrays, including related instrumentgat@mnsumables, accessories and
software, at our Fremont, California facility, whits registered under ISO 9001:2000. During 20¢5h&igen enhanced its quality system in
order to comply with U.S. Food and Drug Administrat(“FDA”) regulations, which has been reviewedotligh an independent audit.
Ciphergen believes it is prepared to begin manufaxg in compliance with the FDA's Quality Systere@Rilations (“QSRs”) in 2006. We
rely upon outside suppliers for many componenurfProteinChip Systems. Final assembly and quedibtrol of our ProteinChip Readers
are performed by us in our Fremont facility. Weghase customized extruded aluminum for our Prote@im@rrays from a third-party
supplier. External vendors etch and base coat mieiRChip Arrays. We apply all chemistries to B@teinChip Arrays and perform in-
process and final quality control at our faciliWe develop software for our ProteinChip Systembkdnse, and provide multivariate data
analysis software through an

16




OEM arrangement with Salford Systems. We supplybatic accessory for sample processing throughBM @rrangement 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 limiedhber of third parties in the ordinary course asiness 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 contimgemay expand the subcontracting portions of camufacturing processes when we
believe it leverages the suppliers’ manufacturixiegtise, reduces costs or improves our abilisneet customer demand. The raw materials
and component parts required in our manufacturpegations generally are readily available. Howewar use single-source suppliers for
some key components and manufacturing servicedfjratidg 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 caseplos critical contract manufacturing
service for more than six months could adversdlcaivirtually all of our revenue from ProteinChiprays, and the unavailability of our
consumable products eventually could result in elesed sales of our ProteinChip Systems as well.

Environmental Matters and Laser Regulations

International, federal, state and local requiremeelating to the discharge of substances inte@tivironment, 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 material capital expenditures to comply withironmental and laser and radiologi
health laws and regulations.

Government Regulation
General

Our future activities related to diagnostics praduware, or have the potential to be, subject taleggry oversight 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 apgioer clearance before they may be marketed am#glanto commercial distribution.
Although the FDA believes it has jurisdiction t@uate 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. ‘Ycthgredients” (known as “analyte specific
reagents” or “ASRs”") that are sold to laboratof@suse in tests developed in-house by clinicabfatories generally do not require FDA
approval or clearance. ASRs generally do not reqeiDA pre-market approval or clearance if they(grsold to clinical laboratories certified
by the government to perform high complexity tegtifi) manufactured in compliance with the FDA’SRs, and (iii) labeled in accordance
with FDA requirements, including a statement thairt analytical and performance characteristicehat been established. A similar
statement would also be
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required on all advertising and promotional matenialating to ASRs, such as those used in ceofadur proposed future tests. We believe
that clinical laboratory testing based upon outé&neChip platform, and any ASRs that we intendaib t® clinical reference laboratories,
currently would not require FDA approval or clearanThe FDA has publicly stated it is reevaluatisgASR policy, and we expect that
revisions to FDA policies may be implemented infiltere that may have the effect of increasingrédwulatory burden on manufacturers of
these devices. The commercialization of our praglaad services could be impacted by being deldyadtkd or prevented. We cannot be ¢
that tests based upon our ProteinChip platforna, @@mbination of reagents, will not require pre-keamapproval 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. Dew@nufacturers must be registered and their predistéd with the FDA, and certain
adverse events, corrections and removals mustdoeteel to the FDA. The FDA also regulates the pobéabeling, promotion and, in some
cases, advertising of medical devices. Manufacturarst comply with the FDA’s QSRs, which estabgtensive requirements for design,
quality control, validation and manufacturing. Thosnufacturers and distributors must continugpnd time, money and effort to maintain
compliance, and failure to comply can lead to esdarent action. The FDA periodically inspects féeii to ascertain compliance with these
and other requirements.

Diagnostic Kits

The Food, Drug and Cosmetic Act requires that nadievices introduced to the U.S. market, unlessmsted by regulation, be the
subject of either a premarket notification cleamrmown as a 510(k), or a premarket approval, knasva PMA. Some of our potential fut
clinical products may require a PMA, others mayuregja 510(k). Other products, like ASRs, may benegt from regulatory clearance or
approval.

With respect to devices reviewed through the 51pf&ress, we may not market a device until an asdissued by the FDA finding our
product to be substantially equivalent to a legaibrketed device known as a predicate device. Al Hubmission may involve the
presentation of a substantial volume of data, oficly clinical data. The FDA may agree that the pmtds substantially equivalent to a
predicate device and allow the product to be market the U.S. The FDA, however, may determine tiatdevice is not substantially
equivalent and require a PMA, or require furthdotiimation, such as additional test data, includiata from clinical studies, before it is able
to make a determination regarding substantial edeince. By requesting additional information, ti®Ncan 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 reviby a panel of experts outside the FDA. Clinidabiges to support either a 510
(k) submission or a PMA application would need ¢ochnducted in accordance with FDA requirementsuféato comply with FDA
requirements could result in the FDA'’s refusal toept the data or the imposition of regulatory §ans. 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, mdnyhich 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 latories certified under Clinical
Laboratory Improvement Amendments of 1988 (“CLIAg)perform high complexity testing. In additionrexquiring approval or clearance
new products, the FDA may require approval or elree prior to marketing products that are modiicet of existing products or the
intended uses of these
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products. We cannot assure that any necessary)xd8écance or PMA approval will be granted omaelly basis, or at all. Delays in receipt
of or failure to receive any necessary 510(k) elrae or PMA approval, or the imposition of stringesstrictions on the labeling and sales of
our products, could have a material adverse effeats. As a medical device manufacturer, we areralguired to register and list our
products with the FDA. In addition, we are requited¢omply with the FDA’'s QSRs, which require tbar devices be manufactured and
records be maintained in a prescribed manner wihect to manufacturing, testing and control aaiwi Further, we are required to comply
with FDA requirements for labeling and promotioor Example, the FDA prohibits cleared or approvedaks from being promoted for
uncleared or unapproved uses. In addition, the caédevice reporting regulation requires that wevjate information to the FDA whenever
there is evidence to reasonably suggest that onaradevices may have caused or contributed t@thd® serious injury, or that there has
occurred a malfunction that would be likely to caos contribute to a death or serious injury if th@lfunction were to recur.

Our manufacturing facilities are subject to perioaind unannounced inspections by the FDA and atgrcies for compliance with
QSRs. Additionally, the FDA will generally conducpreapproval inspection for PMA devices. Althoughbelieve we will be able to
operate in compliance with the FDA’s QSRs for ASRe,have never been inspected by the FDA and cassote that we will be able to
maintain compliance in the future. If the FDA bebs that we are not in compliance with applicabled or regulations, it can issue a warr
letter, detain or seize our products, issue alrecdice, enjoin future violations and assess @witl criminal penalties against us. In addition,
approvals or clearances could be withdrawn undeaicecircumstances. Failure to comply with regogtrequirements or any adverse
regulatory action could have a material adversecefin 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. byandating specific standards in the areas of pasa@ualifications, administration,
participation in proficiency testing, patient tesainagement, quality control, quality assuranceimasmections. The regulations promulgated
under CLIA establish three levels of diagnostitcgesamely, waived, moderately complex and higlaimplex, 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 materiah@idse impact on us by limiting the potential marfiketour potential future products.

Medical device laws and regulations are also iaatfin many of the countries in which we may doifesss 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 noas= that we will obtain regulatory approvalsiich countries or that we will not incur
significant costs in obtaining or maintaining f@neiregulatory 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, 2005, we had 158 full-time emeés worldwide, including 72 in sales and marketB8&jin research and
development, 27 in manufacturing and 23 in admiatigtn. 48 of our employees on December 31, 2006M®. degrees or Ph.D. degrees in
chemistry, biology or biochemistry, and many arpegis in software and engineering. We also hadiditianal 12 individuals engaged as
independent contractors. None of our U.S. emplogeesovered by a collective bargaining agreenteatigh many of our European
employees are covered under national labor agresm&te believe that our relations with our emplsyaee good. Ciphergen’s success will
depend in large part on our ability to attract aetdin skilled and experienced employees.
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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§ilvevith the SEC at the SEC’s Public ReferenceRat 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 tb 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.

The transfer agent for our common stock is:

Wells Fargo Shareowner Services

161 N. Concord Exchange

South St. Paul, MN 55075

Tel: 800-468-9716
www.wellsfargo.com/com/shareowner_services

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.

ITEM 1A. RISK FACTORS

The reader should carefully consider each of thlesrand uncertainties we describe below, as welllag the other information in this
report. The risks and uncertainties we describevbalre not the only ones we face. Additional rigkd uncertainties which we are currently
unaware of or that we currently believe to be inamat could also adversely affect our business.

We expect to continue to incur net losses in 2006&2007. 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 DecerBthe2005, we have generated cumulative reverme flontinuing operations of
approximately $175.1 million and have incurredlosses of approximately $195.8 million. We haveearignced significant operating losses
each year since our inception and expect theseddescontinue for at least the next several qusark®r example, we experienced net losses
of approximately $25.8 million in 2001, $29.1 nulti in 2002, $36.7 million in 2003, $19.8 million 2004, and $35.4 million in 2005. Our
losses have resulted principally from costs inaliimeresearch and development, sales and markétiggtion, and general and
administrative costs associated with our operatidhsse costs have exceeded our gross profit wtnatgte, has been generated principally
from product sales. We expect to incur additionmdrating losses and these losses may be substdiéiahay never achieve profitability.
Even if we do achieve profitability, we may notddae to sustain or increase profitability on a ¢erdy or annual basis.
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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 fioyportant 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, itilcbseriously undermine market acceptance of codlyscts and reduce the likelihood that we
will ever achieve profitability.

If we fail to successfully market the Series 400@xpand sales of our ProteinChip Systems, and develomew and improved applications
for our products, our revenue will not increase andve will not achieve profitability.

Our success depends on our ability to continuepared commercial sales of our ProteinChip Systemisfarays, and develop new and
improved applications for this platform. In partiay our success will depend on our success in atiaigk and growing sales of our
ProteinChip System, Series 4000. If this systensdhmt perform in accordance with market expectatidris unlikely that we will be able to
expand our sales. We may encounter difficultiedemeloping new, higher performance products or peod) our current proteomic systems
on a timely basis, we may not be able to produemtbconomically, we may fail to achieve expectadopmance levels, or we may fail to
gain industry acceptance of such products.

We may experience increased manufacturing costs éailure rates for our ProteinChip Systems and Arrays that are higher than we
anticipated, particularly for new products that are introduced.

Our products and the components used in our preduetbased 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. If ousnufacturing costs are higher than anticipatetitbe failure rates for our products are
higher than anticipated, resulting in increasedrargty claims and increased costs associated witiics®y those claims, our gross profit will
decrease. We may also incur additional costs assacwith a product retrofit initiated by one ofr auppliers for a pump used in older model
ProteinChip Systems.

We may not succeed in developing diagnostic productand 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 effastpotential tests may fail to
validate results in larger clinical studies and mayachieve acceptable levels of clinical senigjtiand specificity. If we do succeed in
developing diagnostic tests with acceptable peréorte characteristics, we may not succeed in actyesignificant commercial market
acceptance for those tests. Our ability to sucoégsfommercialize diagnostic products that we rdayelop, such as tests, kits and devices,
will depend on several factors, including:

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

 our ability to further establish business relattips with other diagnostic companies that can agstbe commercialization of these
products; and

» 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 io#nce physicians’ decisions to
recommend our products.

21




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 soulebprevent us from generating additional
revenue from diagnostic products and we could tablento develop a profitable business.

Our ability to commercialize our potential diagnostc tests is heavily dependent on our strategic adihnce with Quest Diagnostics.

On July 22, 2005, Ciphergen and Quest Diagnostiteyed into a strategic alliance which will focus@mmercializing up to three
assays chosen from Ciphergen'’s pipeline over thethese years. If this strategic alliance doesausttinue for its full term or if Quest
Diagnostics fails to proceed to diligently perfoitsiobligations as part of the strategic alliarmech as independently developing, validating
and commercializing potential diagnostics tests,adility to commercialize our potential diagnogtsts would be seriously harmed. If we
elect to increase our expenditures to fund diagndstvelopment programs or research programs oownr we will need to obtain additior
capital, which may not be available on acceptatims, or at all.

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&iat@arker Discovery Center laboratories in parbtigh partnerships with
pharmaceutical and biotechnology companies asasedcademic and government research centers intorierease adoption of our
products and technology. Although we are curreintiyegotiation with additional potential partnerslalients, to date we have entered into
only a few such arrangements. Failure to enteraniftitional arrangements or expand existing ratatigps could limit adoption of our
products and prevent us from generating additiomanue through commercialization of biomarker aisgies.

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

We have introduced, and we may introduce in ther&jtnew versions of our ProteinChip Systems, Axiayd Software. New product
introductions entail training and educating ourtoogers and prospective customers about the newrésatprotocols and technology
encompassed by the new products. This could disuptevenue patterns or temporarily lengthen atgsscycles to a greater extent than it
would at larger companies with broader productroffgs. New product introductions may temporarilgregase our sales and marketing costs.
Manufacturing new products inherently runs the tist initial costs may be high as new productioycpsses are introduced, and it is
possible that new products may involve quality éssthat negatively impact our gross margins. Intexhd the introduction of new products
makes the continuing sales of previous productieessdifficult and may require significant pricesdounts 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 Sysi@masrelated product offerings are new and comigelinologies, which are subject
to change as new discoveries are made. New dises\and further progress in our field are esseiitiaé are to maintain and expand the
adoption of our product offerings. Developmenttade technologies remains a substantial risk thuado various factors including the
scientific challenges involved, our ability to fimehd collaborate with others working in our fiedehd competing technologies, which may
prove more successful than ours. In addition, weha
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reduced our research and development headcoumtxaetiditures, which may adversely affect our abibtfurther develop our technology.

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 éb imereasing customer expectations, market aceceptaf our products may not incre
and we could lose our current customers, which taglersely impact our revenues and we could bblera develop a profitable business.

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

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 i @eriod depending on the mix of products sold. Quarterly sales and operating results are
highly dependent on the volume and timing of oradeceived during the quarter, as well as the sedsom 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 ordéipping product, or recognizing revenue from suateo may result in substantial quarterly
fluctuations in revenue and earnings.

A significant portion of our operating expenseseigitively fixed in nature due to our significaales, research and development,
administration and manufacturing costs. If we camujust spending quickly enough to compensata f@venue shortfall, this may magnify
the adverse impact of such revenue shortfall orresults of operations. As a result, our quartedgrating results could fluctuate, and such
fluctuation could cause the market price of our omn stock and convertible senior notes to dechResults 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 productpeleds in significant part upon the perception thatproducts and services can help
enable protein biomarker discovery, characteriradiod assay development. From the time we makalin@ntact with a potential customer
until we receive a binding purchase order typictdies 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 researgdlidevelopment personnel and key managementditicad we may be required to
negotiate agreements containing terms unique to @astomer. We may expend substantial funds ancégesnent 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 resourcgstteer with existing debt facilities will be sufént to meet our anticipated needs for
the next 12 months. However, we may need to ralddéianal capital sooner in order to develop nevewhanced products or services,
increase our efforts to discover biomarkers andhbgvthem into diagnostic products, or acquire demgntary products, businesses or
technologies. If we are unable to obtain financmgto obtain it on acceptable terms, we may bélen® successfully execute our business
plan.
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Future changes in financial accounting standards opractices may cause adverse unexpected fluctuat®and affect our reported
results of operations.

Future changes in financial accounting standardisaffiéct our reported results of operations. Faaraple, the mandated change
effective for us on January 1, 2006 requiring thatrecord compensation expense in the statementeshtions for employee stock options
using the fair value method or changes in existaxgtion rules related to stock options will haugegative effect on our reported results. The
Financial Accounting Standards Board allows a ahaoicvaluation models to estimate the fair valuemployee stock options. These models,
including the Black-Scholes option-pricing modedewarying methods and inputs and may yield sicguifily different results. Under the new
standard, our estimate of compensation expenseegillire a number of complex and subjective assiomgpincluding our stock price
volatility, employee exercise patterns (expectéadi the options), future forfeitures and relatax effects.

Because our business is highly dependent on key ex#ves, scientists, engineers and sales peopler mability to recruit and retain
these people could hinder our business expansiorapks.

We are highly dependent on our executive officeesjor scientists, engineers and sales peoplertaic 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, prodwelalgment and sales efforts, we need people skilledeas such as bioinformatics,
biochemistry, information services, manufacturisges, marketing and technical support. Competftoigualified 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
2005, we took steps to reduce our headcount andaduimtary employee turnover has increased fronofhicslevels. In addition, the adoption
of Statement of Financial Accounting Standards Nt (Revised), “Share-Based Payment”, on Janua2®d6, which will require us to
expense all stockased compensation, may require us to change theena which we compensate our employees, whicldomonsiderabl
impact our ability to recruit and retain qualifiechployees.

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

We currently have only one manufacturing facilitysdnich we produce limited quantities of our Pro@hip Arrays and ProteinChip
Readers. Some aspects of our manufacturing pracassg not be easily scalable to allow for productiolarger volumes, resulting in higher
than anticipated material, labor and overhead qustsinit. As a result, manufacturing and qualdptcol problems may arise as we increase
our level of production. We may not be able to @ase our manufacturing capacity in a timely and-effective manner and we may
experience delays in manufacturing new productselfare unable to consistently manufacture ourymtsdon a timely basis because of these
or other factors, we will not be able to meet d@ptited demand. As a result, we may lose salesaiht 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 martlgeofame functions for which we market our Pra@@éip System. The major technologies
that compete with our ProteinChip System are ligiicbmatography-mass spectrometry and 2D-gel elgiotiresis-mass spectrometry. In the
life science research market, competitive protesearch tools and services are currently provigemlfumber of companies, including
several which are larger than Ciphergen. In the
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diagnostics market, there are several larger doeeipetitors. In many instances, our competitorg heve substantially greater financial,
technical, research and other resources and largeg established marketing, sales, distributichservice organizations. Additionally, our
potential customers may internally develop compgetéchnologies. If we fail to compete effectivelitmthese technologies and products, or
if competitors develop significant improvementgphnotein detection systems, develop systems thatasier to use, or introduce comparable
products that are less expensive, our productsmoagchieve market acceptance and our sales magaec

Shareholder litigation may have a negative financiampact on us and require management time and attgion.

Ciphergen and certain of its current and formeicefs have been named as defendants in a secetégsaction complaint filed on
December 5, 2005, in the United States Districtr€dlorthern District of California. The complainds been brought on behalf of all persons
who purchased Ciphergen’s common stock from Augu005, when we issued a press release annoumeinglited financial results for the
second quarter of 2005, through November 16, 2808n we announced our intention to restate thosméial results. Dealing with this
matter may require considerable management timetiedtion, and may result in a negative finanioigdact on us.

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 righo provide services and information related theréo.

Our commercial success depends on our ability tiotaia our sublicenses to the SELDI technology.dlbur revenue from continuing
operations was derived from SELDI-based productBiwithe scope of the Baylor SELDI patents. Purstmthe settlement of the litigation
between Ciphergen, Molecular Analytical SystemsA®), LumiCyte and T. William Hutchens, MAS canrtetminate Ciphergen'’s rights
under the sublicenses. However, Baylor College eflidine has the right to terminate its license WHAS in case of material breach by
MAS. If the agreements between Baylor College ofiid@e and MAS were terminated and we were unabtibtain a license to these rights
from Baylor College of Medicine, we would be pretdal from selling any SELDI-based products withie icope of the Baylor SELDI
patents, we would no longer generate revenue fhensale of these products and we would have tseauir 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 thereunder, theegoment has a paiap, nonexclusiv
nontransferable license to those inventions andbsibble in limited circumstances to grant a Igeeto others on reasonable terms. We at
aware of any basis for the government to exercish sights, but if circumstances change and thegowuent 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.

One aspect of our business plan is to develop ditgntests based on certain biomarkers which we tge right to utilize through
licenses with our academic collaborators, suchhesJbhns Hopkins School of Medicine and UniverSitYlege London. 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 biyamllaborators, we may not be able to use thosmarikers 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 offgrthe diagnostic test.
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We have drawn funds from the $10 million secured fie of credit provided by Quest Diagnostics. If wedil to achieve the loan
forgiveness milestones set forth therein, we willdoresponsible for full repayment of the loan.

In connection with the strategic alliance with Quigmgnostics, Quest Diagnostics agreed to prousleith a $10 million secured line
credit, from which we had drawn a total of $2.5limil as of December 31, 2005. Borrowings may beearindnonthly increments of up to
approximately $417,000 over a two year period, \&ithrued interest to be paid monthly. Funds froisi¢bllateralized line of credit may or
be used to pay certain costs and expenses diretdlgd to the strategic alliance, with forgivenesthe repayment obligations based upor
achievement of milestones related to the developmegulatory approval and commercialization ofoisdtory tests. Should we fail to achie
these milestones, we would be responsible foregpayment of the outstanding principal amount of sugh loans on or before July 22, 2010.

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 seargiotect our technology and brand. In additiondolicensed SELDI technology, we also
have submitted patent applications directed toembsnt technological improvements and applicatfdhe SELDI technology, including
patent applications covering biomarkers that mayehdiagnostic or therapeutic utility. Our patenplégations may not result in additional
patents being issued.

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 may/bre successful in asserting our proprietary sigivhich could result in our patents being
held invalid or a court holding that the competi®not infringing, either of which would harm otmmpetitive position. We cannot be sure
that competitors will not design around our patdrigzhnology.

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

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

Our success also depends on avoiding infringintherproprietary technologies of others. If a thpedty were to assert claims that we
violating their patents, we might incur substantiats defending ourselves in lawsuits againstggsaof patent infringement or other
unlawful use of another’s proprietary technologyy/uch lawsuit may not be decided in our favod ifimve are found liable, we may be
subject to monetary damages or injunction agaisisigitheir technology. We may also be requiredb@aio licenses under their patents and
such licenses may not be available on commeraieigonable 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 deessary raw materials and components requiredibafacture our products. We
also rely on some single-source subcontractorseain outsourced manufacturing services. Sontkeesfe suppliers are small companies
without extensive financial resources.
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Because of the limited quantities of products weently manufacture, it is not economically feasitiy qualify and maintain alternate venc
for most components of our ProteinChip Readerspradessing services for our ProteinChip Arrays.hee occasionally experienced de
in receiving raw materials, components and seryiesilting in manufacturing delays. If we are Uaab procure the necessary raw
materials, components or services from our cuwentors, we will have to arrange new sources oplsugnd our raw materials and
components shipments could be delayed, harmingluility to manufacture our products, and our apliit sustain or increase revenue could
be harmed. As a result, our costs could increadeanprofitability could be harmed.

We may incur additional costs due to recalls madeybour suppliers of parts integrated into some of ouproducts.

In July 2005, we were notified by a supplier abayotential safety hazard in certain pumps usetine older model ProteinChip
Systems. This product recall does not affect oarecit Series 4000 line. To remedy the potentiadtydiazard, the supplier is recommending
that a capacitor in the pumps it supplied be regglaand is making the requisite parts availablestat no cost. While we believe this
component part retrofit can be easily performeaiycustomers, or that Ciphergen personnel cammarthe work during regularly
scheduled service calls, unexpected difficultiethwhis product retrofit or possibly other unamited product recalls in the future by our
suppliers could result in additional costs and éase our gross profit. Additionally, such eventsld@ause disruptions to our customers and
harm Ciphergen’s reputation.

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 3000 Workstation, with Salford Syas with respect to selling Biomarker
Patterns software, and with Applied Biosystems /3/Bciex with respect to selling our ProteinChip dem MS Interfaces. If we fail to
maintain or extend after their expiration the uhdeg agreements with these companies, we woula hawstop selling these particular
products and may have to seek alternate produstslitcas a result of which our sales may be harmed

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 govemragencies, such as the National Institutes afthleGovernment funding for research
and development has fluctuated significantly inpghst due to changes in congressional appropr&@atResearch 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 researcstemers to purchase our products or may reduceutmder of ProteinChip Arrays used.
Limitations in funding for commercial, biotechnolpgnd pharmaceutical companies and academic itistitithat 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 FDA requirements, we may not be able to maket our products and services
and may be subject to stringent penalties; furtheimprovements to our manufacturing operations may beequired that would entail
additional costs.

Currently, the FDA does not actively regulate dalilaboratory tests, or “home brews”, that haverbdeveloped and used by the
laboratory to conduct in-house testing. “Activeredients” (known as “analyte specific reagents"ABRs”") that are sold to laboratories for
use in tests developed in-house by
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clinical laboratories are generally exempt from Ei2A’s presmarket review requirements. We believe that ASRswe may provide will fa
within those exemptions. However, the FDA has mipktated it is reevaluating its ASR policy and exg@ect that revisions to FDA policies
may be implemented in the future that may haveeffext of increasing the regulatory burden on maauirers of these devices. The
commercialization of our products could be impadigdeing delayed, halted or prevented. If the RizZke to view any of our actions as non-
compliant, it could initiate enforcement action s@s a warning letter and possible imposition afghies. Finally, ASRs that we may prov
will be subject to a number of FDA requirementsjuding compliance with the FDA’s QSRs, which efiskbextensive regulations for
quality assurance and control as well as manufiagfyorocedures. Failure to comply with these retipiis could result in enforcement action
for us or our potential partners. Adverse FDA atfioany of these areas could significantly incesasr expenses and limit our revenue and
profitability. Although we are ISO 9001:2000 ceei in our ProteinChip manufacturing processeswillneed to undertake additional steps
to maintain our operations in line with FDA QSR uegments. Our manufacturing facilities will be gdi to periodic regulatory inspections
by the FDA and other federal and state regulatggnaies. We have not yet been subject to an FDgett®n. We may not satisfy such
regulatory requirements, and any such failure tea@ould have an adverse effect on our diagnostfosts.

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

The testing, manufacturing and marketing of mediéadnostics entails an inherent risk of produaility claims. Potential product
liability claims may exceed the amount of our irsswre 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 damageaseding the limits of our insurance
coverage, our liabilities could exceed our totaleds.

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@ntrimption from fire, natural
disasters, computer viruses, human error, poweataies, telecommunication failures, internatiortd$ ®f terror and similar events. Our only
production facility is located in Fremont, Califenwhere we also have laboratories. Although weeleertain business continuity plans in
place, we have not established a formal comprehemisaster recovery plan, and our back-up operaémd our business interruption
insurance may not be adequate to compensate losfms we may suffer. A significant business infaion could result in losses or damages
incurred by us and require us to cease or curtaibperations.

Legislative actions resulting in higher complianceosts are likely to adversely impact our future fimncial position, cash flows 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 corporategmnce and public disclosure, including the Sagbdadxley Act of 2002, new SEC
regulations and Nasdaq National Market listing rexraents, are resulting in increased compliancésc&pecifically, we undertook
significant efforts and incurred great expenseatmply with Section 404 of the Sarbanes-Oxley Ac2@®2. Compliance with these evolving
standards will result in increased general and adtnative expenses and may cause a diversion phgenent time and attention from
revenue-generating activities to compliance aétigit
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Our business is subject to risks from internationalbperations.

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 othedatmy requirements; and natural disasters. Anglloof these factors could have a material
adverse impact on our future international businkssertain countries, a few key individuals amgportant to our local success. In addition,
China does not currently have a comprehensive ayiyhdeveloped legal system, particularly withgest to the protection of intellectual
property rights. As a result, enforcement of ergtand future laws and contracts is uncertain thadmplementation and interpretation of
such laws may be inconsistent. Such inconsisteaaiddead to piracy and degradation of our intéllatproperty 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. Withomnership of Ciphergen
Biosystems KK, a significant percentage of ourssés 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 decreas®w 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 encounteré connection with any future acquisitions or stategic investments.

In July 2001, we acquired the BioSepra processnshtography business from Invitrogen Corporationicivlve subsequently sold in
November 2004. In August 2002, we increased ourepgitip interest in Ciphergen Biosystems KK, thead@se joint venture we formed w
Sumitomo Corporation in 1999, from 30% to 70%, aniarch 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 @Estments or acquired assets; or
* incur amortization expense related to intangibkets

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 Imgaumerous other risks, including:

« difficulties integrating the acquired operatioreshnologies or products with ours;
 failure to achieve targeted synergies;

* unanticipated costs and liabilities;

» potential impairment of goodwill;

» diversion of management’s attention from our carsithess;
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» 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 international, fedettakesand local environmental laws and regulatibas govern our operations, including
the handling and disposal of nonhazardous and tiazamvastes, the recycling and treatment of etedtand electronic equipment, and
emissions and discharges into the environmentufeaib comply with such laws and regulations caekllt in costs for corrective action,
penalties or the imposition of other liabilitieseVillso are subject to laws and regulations thabs@piability and clean-up responsibility for
releases of hazardous substances into the envirdnbleder certain of these laws and regulatioregjreent or previous owner or operator of
property may be liable for the costs of remediatiagardous substances or petroleum products aorarifs property, without regard to
whether the owner or operator knew of, or caudeglcontamination, as well as incur liability torthparties impacted by such contamination.
The presence of, or failure to remediate propaiigh substances could adversely affect the valdérenability to transfer or encumber such
property. Based on currently available informatialthough there can be no assurance, we believsubh costs and liabilities have not had
and will not have a material adverse impact onfmancial 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 Righé&n will become exercisable the tenth day affeerson 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 comisanwpich we are merged, with a value equal to évitee rights’ exercise price.

Because we do not intend to pay dividends, our stidrolders will benefit from an investment in our common stock only if it appreciates
in value.

We have never declared or paid any cash dividendsiocommon stock. We currently intend to retainfoture earnings, if any, to
finance the expansion of our business and do maxo pay any cash dividends in the foreseealbled. As a result, the success of an
investment in our common stock will depend entinghpn any future appreciation. There is no guagatitat our common stock will
appreciate in value or even maintain the pricetatiwour investor purchased his shares.
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Risks Related to Our Convertible Senior Notes and @mmon Stock
Substantial leverage and debt service obligationsay adversely affect our cash flows.

In connection with the sale of the convertible semiotes (the “notes”), we incurred $30 millionieflebtedness. As a result of this
indebtedness, our principal and interest paymeligations increased substantially. The degree tizhvive are leveraged could, among other
things:

* make it difficult for us to make payments on theaso
* make it difficult for us to obtain financing for wiang 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 wdldubject to financial, business and
other factors affecting our operations, many ofalitare beyond our control.

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

The notes are unsecured and will rank equal irt B§payment with our existing and future unsecuaed unsubordinated indebtedness.
The notes will be effectively subordinated to asguwed debt to the extent of the value of the agbat secure the indebtedness. The notes
will also be “structurally subordinated” to all iebtedness and other liabilities, including tradgabdes and lease obligations, of our existing
and future subsidiaries. In the event of our baptay liquidation or reorganization or upon accafiem of the notes, payment on the notes
could be less, ratably, than on any secured indebts. We may not have sufficient assets rematnipgy amounts due on any or all of the
notes then outstanding.

The indenture governing the notes does not probiditnit us or our subsidiaries from incurring &tlthal indebtedness and other
liabilities, or from pledging assets to secure sinclebtedness and liabilities. The incurrence afittmhal indebtedness and, in particular, the
granting of a security interest to secure the itefifiess, 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@yur subsidiaries from paying dividends or isguor 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 thetes.

At maturity, the entire outstanding principal ambahthe notes will become due and payable by &k change in control, as defined
in the indenture, note holders may require uspanghase 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 redtéaedemption or repurchase of the notes andgedhat a change in control constitutes
an event of default. If the maturity date or a @em 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 favotaehtes, or at all, we will be unable to repay onunehase the notes. Our failure to repay the
notes at maturity or repurchase tendered notesdvoul
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constitute an event of default under the indentwtéch might constitute a default under the termsu other debt. Our obligation to offer to
purchase the notes upon a change in control watldecessarily afford note holders protection mekient of a highly leveraged transaction,
reorganization, merger or similar transaction inirug us.

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

There is no guarantee that an active trading méwoketur 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, thdimig price of the notes could decline
significantly. The notes are eligible for trading the PORTAL Market. We do not intend to apply listing of the notes on any securities
exchange.

The notes and the common stock issuable upon conge&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 csioneof 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 stoddesaon 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 adversecathe 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 iroations, the market price of the notes and our comstock would be harmed. In additiol
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 esteady 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 nsfckholders;
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« conditions or trends in the pharmaceutical, biotebdbgy and life science industries;

« announcements by us of significant acquisitionstagic partnerships, joint ventures or capital coiments;
« 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 technologypanies in particular, have
experienced significant price and volume fluctuagithat have often been unrelated or dispropottiotwethe operating performance of those
companies. Further, there has been significantililan the market prices of securities of lifeisnce companies. These broad market and
industry factors may seriously harm the marketgpatour common stock, regardless of our opergigrfprmance. In the past, following
periods of volatility in the market price of a coamy’s securities, securities class action 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 3052®&e had:

» 35,998,881 shares of common stock outstanding;

6,333,504 shares of common stock reserved forrigguapon exercise of options outstanding undestmak option plans with a
weighted average exercise price of $4.46 per share;

< in addition to the shares reserved for issuance tip® exercise of options referred to in the prewgdullet point, 425,797 shares
reserved for future issuance under our stock oimhemployee stock purchase plans;

* awarrant outstanding for 2,200,000 shares of comsback at a purchase price of $3.50 per share; and

25,000 shares of common stock potentially issuatb(@ail Page, President and Chief Executive OffafeCiphergen, contingent up:
the achievement of a specific diagnostic milestone.

Because the notes are convertible into common siolgkat a specific conversion price, a declineiin common stock price may cause
the value of the notes to decline.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

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

Approximate Lease
Location Square Feel Primary Functions Expiration Date
Fremont, California 61,000 sqg. fi Research and development laboratories, 2008

Biomarker Discovery Center laboratory,
manufacturing facility, marketing, sales a
administrative office:

Fresno, Californi: 1,000 sqg. fi Research and development laborat May 2006
Galveston, Texa 500 sg. ft Sales demonstration laboratc 2007
Malvern, Pennsylvani 4,500 sq. fi Biomarker Discovery Center laboratc 2010
Copenhagen, Denmark 2,000 sq. fi Biomarker Discovery Center laboratory, 2009
sales office
Berlin, Germany 3,200 sq. fi Sales demonstration laboratc 2010
Guildford, Englanc 3,700 sq. fi Sales office and demonstration laborat 2010
Osaka, Japa 600 sqg. ft Sales office March 200€
Yokohama, Japan 8,000 sqg. fi Biomarker Discovery Center laboratory, August 2006, and
sales, service and administrative off 2007

We are actively reviewing all of our space needsb wiview to reducing our overall facilities expessActions we may take include not
renewing certain leases upon their expiration dbaseseeking to sublease space to others.

ITEM 3. LEGAL PROCEEDINGS

Ciphergen and certain of its current and formeicefs have been named as defendants in a secuatégsaction complaint filed on
December 5, 2005, in the United States Districtr€dorthern District of California (Docket No. @997 MHP). The complaint has been
brought on behalf of all persons who purchased &igdn’s common stock from August 8, 2005, whenssaed a press release announcing
unaudited financial results for the second quat&005, through November 16, 2005, when we annediotir intention to restate those
financial results. The Plaintiffs do not demand aayticular amount in damages. We have not yeoredgd to this complaint. Given the early
stage of this action, Ciphergen cannot predicutimate outcome of this matter at this time.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of sgchiolders during the fourth quarter of 2005.
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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 symbols “CIPH” and “CIPHENR& the effective date of
our initial public offering on September 28, 2000ior to that time, there was no public marketdor stock. The closing price for our
common stock on February 28, 2006 was $1.75 peeshae following table sets forth the high and eales prices per share of our common
stock as reported on the Nasdaq National Market#iperiods indicated.

Sale Price
High Low

Fiscal 2004:

First quartel $11.6¢ $7.5C

Second quarte 9.45 6.09

Third quartel 6.00 2.61

Fourth quarte 4.71 3.05
Fiscal 2005:

First quartel 4.34 2.62

Second quarte 2.81 1.39

Third quartel 2.65 1.67

Fourth quarte 1.99 0.64

We currently expect to retain future earningsnif &or use in the operation and expansion of asiriess. We have not paid any cash
dividends, nor do we anticipate paying any casiddivds in the foreseeable future. As of February2P86, there were 35,998,881 shares of
our common stock issued and outstanding and he&bpyoximately 144 holders of record. There are@pmately 4,000 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 Septembe0D82 underwritten by SG Cowen.
Offering costs were approximately $1.9 million.drést on the notes is 4.5% per annum on the pehaipount, payable semiannually on
March 1 and September 1, beginning March 1, 2084.&ffective interest rate is 5.85% per annum.idtes are convertible, at the option of
the holder, at any time on or prior to maturitytloeé notes into shares of our common stock initiatlp 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 valub@ftock rose above the conversion price betweedak the notes were priced and the
closing date, we recorded a discount of $2,677r8ed 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 @ficg10.01 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 priceGyphergen’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
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payment to our existing and future secured delih@éaxtent of such security, and to our subsie&iiabilities. The indenture does not limit
the incurrence by Ciphergen or its subsidiariestbér indebtedness.

Ciphergen may redeem the notes at its option, iolevar in part, at any time on or after Septemh&0D6 at specified redemption pris
plus accrued and unpaid interest, provided thantites will be redeemable only if the closing préehe 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 convertibléaemotes were converted into common
stock have not been included in the calculatioloss$ per share, as these potential common shaetdilutive. Upon a change of control,
each holder of the notes may require us to repsechame or all of the notes at specified redemtimes, plus accrued and unpaid interest.
The debenture contains a put option that entileshblder to require us to redeem the debentuageite equal to 105.0% of the principal
balance upon a change in control of Ciphergen. Wial anticipate that the put option will have $igant value because no change of
control is currently 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 1,250,0@0eh of Ciphergen common stock, which were valt&Y 8 million. These shares were
registered with the SEC on Form S-3 on June 243200

Recent Sales of Other Unregistered Securities

On July 22, 2005, pursuant to a stock purchasesamrt, Ciphergen sold Quest Diagnostics Incorpdrgt@uest Diagnostics”)
6,225,000 shares of Ciphergen’s common stock, pirogmately 17.4% of shares outstanding after thadaction, for an aggregate purchase
price of $15,000,000 and issued Quest Diagnostwareant to purchase up to 2,200,000 shares ofe@jgm’s common stock at an exercise
price of $3.50 per share, subject to certain adjasts. While the warrant issued to Quest Diagnesiexercisable at any time, Ciphergen
Quest Diagnostics later clarified that the totainfer of shares of common stock purchased pursaanuich transaction and issuable upon
exercise of the warrant would at no time excee8%%f the total number of outstanding shares oh&igen common stock (provided that
Quest Diagnostics may, prior to or concurrentlyhvtite exercise of their warrant, sell such numbeshares of Ciphergen common stock that,
after the exercise of the warrant and such sashaifes, Quest Diagnostics would not own more t19a®24 of Ciphergen’s common stock).
This warrant is exercisable at any time prior tly A2, 2010. The proceeds received by Ciphergem fiee sale of the common stock or upon
any exercise of the warrant will be used for wogkaapital and general corporate purposes. The itieswffered, issued and sold pursuant to
this financing will not be registered under the Bdies Act of 1933, as amended, by reason of @mgtion from the registration
requirements under Section 4(2) and/or Rule 5(@egfulation D of the Securities Act, and may nobffered or sold in the United States
absent registration or an applicable exemption fregistration requirements. Pursuant to the terhtlseostock purchase agreement, we were
able to rely upon the representations and warmptievided by Quest Diagnostics contained theretonnection with the issuance of the
shares of common stock and the warrants withoustregion. Pursuant to the stock purchase agreemenalso provided certain registration
rights to Quest Diagnostics whereby they may denthatwe subsequently register their shares utdeBécurities Act or, if we file another
registration statement under the Securities AcesPDiagnostics may elect to include their sharehat
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registration, subject to various conditions. Thxk sale and the issuance of the warrant wersutigect to stockholder approval.

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 02@@n,” and the 2000 Employee Stock Purchase Riaich was approved by the
stockholders in 2000 and is referred to as the FESP

. 1993 Plan. Certain stock option grants remain outstandingur officers, employees, directors and a cdaastunder this plan.
However, the authority to grant new awards underglan terminated in 2001. The Board of Directwoatinues to administer this plan
with respect to the options that remain outstanding

. 2000 Plan.  Stock option awards may be granted under @@ Plan. The 2000 Plan is administered by, and aaard grant must be
approved by, the Board or a committee of the Boaedsons eligible to receive awards under the 2380 include our officers,
employees, directors and consultants. Ciphergesrissmployee directors are also eligible for certaitomatic stock option grants unc
the 2000 plan. The Board or a committee of the 8@al determine the purchase price for any shafesur common stock subject to an
award under the 2000 Plan, the vesting schedusnyif applicable to each award, the term of eadr@dvand the other terms and
conditions of each award, in each case subjetietdimitations of the 2000 Plan.

. ESPP. Subject to limits, all of our officers and eloyees in the U.S. are eligible to participateiia ESPP. The ESPP operates in
successive 6-month offering and purchase periaalsicipants in the ESPP may purchase common statle@nd of each purchase
period at a purchase price equal to 85% of the l@fiéhe fair market value of the stock at the begig of the offering period or the end
of the purchase period. The administrator of theE&ay allow participants to contribute up to 15%heir eligible compensation to
purchase stock under the plan. The ESPP is aderietsby the Board or a committee of the Board.

Summary Table. The following table sets forth, for each of Ciphamts equity-based compensation plans, the numbsnares of
Ciphergen common stock subject to outstanding optand rights, the weightedrerage exercise price of outstanding options tla@cumbe
of shares available for future award grants asesfdinber 31, 2005.

Equity Compensation Plan Table

Number of Shares of
Number of Shares Common Stock Remaining
of Common Stock to
Available 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 by
security holder: 6,374,98{(1) $4.44 425,791(2)
Equity compensation plans not approved by
security holder: — — —
Total 6,374,98 $4.44 425,79:
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1)

()

Includes outstanding stock options for 812,035ehander the 1993 Plan and 5,521,469 shares ural2000 Plan. Also includes
41,479 shares after giving effect to estimated lpases under the ESPP for the purchase period ithena on May 1, 2006 based on
participant contributions through December 31, 2005

Includes 259,299 shares for the 2000 Plan. On Jwarduaf each year during the term of the 2000 Pila@ total number of shares
available for award purposes under the 2000 Plénngrease by the lesser of (i) 2,150,000 shaigh% of the outstanding shares of
common stock on the last day of the immediatelg@deng fiscal year, or (iii) an amount determingdliiie Board. The aggregate num

of shares available for issuance under the 2000 iRtaeased by 1,300,000 shares on January 1, Zb0@6data presented in this table
was calculated as of December 31, 2005 and doe®fhett the January 1, 2006 increase. Also induti#6,498 shares for the ESPP. On
January 1 of each year during the term of the E&RRptal number of shares available for sale utideESPP will increase by the les

of (i) 430,000 shares, (ii) 1% of the outstandihgres of common stock on the last day of the imatebi preceding fiscal year, or

(iif) an amount determined by the Board. The aggtegumber of shares available for sale under 8fFEncreased by 170,000 shares
on January 1, 2006 and is not included in the tabteve.
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ITEM 6. SELECTED FINANCIAL DATA

The following tables reflect selected summary ctidated financial data for each of the last fivecl years. This data should be read in
conjunction with the consolidated financial statetseand notes thereto, and with Item 7, “Managetaéiscussion and Analysis of
Financial Condition and Results of Operations™is t~Form 10-K. Historical results are not nece$gandicative of the results to be expected
in the future. On November 30, 2004 we completedstile of our BioSepra business. Accordingly, tiiermation set forth in the table below
has been restated to reflect the BioSepra busaseagdiscontinued operation.

Years Ended December 31
2005 2004 2003 2002 2001
(in thousands, except per share date

Statement of Operations Data

Revenue
Products $ 1835( $ 3137¢ $ 35872 $ 23572 $ 13,37C
Products revenue from related par — — — 827 1,192
Services 8,896 8,803 7,766 4,809 1,794
Total revenue 27,246 40,181 43,638 29,208 16,356
Cost of revenue
Products 9,372 11,199 11,911 6,761 4,216
Products revenue from related par — — — 334 434
Services 4,321 3,876 3,426 2,277 628
Litigation settlement — — 7,257 — —
Total cost of revenue 13,693 15,075 22,594 9,372 5,278
Gross profit 13,553 25,106 21,044 19,836 11,078
Operating expense
Research and developm: 13,196 19,268 23,628 19,593 12,428
Sales and marketir 18,009 26,019 21,255 17,960 13,552
General and administrati 14,404 14,136 14,815 14,422 12,925
Amortization of intangible asse — — — — 152
Goodwill impairment 2,453 — — — —
Total operating expenses 48,062 59,423 59,698 51,975 39,057
Loss from operations (34,509) (34,317) (38,654) (32,139) (27,979)
Interest and other income (expense), net (1,871) (2,145) (211) 1,435 3,278

Loss from continuing operations before income tax (36,380) (36,462) (38,865) (30,704) (24,701)
Income tax provision (benefit) from continuing

operations 7 109 (47) (44) 140
Net loss from continuing operatio (36,387) (36,571) (38,818) (30,660) (24,841)
Discontinued operation

Income (loss) from discontinued operations, net

tax — (1,797) 2,071 1,588 (971)
Gain from sale of BioSepra business, net of tax 954 18,527 — — —
Net income (loss) from discontinued operatior 954 16,730 2,071 1,588 (971)
Net loss $ (35437 $ (19,84) $ (36,747 $ (29,077) $ (25,817
Basic and diluted net loss per sh:
Net loss per share from continuing operati $ (113 $ (125 $ (13 $ (1149 $ (099
Net income (loss) per share from discontinued
operations 0.03 0.57 0.07 0.06 (0.03)
Net loss per share $ (110 $ (068 $ (1.3) $ (109 $ (097
Weighted average shares used in computing basic
diluted net loss per sha 32,321 29,244 28,154 26,965 26,512
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As of December 31
2005 2004 2003 2002 2001
(in thousands)

Balance Sheet Data

Cash, cash equivalents and s-term investment $ 27,97¢ $ 37567 $ 47,31€¢ $ 42541 $ 77,12¢
Working capital 27,130 39,932 51,970 47,667 70,890
Total asset 52,811 74,377 102,026 87,615 106,816
Long-term debt and capital lease obligations, idicig

current portior 31,512 29,397 31,865 2,816 2,610
Total stockholder equity 6,523 26,715 47,892 68,354 93,229

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

Overview

We develop, manufacture and sell our ProteinChig&t&ns, which use patented Surface Enhanced Lasarption/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 praslypecimarily to research biologists
pharmaceutical and biotechnology companies, andiesci and government research laboratories. In,M87acquired IllumeSys
Pacific, Inc., which holds specific rights to thELDI technology for the life science research markair 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. iDgir1999, we initiated an expanded marketing pnogaad in May began shipping the
ProteinChip System, Series PBS II, the latest warsf which is now referred to as the ProteinChipl@®yy 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 Blalvern, Pennsylvania.

In 2001, we introduced the ProteinChip Biomarkest8gn, which utilizes sophisticated third-party sefite to automate pattern
recognition-based statistical analysis methodscamnctlate protein expression patterns from clingaahples with disease phenotypes. We alsc
began selling the Biomek® 2000 Workstation, a rabatcessory which is manufactured by Beckman @oaitd 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 developkdlzich is manufactured for us
a third party manufacturing company. On July 302iphergen acquired the BioSepra® process chomragphy business from Invitrogen
Corporation; this business was subsequently saRhtbCorporation on November 30, 2004.

On August 31, 2002, we increased our ownershipastan Ciphergen Biosystems KK, the Japanese yeinture we formed with
Sumitomo Corporation in 1999, from 30% to 70%. Sfidhereafter, we opened a Biomarker Discoveryt€elaboratory at the Yokohama
facility of Ciphergen Biosystems KK. In October 200ve launched the ProteinChip AutoBiomarker Syst@mautomated version of our
ProteinChip Biomarker System, which incorporatesiaioloader and a Biomek robot to increase sarhpteighput and automate the reading
of ProteinChip Arrays. On March 23, 2004, we pusgtathe remaining 30% ownership interest in Ciphregiosystems KK. In July 2004,
we launched the ProteinChip System, Series 400(0ext 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 increased our effortssooster and commercialize protein
biomarkers and panels of biomarkers that can beldped into protein molecular diagnostic tests ifmgrove patient care. Since our
inception we have incurred significant losses andfdDecember 31, 2005, we had an accumulateditiefi$195.8 million.

Our sales are currently driven by the need for aad better tools to perform protein discovery, ah#arization, purification,
identification and assay development. Many of thatdnChip Systems sold to our customers also gémer recurring revenue stream from
the sale of consumables and maintenance conthactddition, some of our customers later enhanei BroteinChip Systems by adding our
automation accessories and advanced software.

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 expect to incur losses at least for the next.y@ar current level of revenue is insufficient foy to become profitable. To become
profitable, we will need to increase unit sale®wrf ProteinChip Systems and Arrays as well as bagjieving revenue from our diagnostics
efforts. We have a limited history of operationsl ave anticipate that our quarterly results of opens will fluctuate for the foreseeable
future due to several factors, including markeeatance of current and new products, the lengtheofales cycle and timing of significant
orders, the timing and results of our researchdmawelopment efforts, the introduction of new praduzy our competitors and possible patent
or license issues. Our limited operating historkesaaccurate prediction of future results of openatdifficult or impossible.

Recent Developments

On July 22, 2005, we entered into a strategicratBaagreement with Quest Diagnostics coveringeetiiear period during which the
parties will strive to develop and commercializetohree diagnostic tests based on Ciphergenisrigtary SELDI ProteinChip technology.
Pursuant to the agreement, Quest Diagnostics aiétihe non-exclusive right to commercialize thtesés on a worldwide basis, with
exclusive commercialization rights in territoriehave Quest Diagnostics has a significant presesragpfto five years following
commercialization. As part of the strategic allienthere is a royalty arrangement under which QDe&ginostics will pay royalties to
Ciphergen based on fees earned by Quest Diagnéstiapplicable diagnostics services, and Ciphergilirpay royalties to Quest
Diagnostics based on Ciphergen’s revenue from egie diagnostics products. To date, no such riegdiiave been earned by either party.
Quest Diagnostics and Ciphergen have also entetedisupply agreement under which Ciphergen willisstruments and consumable
supplies to Quest Diagnostics to be used for paifay diagnostics services. In addition, for an aggte purchase price of $15 million, Quest
Diagnostics has purchased 6,225,000 shares of @igihhe common stock, or approximately 17.4% of ehautstanding after the transaction,
and a warrant having a term of five years to puseh#p to an additional 2,200,000 shares for $3e5GIpare. The warrant was valued at
approximately $2.2 million based on the fair vahisedetermined by a Black-Scholes model using thewimg assumptions: risk-free interest
rate, 4.04%; expected life, 5 years; expected Mitye9%. Quest Diagnostics has also agreed ta Bghergen up to $10 million with
interest accrued at the prime rate plus 0.5% arimpanthly, solely to fund certain
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development activities related to the strategi@adle. Borrowings may be made by Ciphergen in mpmticrements of up to approximately
$417,000 on the last day of each month duringitsetfvo years of the strategic alliance, and atébeber 31, 2005, such borrowings
amounted to $2.5 million. This loan, collateralizgdcertain intellectual property of Ciphergen, Wi forgiven based on Ciphergen’s
achievement of certain milestones related to dgweémt, regulatory approval and commercializationestain diagnostic tests. Should the
Company fail to achieve these milestones, the autking principal amount of any such loans will beeadue and payable on July 22, 2010.
From the inception of the strategic alliance thfolgpcember 31, 2005, we have spent approximateB/ idillion of the loan proceeds on in-
house research and development, as well as caditidmas with others, directed towards achievingrtiestones. Spending for this purpose is
expected to continue and to increase, partly asualtrof the additional expenses associated wélctiaboration with University College
London et al. described below.

On October 3, 2005, we entered into a two yeararebeand license agreement with University Collegedon and UCL BioMedica Pl
(together, “UCL") to utilize Ciphergen’s suite ofgteomic solutions (Deep Proteome™, Pattern TraékBtess and ProteinChip® System)
to further UCL'’s ongoing research in ovarian cararad breast cancer. Under the terms of the agrde@igimergen has exclusive rights to
license intellectual property resulting from disedes made during the course of this collaboraforuse in developing, manufacturing and
selling products and services utilizing the intetilel property. Additionally, Ciphergen will cortitite approximately $2.1 million in cash and
$652,000 in the form of Ciphergen equipment, soféwarrays and consumable supplies as requestd€hyvalued at Ciphergen’s list
selling price, to cover part of the costs incurbgdJCL specifically for this research program. $inillion of the cash obligation is to be paid
in the first year of the agreement and is non-clahde. The remainder is to be paid in the secorad géthe agreement and is cancelable with
three months advance notice. As of December 315,208 had expensed $306,000, of which $33,000 septed our cost for the arrays and
consumables we had provided, and the remaining,$2@3vas recorded as an accrued liability.

On December 20, 2005, Ciphergen’s Board of Diracamproved the accelerated vesting of all unvemteld'out-of-the-money” stock
options held by employees with an exercise priageshare of $4.00 or higher. The accelerated vestuged options previously awarded for
the purchase of approximately 1,035,000 sharespifefgens common stock, representing approximately 16%tad bptions outstanding,
vest and become exercisable immediately, subjextritinued restrictions on sale. Of the 224 optjcants subject to accelerated vesting, 27
are held by executive officers. Under APB No. 28 BASB Interpretation No. 44, “Accounting for Céntdransactions Involving Stock
Compensation” , the acceleration of the vestinthee options did not result in a compensationgehbecause the exercise prices of the
affected options was greater than the closing mrfar common stock on December 20, 2005. Thesdetio accelerate the vesting of these
options was made primarily to reduce non-cash cosgten expense that would have been recordedpime@jen’s income statement in
future periods upon the adoption of SFAS 123(R)rb@gg in January 2006. As a result of this acelen, we expect to reduce the stock
option expense we would otherwise be requireddorteby approximately $2.2 million, which is inckdlin the pro forma calculation of net
income under SFAS 123 included in note 1 of theeN®d Consolidated Financial Statements. Approxémai0.9 million of the $2.2 million
would have related to 2006. The Board of Directmlieves the accelerated vesting of these optmbe tin the best interest of our
shareholders and employees.

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
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us to make estimates and judgments that affeaegh@rted amounts of assets, liabilities, revennelsexpenses, and related disclosure of
contingent assets and liabilities. We base oumad#s on historical experience and on various @bsumptions that are believed to be
reasonable under the circumstances, the resulthioh form the basis for making judgments aboutddeying values of assets and liabilities
that are not readily apparent from other sourcetu@ results may differ from these estimates uniiféerent 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 heofiotes to Consolidated Financial Statements.)

Revenue Recognitic

We derive our revenue from primarily two sourc@spfoducts revenue, which includes systems, acociess 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 usedection with the revenue
recognized in any accounting period.

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

e 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 theaeshiip 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 cdesitwe 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 irgdcreditworthiness of the customer. We
do not request collateral from our customers. Ifd@&rmine that collection of a payment is not oeably assured, we defer the revenue until
the time collection becomes reasonably assuredhnikigenerally upon receipt of cash.

Delivery generally occurs when the product is deidd to a common carrier or when the customervesdhe 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.
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We generally include a standard 12-month warrantgur instruments and accessories in the formméimtenance contract upon initial
sale. We also sell separately priced maintenander(ded warranty) contracts, which are generaiiyilfbor 24 months, upon expiration of
initial warranty. We make no distinction betweestandard warranty and a maintenance (extended ntgyi@ntract, as coverage under both
the standard and extended maintenance contradeniscal. Because we do not offer traditional waaties but enhance them such that they
are identical to our separately priced maintenaocgracts, we believe it is appropriate to accdonthem the same way. Revenue for both
the standard and extended maintenance contrai¢$aesred and recognized ratably over the maintemaontract term. Related costs are
expensed as incurred. If we were to experienca@ease in warranty claims or if costs of servidimgse maintenance contracts were greater
than the expectations upon which the maintenanctam deferrals had been based, our gross maegind be adversely affected.

For revenue from Biomarker Discovery Center cosrand other consulting contracts, if elementsspesifically tied to a separate
earnings process, then revenue related to an etésm@tognized when the specific performance aliligp associated with that element is
completed. When revenues for an element are notfsdly 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 describediiragreement with the customer. Often there is ardingle element, namely delivery of a
scientific report upon completion of our analysi€astomer samples, in which case we recognizénalievenue upon the conclusion of the
project when all deliverables have been providetthéocustomer. Revenue is deferred for fees reddieéore 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 elementsateadelivered at different points in time (formexple, where we have delivered the
hardware and software but are also obligated teigecservices, maintenance and/or training), wéuata 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 cormdisi are met or all elements have been
delivered. Fair values for ongoing maintenancebased upon separate sales of renewals to othenoerst. Fair values for services, such as
training or consulting, are based upon separaés 8l us of those services to other customers.

Allowance for Doubtful Accoun

We maintain allowances for doubtful accounts fainested losses resulting from the inability of cuistomers 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 customersre to deteriorate, resulting in an impairmentheir ability to make payments, additional
allowances would be required.

Inventory Reserve

We write down our inventory for estimated excess abpsolete inventory equal to the difference betwe 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 receesdalecasts,
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historical experience, projected obsolescence anduwrent inventory levels. If actual market cdiatis are less favorable than those
projected by management, additional inventory waibg/ns may be required.

Depreciation and Amortizatio

Property and equipment are stated at cost lessradated depreciation and amortization. Depreciasiott amortization is computed for
financial reporting purposes principally using gteight-line method over the following estimatesgful lives: machinery and equipment, 3-
5 years; demonstration equipment, 2 years; comgagepment and software, 3 years; furniture anaifes, 5 years; buildings and leasehold
improvements, lesser of their economic life ortémen of the underlying lease. If assets are detexthto have useful lives shorter than
originally estimated, the net book value of theets$s depreciated over the newly determined reimginseful lives.

Valuation of Long-Lived Assets Including Acquirathhgible Assets

We review long-lived assets, which include propgptant and equipment and acquired identifiablengtbles, for impairment whenever
events or changes in circumstances indicate tieatdtrying amount of an asset may not be recoweréthpairment evaluations involve
management estimates of the useful lives of thetaissd the future cash flows they are expectgénerate. 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 businessa significant product or in a particular
geographic region in the future could also leafrtpairment adjustments as such issues are idehtifie

Goodwill Impairment

We recorded goodwill principally as a result of agquisitions of lllumeSys Pacific, Inc. in 1997pkergen Technologies, Inc. in 1998
and BioSepra S.A. in 2001, and the increases imamership of Ciphergen Biosystems KK in 2002 af@4 The goodwill related to
BioSepra was written off against the gain on tHe ehthe BioSepra business in 2004. We performdgalbimpairment tests on an annual
basis and more frequently when events and circurostaoccur that indicate a possible impairmenooigvill. In determining whether there
is an impairment of goodwill, we calculate the mstied fair value of the reporting unit in which tj@odwill is recorded using a discounted
future cash flow method. We then compare the negufair value to the net book value of the repagtunit, including goodwill. If the net
book value of a reporting unit exceeds its faituealwe measure the amount of the impairment losolparing the implied fair value of the
reporting unit’s goodwill with the carrying amousttthat goodwill. To the extent that the carryingaunt of a reporting unit’s goodwill
exceeds its implied fair value, we recognize a gabdnpairment loss. We performed annual impairmsts through 2004 and determined
that no impairment had occurred. We performed amahnimpairment test in 2005 and determined thatdgall of $2.5 million associated
with our Japanese subsidiary had been impaireé. (8t 6, “Purchase of Additional Ownership Inteie<iphergen Biosystems KK”, and
note 8, “Goodwill and Other Intangible Assets”tlie Notes to Consolidated Financial Statements)discounted future cash flow method
used in the first step of our impairment test imesl significant estimates including future casktoing from estimated revenues, future cash
outflows from estimated project costs and geneardladministrative costs, timing of collection arayment of various items, working capital
levels, future growth rates and profit marginswadl as discount rate and terminal value

45




assumptions. Although we believe the estimatesaasdmptions that we used in testing for impairmaeatreasonable, changes in any one of
these assumptions could produce a significantfgidint 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 ActiagrPrinciples Board Opinion
No. 25 “APB 25"), “Accounting for Stock Issued to Employgeand apply the disclosure provisions of Statenoéfrinancial 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 datganft, 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.

In December 2004, the Financial Accounting Stansl&alard issued Statement of Financial Accountirgn@irds (“SFAS”) No. 123
(Revised), “Share-Based Payment.” This new standardires the expensing of all stock-based compiemsaJnder the new standard, our
estimate of compensation expense will require abarmof complex and subjective assumptions includimgstock price volatility, employee
exercise patterns (expected life of the optionglyre forfeitures and related tax effects. SFAS N28(R) will be effective for us beginning in
the first quarter of fiscal 2006. Management expdtat we will use the modified prospective appiamamethod and that we will recognize
stock-based compensation expense on a straighbdisis over the vesting periods of the awards.arheunt of stock-based compensation we
record will depend on a number of factors, inclgdine amount of awards granted and the fair valukose awards at the time of grant.

Contingencies

We have been, and may in the future become, suojéetial proceedings related to intellectual propkcensing matters. Based on the
information available at the balance sheet datdslamough consultation with our legal counsel, weess the likelihood of any adverse
judgments or outcomes for these matters, as welbtential ranges of probable loss. If losses apbable 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 recordibé iiuture may change due to new developmentadh matter.

Deferred Taxe

We record a valuation allowance to reduce our defetax assets to the amount that is more likedy thot to be realized. While we have
considered future taxable income and ongoing pruaed feasible tax planning strategies in asseshimgeed for the valuation allowance, in
the event we were to determine that Ciphergen wbeldble to realize its deferred tax assets itfitttuge in excess of its net recorded amount,
an adjustment to the deferred tax asset would @&seréncome in the period such determination wasnidkewise, 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.
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Results of Operations
Comparison of Years Ended December 31, 2005, 2004 and 2003

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

Revenu

Product revenue was $18.4 million in 2005, $31.Higniin 2004, and $35.9 million in 2003. The $13Mlion or 42% decrease in
product revenue from 2004 to 2005 was largely ésailt of a 54% decrease in revenue from salesroPmieinChip Systems, accessories
software, as well as a 14% decrease in revenuedromarrays and consumables. The decrease in systedrelated revenue was due to a
41% decrease in unit sales of ProteinChip Systemda&2% decrease in average revenue per systdrdwmko increased discounting and
incentives we offered to expedite orders, discooffesed to customers on trade ins of their oldedel ProteinChip Systems for a new
Series 4000, and the competitive environment. weahse in array and consumable sales was largegndy lower unit sales due in part to
fewer new instrument placements, which typicallgliile a significant initial purchase of consumableslapan, we price our products in
Japanese yen, and the strengthening of the U.lar dglainst the Japanese yen resulted in a dedrepseduct revenue of approximately
$370,000.

In the third quarter of 2005, we sold nine ProtdiipCSystems to one customer for $601,000. We aisered into a product development
agreement with this same customer, whereby th@mestwill develop for us a specific new product arelmay pay the customer up to
$500,000 based on the customer’s attainment offggdevelopment milestones. Under this agreenm@iptiergen paid this customer
$300,000 of development fees during 2005. Thismesrded, following EITF 01-9, “Accounting for Caderation Given by a Vendor to a
Customer (Including a Reseller of the Vendor’s Riaid)”, as a reduction to revenue, resulting inreeénue from this customer of
approximately $301,000 in 2005. This constitutegrapimately 2% of products revenue and 1% of taggenue for 2005. In future periods
this third party achieves a development milest@iphergen will record its payment obligation agduction to revenue in the period in wt
that development milestone is met.

The $4.5 million or 13% decrease in product revelnomm 2003 to 2004 was primarily the result of &®28ecrease in revenue from sales
of our ProteinChip Systems, accessories and saftWidmis was largely due to a 13% decline in urisaf ProteinChip Systems, reflecting a
more competitive selling environment. In additiare experienced a 10% decrease in average revensggtem sold due to lower list prices
for the Series 4000 as compared to its predecessdel, as well as increased discounting as a rebtlie competitive environment and
slightly lower accessory sales when comparingweegeriods. This was partially offset by a 20% ease in array and other consumables
sales driven by greater unit sales to a largealiest base of customers.

Service revenue was $8.9 million in 2005, $8.8iomillin 2004, and $7.8 million in 2003. The $93,@00.% increase in service revenue
from 2004 to 2005 was primarily due to a $313,08f3ease in revenue from collaboration services ledrtirough our Biomarker Discovery
Center laboratories due to the completion of sévarge contracts in 2005, and from a $97,000 iasesin revenue from maintenance
contracts, driven by growth in our installed bdsewever, revenue from training and consulting smsidecreased $317,000 primarily due to
fewer new instrument placements, which typicallgliille an initial registration for one or more tingnclasses.

The $1.0 million or 13% increase in service revefiam 2003 to 2004 was primarily due to $1.8 mitlisigher revenue from
maintenance contracts, training and consultingiseswriven by growth in our installed base. Thaswartially offset by a decline of
$776,000 in revenue from Biomarker Discovery Cen&wices; we redirected much of our selling effovtards ProteinChip System sales
and
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away from service projects during this period, amtlue to our desire to focus more of our Biomatscovery Center resources on research
for our own account.

We expect that future revenues for our businedshwibffected by, among other things, our abilitglevelop and commercialize
diagnostic tests based on the ProteinChip platfdemand for our ProteinChip Systems and Arraysddgree of acceptance by the market of
our Series 4000 platform, the level of continuingghases of arrays by existing customers, new ptaghd application introductions,
customer budgets, competitive conditions and govent funding for research in our field.

Cost of Revenue

Cost of product revenue was $9.4 million in 200E1.8 million in 2004, and $11.9 million in 2003.d#1.8 million or 16% decrease in
cost of product revenue from 2004 to 2005 resufiteith a decrease in unit sales of our ProteinChigte3ys, accessories, software, arrays and
other consumables, as well as a $1.1 million deer@athe provision for excess and obsolete invegan 2005 compared to 2004. We
introduced our current Series 4000 platform in 280d concurrently increased inventory reservesliter products. These decreases were
partially offset by higher costs of materials ratmd in 2005, compared to 2004 when a portion @&ssalcluded instruments with components
previously charged to research and developmentgfdss margin for product revenue decreased fra¥ i642004 to 49% in 2005. The
decrease in gross margin for product revenue wgsliadue to lower gross margins for arrays andsaorables resulting from lower
production volumes in 2005 compared to 2004, timeagling our fixed manufacturing overhead costs fexeer units produced and eroding
gross margin on products revenue by approximatedg df products revenue. The decrease in gross maggn 2004 to 2005 was also due
lower gross margins for ProteinChip Systems asaltref increased discounting.

The $712,000 or 6% decrease in cost of producthieyé&om 2003 to 2004 resulted primarily from ardase in unit sales of our
ProteinChip Systems. The gross margin for prodex¢mue decreased from 67% in 2003 to 64% in 200i4.decrease was largely due to a
decrease in the average selling price of our systémthe third quarter, we offered special, intrairy pricing for one quarter for our newly
introduced ProteinChip System, Series 4000; we dilsmunted our remaining stock of older model €&irithip Systems. In the six months
2004 after launching the Series 4000, this newyrbdccounted for 81% of our unit sales, while plaedel ProteinChip Systems and
Tandem MS Interfaces accounted for 14% and 5%eundisely. Cost of product revenue in 2004 alsoudeld an increase in the provision for
excess and obsolete inventory of $1.2 million. Teiduced the gross margin for product revenue by#ptoduct revenue. The increase in
the provision for excess and obsolete inventory largely to provide an appropriate reserve forader ProteinChip Systems in light of the
introduction of the new Series 4000 model. This offset by sales of the ProteinChip System, S0, that were built with $1.3 million
of components previously charged to research anelagigment expense prior to the product achievisgrielogical feasibility, thus favorably
impacting the gross margin by 4% of product revenue

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.Stockbased compensation for options granted to congsliamperiodically remeasur
as the underlying options vest. Stock-based congpiemsexpense in cost of product revenue was 200%, $45,000 in 2004, and $81,000 in
2003.

Cost of service revenue was $4.3 million in 20@&93%nillion in 2004, and $3.4 million in 2003. Frc&004 to 2005, cost of service
revenue increased $445,000 or 11% primarily duedeased costs associated with paid projects peefd by our Biomarker Discovery
Center laboratories and customer training. Theggnaoargin for service revenue decreased from 562004 to 51% in 2005 mainly due to
lower gross margins realized on Biomarker Discov@eyter contracts, which have costs that typiozdly based on
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the complexity and difficulty of the work being werthken, and lower gross margins on our trainimgices.

From 2003 to 2004, cost of service revenue incrb&480,000 or 13% due to increased field servistsdm provide service for a greater
number of maintenance contracts, partially offsetibcreased collaboration expenses associatedavidmue-generating contracts at our
Biomarker Discovery Center laboratories. The groasgin for service revenue remained at 56% for 20@82004.

We believe that gross profit as a percentage afmes in future periods will be affected by, amotigeothings, sales volumes,
competitive conditions, discounts offered, inveptmserve levels and the amount of scrap and rewerkcur in our manufacturing
processes.

Litigation Settlemer

On May 28, 2003, we settled our litigation with Moular Analytical Systems, Inc. (“MAS”), LumiCytic. (“LumiCyte”), and T.
Williams Hutchens whereby we acquired the undispeteclusive rights granted to MAS under patenenged 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 commercializeaantyall products, information and
services derived from the technology without limiga. Furthermore, LumiCyte assigned all rightsngeal to it from MAS and related to the
Baylor College of Medicine patents to us withoudtrigtion. 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},3f¥bvided that such license fees will not exceed million during the
calendar year 2003 or $10.0 million in the aggregaithough $10.0 million is the maximum amountttbauld be payable, we feel it
is likely that in the remaining approximately nipears until May 2014, we will achieve cumulativéesasufficient to reach this upper
limit. Through December 31, 2005, we paid or acdra¢otal of $2.2 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 ¢iféhe 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 subjéetldigation settlement), and expires in the
second calendar quarter of 2014. We believe tlsaarehers 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 techiydlagt would supplant the SELDI
technology. As an analogy, polymerase chain rea¢®€R) 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 théntextogy. Hence, we have concluded that a 17-yesfulife is appropriate.
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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 both 2004 and 26868,the remaining $10.2 million will be amortizedcost of revenue in future periods
through the second quarter of 2014. The cost isghgiorated between cost of products revenue astdoéaervices revenue each month bi
on the ratio of SELDI-based products revenue to3Hbtased services revenue.

Operating Expenses
Research and Developme

Research and development expenses were $13.2miill@005, $19.3 million in 2004, and $23.6 million2003. From 2004 to 2005,
research and development expenses decreased 3t o1i 32% primarily due to a decrease of $2.2iam in salaries, payroll taxes and
employee benefits due to a 39% decline in reseandidevelopment staff. Materials and supplies usélte development of new products
also decreased by $1.9 million and consulting teeseased by $1.0 million, consistent with theiagaback of research programs related to
our instrument platform. Spending on diagnostisgaech under the strategic alliance with Quest matics was approximately $2.2 million
in 2005 during the first five months of the alli@nc

From 2003 to 2004, research and development expeleseeased $4.4 million or 18% primarily due ttearease of $2.5 million in
salaries, payroll taxes and employee benefits ueoy our Biomarker Discovery Center laboratortiss to a decline in research and
development staff resulting primarily from the cdetjpn of our Series 4000 development program dkagehe cancellation or scaling back
of various early-stage research and developmefggisoin line with our cost reduction efforts. Thexctions also resulted in a decrease of
approximately $1.6 million for engineering partslather project materials, excluding our BiomarRéscovery Center laboratories. These
were partially offset by an increase of approxirya$907,000 in Biomarker Discovery Center acti\stielated to projects targeting the
discovery and development of biomarkers that cpokegntially be developed into diagnostic produletsaddition, stock-based compensation
expense declined $150,000.

Stock-based compensation expense in research aatbpgment expenses was $0 in 2005, $37,000 in 20@#$187,000 in 2003.

We expect research and development expenses toelecl006 relative to 2005 due to having feweesrch and development
employees in 2006 as well as slowing or cancelatgcted early-stage research and development pnsgrlated to new instrumentation
platforms as part of our efforts to control expengartially offset by an increase in our reseantth development activities associated with
developing and commercializing diagnostic testpas of our strategic alliance with Quest Diagrmstand discovering biomarkers that cc
potentially be developed into additional diagnostioducts.

Sales and Marketing

Sales and marketing expenses were $18.0 milli@905, $26.0 million in 2004, and $21.3 million i6(3. From 2004 to 2005, sales
marketing expenses decreased $8.0 million or 3&8gely due to lower payroll-related costs as altesa 40% decrease in the sales and
marketing staff thereby decreasing payroll andteelzosts approximately $4.1 million. The reduciioour sales force also resulted in a $1.6
million decrease in travel expenses and a $55%j@@€ease in ProteinChip Arrays and lab supplied fecustomer demonstrations. The
of advertising, trade shows and other promotiontiVdies declined by approximately $1.2 millionych expenses were unusually high in
2004 due to the launch of our Series 4000 ProtemSiistem that year.
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From 2003 to 2004, sales and marketing expensesased $4.8 million or 22%, largely due to a $1ilion increase in salaries, payroll
taxes and employee benefits in line with a higlverage number of sales and marketing employee8d4 2ompared to 2003, as well as an
$816,000 increase in travel costs due to the higherage headcount in 2004 and increased trawéceto the introduction of our new
ProteinChip System, Series 4000, in July 2004 hadew diagnostics efforts which began in early2Q@rgely due to the new product
introduction, the cost of advertising, trade shauwd other promotional activities increased appraetaty $772,000; equipment costs,
consisting primarily of depreciation of demonswatProteinChip Systems, increased approximatel3 $0D; and ProteinChip Arrays and
supplies used for customer demonstrations increagpximately $326,000. These increases weregfigrtiffset by a decline of $181,000
stock-based compensation expense.

Stock-based compensation expense in sales and tmgrkgpenses was $0 in 2005, $93,000 in 2004 $a7d,000 in 2003.

We expect sales and marketing expenses to dedre2866 relative to 2005 as a result of a smabégsforce and reduced associated
selling expenses.

General and Administrative

General and administrative expenses were $14.4bmith 2005, $14.1 million in 2004, and $14.8 naitliin 2003. From 2004 to 2005,
general and administrative expenses increased 3288y 2%, largely driven by $679,000 in severarass for two former executives, pai
offset by a $142,000 reduction in payroll and edatosts resulting from a 32% reduction in admiatste staff which occurred in the second
half of 2005. Outside professional fees increaggiaximately $429,000 as a result of work donessist us with our restatement of our
second quarter 2005 financial statements. Otheat and accounting fees increased $321,000, larhpelyesult of efforts to comply with
Section 404 of the Sarbanes-Oxley Act of 2002. &liesreases were partially offset by decreaseg®7 $00 in stock-based compensation
expense, $249,000 in costs of temporary help, $D85n travel expenses and $124,000 in the praviiobad debts.

From 2003 to 2004, general and administrative espedecreased $679,000 or 5%, largely driven B/&rillion reduction in legal
fees which resulted primarily from the settlemeibur litigation in 2003 and more selective pateciivities in 2004, and a decrease of
$449,000 in stockased compensation expense, partially offset ygases of $549,000 in payroll and related expesseé$331,000 in trav
costs, both largely related to the new diagnogiferts which begin in early 2004, a $636,000 iaseein accounting and audit fees almost
entirely due to compliance with the Sarbanes-Ox®letof 2002, and a $417,000 increase in the pomiooccupancy costs allocated to
administrative departments largely due to the shietmployee mix following reductions in researctd @evelopment headcount.

Stock-based compensation expense in general aniahiattative expenses was $0 in 2005, $427,000 0#2and $876,000 in 2003.

We expect general and administrative expensesaedse in 2006 relative to 2005 due to lower heawlcim administrative functions
and because certain large expenses incurred in 800b as severance payments to former executigeswdside professional fees related to
the restatement of our financial results for theosel quarter of 2005, are not expected to recuadtition, we expect our costs related to
compliance with Section 404 of the Sarbanes-Oxletydk 2002 to decrease significantly as we are deamed a non-accelerated filer no
longer required to comply with Section 404. Howevkese reductions are expected to be partly dffgeormal salary increases and
additional legal fees related to the securitieskction complaint. (See Item 3—Legal Proceedings.
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Goodwill Impairment

We recorded goodwill principally as a result of agguisition of BioSepra in 2001, the increasesunownership of Ciphergen
Biosystems KK in 2002 and 2004, and the acquisstioiCiphergen Technologies, Inc. and lllumeSysfRaénc. in 1997 and 1998. We
performed annual impairment tests from 2002 thra2@®4 and determined that no impairment had ocdufiree goodwill related to
BioSepra was written off against the sale of theS&ipra business in 2004. Due to Ciphergen Biosyskats lower than expected operating
results and cash flows throughout 2005 and basedvised forecasted results, a goodwill impairmess of $2.5 million was recognized in
the fourth quarter of 2005. The fair value of Cigjen Biosystems KK was estimated using expectambdiged cash flows. (See note 6,
“Purchase of Additional Ownership Interest in Ciglen Biosystems KK”, and note 8, “Goodwill and Qth&angible Assets”, of the Notes
to Consolidated Financial Statements.)

Interest and Other Income (Expense),

Interest income was $839,000 in 2005, $505,00@0¥2and $702,000 in 2003. The increase of $334/@0 2004 to 2005 was largely
due to higher interest rates. The decrease of 007rom 2003 to 2004 was primarily due to loweer@ge investment balances.

Interest expense was $2.0 million in both 2005 20@4, and $763,000 in 2003. Interest expense tetateur convertible senior notes
was approximately $1.4 million, of which $535,008sna non-cash expense for amortizing the benetioralersion feature associated with
the notes. The increase of $1.2 million from 2002@04 was primarily due to an increase of $1.2ianilin interest expense related to the
$30.0 million convertible senior notes issued irgAst 2003, of which $344,000 was an increase inraration expense for the beneficial
conversion feature associated with the notes.

Other income (expense) was $717,000 of expenseds, 649,000 of expense in 2004, and $150,008p#Hrese in 2003. In 2005, other
expense consisted primarily of $373,000 of expémsthe amortization of issuance costs for the eotible senior notes and foreign excha
losses of approximately $232,000, largely due éoithpact on the translation of the financial staata of our U.K. subsidiary from the
strengthening of the U.S. dollar against the Bripsund and transaction losses at our Japaneseismpsesulting from the strengthening of
the U.S. dollar against the Japanese yen. In 2iBér expense consisted mainly of $373,000 in espassociated with the amortization of
issuance costs for the convertible senior notelss&guent to our acquisition of majority controlGphergen Biosystems KK on August 31,
2002 and prior to our acquisition of 100% contrbCiphergen Biosystems KK at the end of the finsager of 2004, we attributed a share of
this joint venture’s income or losses to SC Bio8ces’ (a subsidiary of Sumitomo Corporation) mitomterest. For 2004, we attributed $0
of loss to minority interest, as cumulative losatgbutable to the minority shareholder exceededtipus income. For 2003, we attributed
$133,000 of the joint venture’s income to minoiitterest.

Income Taxe

Our provision for income taxes was due to currergifjn income taxes, which were $7,000, $172,000,%1.4 million for the years
ended December 31, 2005, 2004 and 2003, respagtineluding discontinued operations. Excludingedistinued operations, current foreign
income taxes were an expense of $7,000, an expé$d®9,000, and a benefit of $47,000 for the yeaded December 31, 2005, 2004 and
2003, respectively.

We have incurred net losses since inception andemprently are not subject to corporate income taxtee U.S. to the extent of our tax
loss carryforwards. At December 31, 2005 we hadpetating loss carryforwards of approximately $Z3%illion for federal and
$45.3 million for state tax purposes. If not utiliz these carryforwards will begin to expire begigrin 2009 for federal purposes and 2006
for state purposes. We also have research credyfaavards of approximately $4.9 million and $4rfillion
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for federal and state tax purposes, respectivehotl utilized, the federal research credit carmyfards will expire in various amounts
beginning in 2011. The California research credit be carried forward indefinitely. The utilizatiohnet operating loss carryforwards to
reduce future income taxes will depend on our @gtiiti generate sufficient taxable income priorhte éxpiration of the net operating loss
carryforwards. In addition, the maximum annual asthe net operating loss carryforwards may beténhin situations where changes occur
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 Japad the United Kingdom. We fully
utilized our Japanese net operating loss carryfatsvin 2004, resulting in higher 2004 Japanesenictax liability, although this was
followed in 2005 by a net loss. The 2005 net I@gsloe carried forward for seven years. We expefttip utilize our U.K. net operating loss
carryforwards in 2006.

Income (Loss) From Discontinued Operations, Néftaf

Discontinued operations includes all revenue, obstvenue, operating expenses, interest expettsgr, income (expense) and tax
provisions related to our BioSepra business, whiah sold to Pall Corporation on November 30, 20@dome (loss) from discontinued
operations was $0 in 2005, $1.8 million of los@®4, and $2.1 million of income in 2003.

The operating results of the BioSepra businespr@sented in the following table (in thousands):

Eleven Months

Ended Year Ended
November 30, December 31
2004 2003
Revenue $ 8,39 $14,73¢
Gross profit 4,921 9,483
Operating expenst 6,638 6,709
Operating incom: (1,717) 2,774
Income (loss) before income tax (1,734) 3,525
Income tax provisiol 63 1,454
Income (loss) from discontinued operations, neag (2,797) 2,071

The decrease in income from discontinued operatiogeisof tax, of $3.9 million in 2004 relative t6@3 resulted primarily from a
revenue decrease of $5.2 million or 38% throughdiite of sale compared to the same eleven monitdpear2003, as well as the shorter
comparative period in 2004. BioSepra’s businesh#acterized 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 ordemails a lengthy and highly controlled manufaciiprocess at BioSepra, and customers
cannot tolerate batch-to-batch variability, so oostrs typically order several years of supply tortasmufactured at one time and provided to
them in a few large deliveries for storage in eominentally-controlled facilities. Orders from awlividual customer may not recur from year
to year or may vary significantly in volume fromaydo year due to the customer’s rate of consumpiibe majority of the decrease in
BioSepra’s revenue from 2003 to 2004 was due tal#veeased level of such orders occurring in 28@8did not occur in 2004. BioSepra
generally prices its products in euros. Revenueogredating income benefited in 2004 relative to2B9 approximately $1.3 million and
$936,000, respectively, due to the weakening oftt& dollar against the euro in 2004.
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Gain From Sale of BioSepra Business, Net of Tax
The $18.5 million gain we recognized in 2004 onghke of our BioSepra business is summarized &safel(in thousands):

Net proceeds

Cash proceeds receiv $28,37¢
Less: Pos-closing 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 technolo 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 $ 18,521

In addition, $1.0 million was placed in an interbstaring escrow account for one year, after whieth amount plus $21,000 of accrued
interest was paid to Ciphergen and treated as @itiathl gain of $1,021,000 on the sale in 2005sWas partly offset by a $67,000
reduction of the gain on the sale of the BioSepsirtess for a post-closing adjustment in 2005caoedance with the Asset Purchase
Agreement, resulting in a net gain of $954,00000%

Liquidity and Capital Resources

From our inception through December 31, 2005, welimanced our operations principally with $21nllion from the sales of
products and services to customers and net prodeedequity financings totaling approximately $1&enillion. This includes net proceeds
of $92.4 million from our initial public offeringni September 2000, net proceeds of $26.9 milliomfoar Series E Preferred Stock financing
in March 2000, and net proceeds of $15.0 milliamfrthe sale of 6,225,000 shares of our common stndlka warrant for 2,200,000 shares of
our common stock to Quest Diagnostics on July PR52We received $28.1 million of net proceeds ftbmsale of 4.5% convertible senior
notes on August 22, 2003. These notes are duerBeetel, 2008. In addition, in July 2005, Quest Dizggics agreed to loan us up to $10
million with interest accrued at the prime ratesplu5% and paid monthly, solely to fund certainedepment activities related to our strategic
alliance, against which we had borrowed approxitpai2.5 million as of December 31, 2005. We alstereed net proceeds of $27.0 million
from the sale of our BioSepra business in Nover2b@¢d. An additional $1.0 million plus accrued ietgrwhich was in an interest-bearing
escrow account for one year after the sale of eoB&pra business was paid to us on December 1, 2a&%h, cash equivalents and shertn
investments at December 31, 2005 were $28.0 mjliompared to $37.6 million at December 31, 2004rkivig capital at December 31,
2005 was $27.1 million, compared to $39.9 millierdacember 31, 2004. The decrease in working dapéa principally due to a net $27.1
million decrease in cash and investments to furrdbperating losses, partly offset by a $17.5 mill@ash increase resulting from the sale of
our
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common stock to, and loans from, Quest Diagnodiicaddition, there was a $5.0 million decreasadoounts receivable, reflecting the
decline in revenue from continuing operations if2@ompared to 2004, and a $1.3 million decreagsventory which resulted from our
reducing and delaying raw materials purchases.éltiesreases were partially offset by a $1.2 mildenrease in accrued liabilities due to
cost-cutting measures and reduced inventory pueshasd a $1.4 million decrease in current deferednue consistent with our lower
revenues. Long-term debt and capital lease balatd@scember 31, 2005 totaled $31.5 million, coragdo $29.4 million at December 31,
2004, largely due to a loan draw down of $2.5 willfrom the line of credit provided by Quest Diagtics.

Net cash used in operating activities was $22.89aniin 2005 compared to $32.5 million in 2004. &ssh was collected from
customers in 2005 as compared to 2004 due to lsales in 2005. Cash used in operating activities wainly to fund payroll, inventory
purchases and operating expenses. The decreaaghicallected was offset by an increase in inténesime received in 2005 as compared to
2004 as a result of higher interest rates. Net gasH in operating activities was $32.5 millior2B04 compared to $20.6 million in 2003.
Including discontinued operations, revenue decrbhge$9.8 million in 2004 compared to 2003, resigitin less cash collected in 2004. Cash
used in operating activities was mainly to fundentory purchases, payroll and operating expendss, Aore cash was used in 2004 to pay
interest, as the first two interest payments onocomvertible senior notes fell due in 2004.

Net cash used in investing activities was $3.5iamilin 2005 compared to net cash provided by inngsictivities of $34.0 million in
2004. Net cash used in investing activities in 20@fuded property and equipment purchases of 8@l&n and payments of $587,000 for a
technology license related to our litigation whighs settled in 2003. We also paid $1.1 million &l Borporation for post-closing
adjustments related to the sale of our BioSeprabss, based on the final financial statementd #geaclosing date, as specified in the Asset
Purchase Agreement, and we received $1.0 millias $21,000 of accrued interest from an escrow ataelated to the sale of our BioSepra
business. Net cash provided by investing activitias $34.0 million in 2004 compared to net cashl usénvesting activities of $4.1 million
in 2003. Net cash provided by investing activiiie2004 consisted primarily of $28.1 million reced/from the sale of our BioSepra busin
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 millarthe remaining 30% ownership interest in ouraiggse subsidiary. We anticipate capital
expenditures of approximately $2-3 million in 2006.

Net cash provided by financing activities was $1miltion in 2005 compared to $792,000 in 2004. Tierease resulted primarily from
$15.0 million in net proceeds from the sale of common stock to Quest Diagnostics and the recéi2.& million in loans from Quest
Diagnostics. There was also a repayment of ondistdder loan in the aggregate principal amount3¥%000, and the issuance of common
stock under our stock option and employee stockhmasge plans of $349,000, offset by repayments ef@ipment financing loan of $925,(
and the repayment of capital lease obligations2d{@00. Net cash provided by financing activitiesw792,000 in 2004 compared to $31.0
million in 2003. Net cash provided by financingiaities in 2004 was derived primarily from issuas@# common stock under our stock
plans of $1.2 million and the repayment of stockleolloans in the aggregate principal amount of $¥3BL These were partly offset by $1.2
million of debt repayments.

We currently believe that current cash resourcgstteer with existing debt facilities will be sufént to maintain our operations for the
next 12 months. Subsequently, we currently expefirid our liquidity needs as well as expenditdoesour obligations related to the
strategic alliance with Quest Diagnostics and apitl requirements from a combination of availatdsh and short-term investments,
proceeds from the alliance with Quest Diagnostictuding borrowings from Quest Diagnostics, andeptial sales of additional equity anc
debt securities. We will be required to raise @ddél capital at some point in the future, whiclghtibe achieved through a variety of sour
including the public equity market,
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private financings, sales of assets, collaboraivangements and debt. If additional capital isadithrough the issuance of equity or
securities convertible into equity, our stockhofderay experience dilution, and such securities haae rights, preferences or privileges
senior to those of the holders of our common stwdke notes. If we obtain additional funds throagtangements with collaborators or
strategic partners, we may be required to relifgoig rights to certain technologies or products the might otherwise seek to retain.
Additional financing may not be available to usfamorable terms, if at all. If we are unable toabtfinancing on acceptable terms, we may
be unable to execute our business plan and we teuldquired to delay, reduce the scope of, oridita our operations and we may not be
able to pay off the convertible senior notes orltiaas from Quest Diagnostics if and when they cdone

The following summarizes Ciphergantontractual obligations at December 31, 2005 tha@ffect 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 obligations

Capital lease obligations( $ 49 $ 21 % 28 $ — $—
Interest payable on capital lease obligati 3 2 1 — —
Equipment financing loan(: 377 377 — — —
Interest payable on equipment financing I 8 8 — — —
Loan from Quest Diagnostics( 2,500 — — 2,500 —
Interest payable on loan from Quest Diagnostic 883 194 387 302 —
Convertible senior notes( 30,000 — 30,000 — —
Interest payable on convertible senior nc 4,050 1,350 2,700 — —
Non-cancelable collaboration obligations(4) 1,529 1,529 — — —
Non-cancelable operating lease obligati 10,779 4,028 6,246 505 —
Purchase obligations(6) 641 641 — — —
Total contractual obligations $50,81¢ $8,15C $39,36: $3,307 $—

(1) Principal amounts, not including interest.
(2) Based on outstanding principal balance and inteagstas of December 31, 2005.
(3) Excludes the beneficial conversion feature amoagrttn2,677, less related amortization of $1,263.

(4) We have extended our commitment to fund a Biomaltkecovery Center laboratory at The Johns Hopkina/érsity School of
Medicine, which totals $305,000 for the period Dmber 2005 to March 2006, after which we expectagatiate a further extension.
None of this amount had been paid at December@®15.2This $305,000 commitment is non-cancelable.

(5) On October 3, 2005, the Company entered into ayeren research and license agreement with Unive@itiege London and UCL
BioMedica Plc. (together, “UCL") to utilize Ciphezg’s suite of proteomic solutions (Deep Proteom&&ttern Track™ Process and
ProteinChip® System) to further UCL’s ongoing rasban ovarian cancer and breast cancer. Undeteties of the agreement,
Ciphergen will have exclusive rights to licenseeitgctual property resulting from discoveries mddeing the course of this
collaboration for use in developing, manufacturamgl selling products and services utilizing thellettual property. Ciphergen is
obligated to make contributions of approximatelyl®illion in cash and $652,000 in the form of Gipdeen equipment, software, arrays
and consumable supplies as requested by UCL, valu€ghergen’s list selling price, to cover pdrthe costs incurred by UCL
specifically for this research program. $1.1 milliof the cash obligation is to be paid in the fymsar of the agreement and is non-
cancelable. The
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remainder is to be paid in the second year of fleeanent and is cancelable with three months aévaotice. As of December 31, 20
Ciphergen had expensed $306,000, of which $33&d@sented our cost for the arrays and consumadlésmd provided, and the
remaining $273,000 was recorded as an accruedityabi

(6) Purchase obligations include agreements to purdhaeatory that are enforceable and legally bindingCiphergen and that specify all
significant terms, including: fixed or minimum qudies to be purchased; fixed, minimum or varighfee provisions; and the
approximate timing of the transaction. Purchaséabibns exclude agreements that are cancelabl®utipenalty.

On November 29, 2005, we were notified by the hotdea portion of our convertible senior notes t@gthergen was in default under
the indenture related to the convertible senioesalue to the delinquency in our SEC filing, arat the had 60 days from the date of the
notice of default to cure the default. We cured tteficiency by filing our Quarterly Report on Fotf+Q covering the third quarter of 2005
on December 21, 2005. Ciphergen believes it hagpbedwith all other requirements set forth indtedit agreements.

Off-Balance Sheet Arrangements

As of December 31, 2005, we had no off-balancetsimeangements that are reasonably likely to hasiri@nt or future material effect
on our consolidated financial condition, result®pérations, liquidity, capital expenditures oritalpresources.
Recent Accounting Pronouncements

See note 1 of the Notes to Consolidated Finant&E®ents for a full description of recent accaumfpronouncements, including the
respective dates of adoption and effects on ousaatated financial condition, results of operati@nd cash flows.
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 reploaea separate component of accumulated otherrebmsive income (loss). These
securities are not leveraged and are held for m@&pother than trading.

The following discussion about our market risk ilwas forward-looking statements. We are exposedaiket risk related mainly to
changes in interest rates. We do not invest irve#vie financial instruments.

Interest Rate Sensitivity

As of December 31, 2005, our only investment whgeal rate annuity with a fair value of $2.2 miliavhich was liquidated in
February 2006. We believe that, in the near-termwi maintain our available funds in money mar&etounts, or invest in short-term,
highly liquid securities with original maturitie$ 80 days or less.

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 investmatet 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.
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Our exposure to market risk for changes in intenatsts relates primarily to the increase or deer@athe amount of interest income we
can earn on our available funds for investment. [Gng-term debt and capital lease agreements dieedtinterest 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 chaimg®reign currency exchange rates or weak ecanoamditions in foreign markets.
Because most of our revenue is currently denominiat&).S. dollars, an increase in the value ofuh®. dollar relative to foreign currencies
could make our products less competitive in forefgarkets.

The functional currency of Ciphergen Biosystems iKithe Japanese yen. Accordingly, the accountsi®biperation were translated
from the local currency to the U.S. dollar using tlurrent exchange rate in effect at the balaneetstate for the balance sheet accounts, and
using the average exchange rate during the pesiog¥enue and expense accounts. The effectsrHlation are recorded as a separate
component of stockholders’ equity. The net tang#sisets of our non-U.S. operations, excluding éorapany debt, were $4.2 million at
December 31, 2005.

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 foreigarations are translated into U.S. dollars at ctiperiod-end exchange rates, and non-
monetary assets and related elements of expensmastated using historical rates of exchangeorime and expense elements are translated
to U.S. dollars using average exchange rates ateffuring the period. Gains and losses from theida currency transactions of these
subsidiaries are recorded as other income (expemsein the statement of operations.

In 2003 and 2004, we entered into foreign curresatracts 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. Tfeceof exchange rate changes on the
forward exchange contracts largely offset the ¢ifé@xchange rate changes on the intercompany k&of December 31, 2004, there were
no forward contracts outstanding and none weregeshiato during 2005. Net realized foreign curregeyns and losses related to foreign
currency forward contracts were not material f& year ended December 31, 2004, and there wengchoggins or losses in the year ended
December 31, 2005. Although we will continue to ib@mour exposure to currency fluctuations, we aarprovide assurance that exchange
rate fluctuations will not harm our business in thiere.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

In our opinion, the consolidated financial statetadisted in the index appearing under Item 15{&)gresent fairly, in all material
respects, the financial position of Ciphergen Bateyns, Inc. and its subsidiaries at December 315 20d 2004, and the results of their
operations and their cash flows for each of thedlyears in the period ended December 31, 200&nifoiamity with accounting principles
generally accepted in the United States of Ametitaddition, in our opinion, the financial statamhechedule 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 finarstébments and financial statement schedule amegpensibility of the Company’s
management. Our responsibility is to express aniopion these financial statements and financé#éstent schedule based on our audits
conducted our audits of these statements in aceoedaith the standards of the Public Company ActingrOversight Board (United States).
Those standards require that we plan and perfoenatidit to obtain reasonable assurance about whe#hénancial statements are free of
material misstatement. An audit of financial stateis includes examining, on a test basis, evidsapporting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made agagement, and evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

/sl PricewaterhouseCoopers LLP

San Jose, California
March 17, 2006

60




CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

December 31

2005 2004

ASSETS

Current asset:
Cash and cash equivalel $ 25,73t $ 35,39Z
Shor-term investmen 2,240 2,175
Accounts receivable, net of allowance for doubdititounts of $238 and $247,

respectively 5,828 10,811
Notes receivable from related part — 126
Prepaid expenses and other current a: 1,746 1,847
Inventories 5,594 6,919

Total current assets 41,14¢€ 57,27C
Property, plant and equipment, | 7,320 9,315
Goodwill 76 2,529
Other intangible assets, r 2,417 3,040
Other long-term assets 1,852 2,223

Total assets $ 52,811 $ 74,377

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 318 $ 3,36¢
Accrued liabilities 6,298 7,499
Deferred revenu 4,132 5,529
Current portion of capital lease obligatic 21 16
Current portion of equipment financing loan 377 925
Total current liabilities 14,01€ 17,33¢
Deferred revenu 508 855
Capital lease obligations, net of current por 28 28
Equipment financing loan, net of current port — 377
Long-term debt to related party 2,500 —
Convertible senior notes, net of disco 28,58¢€ 28,051
Other long term liabilities 650 1,013
Total liabilities 46,28¢ 47,662
Commitments and contingencies (note 13)
Stockholder equity:
Common stock, $0.001 par value

Authorized: 80,000,000 shares at December 31, 26052004 Issued and

outstanding: 35,998,881 shares and 29,473,083shafdecember 31,

2005 and 2004, respective 36 29
Additional paic-in capital 202,48t 187,13¢
Notes receivable from stockholde — (349)
Accumulated other comprehensive income (li (204) 263
Accumulated deficit (195,794  (160,367)

Total stockholders’ equity 6,523 26,71F

Total liabilities and stockholders’ equity $ 52,811 $ 74,377

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)

Revenue
Products
Services
Total revenue
Cost of revenue
Products
Services
Litigation settlement
Total cost of revenue
Gross profit

Operating expense
Research and developm
Sales and marketir
General and administrati\
Goodwill impairment
Total operating expenses
Loss from operations
Interest incomt
Interest expens
Other income (expense), net
Loss from continuing operations before income taxes
Income tax provision (benefit) from continuing ogigons
Net loss from continuing operatio
Discontinued operation:
Income (loss) from discontinued operations, ndtg
Gain from sale of discontinued operations, netaf t
Net income from discontinued operations
Net loss
Net income (loss) per share, basic and dilu
Net loss per share from continuing operati
Net income per share from discontinued operations
Net loss per share

Shares used in computing basic and diluted netilecoss) per share

Years Ended December 31

2005 2004 2003
$ 18,35C $ 31,37¢ $ 35,872
8,896 8,803 7,766
27,246 40,181 _ 43,638
9,372 11,199 11,911
4,321 3,876 3,426
— — 7,257
13,693 15075 _ 22,594
13,553 _ 25,106 _ 21,044
13,196 19,268 23,628
18,009 26,019 21,255
14,404 14,136 14,815
2,453 _ _
48062 59,423 _ 59,698
(34,509) (34,317) (38,654)
839 505 702
(1,993)  (2,001) (763)
(717) (649) (150)
(36,380) (36,462) (38,865)
7 109 (47)
(36,387) (36,571) (38,819)
— (1,797) 2,071

954 18,527 —
954 16,730 2,071
$ (35,439 $(19,84]) $(36,747)
$ (113 $ (1.25 $ (1.39
0.03 0.57 0.07
$ (110 $ (068 $ (L.31)
32,321 29,244 28,154

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

2005 2004 2003
Cash flows from operating activitie
Net loss $ (35437 $ (19,841 $ (36,747
Adjustments to reconcile net loss to cash usegeérating activities
Depreciation and amortizatic 5,463 6,960 6,192
Goodwill impairment 2,453 — —
Change in minority intere: — — 133
Stoclk-based compensation expel — 602 1,418
Common stock issued to Company officer as compims 55 — —
Amortization of debt discount associated with besiaf conversion feature of convertible ser
notes 535 536 192
Amortization of debt issuance co: 373 373 125
Accrued investment incon (65) 64) (62)
Interest accrued on notes receivable from relatetigs 6) (66) (84)
Non-cash portion of litigation settleme — — 4,257
Loss on retirement of fixed ass: 242 208 114
Provision for bad debi 25 214 484
Losses on writ-down of inventory 594 1,843 691
Gain from sale of BioSepra busin¢ (954) (18,527) —
Changes in operating assets and liabilities, nesséts acquired or sold and liabilities assumed or
relieved in business combinatiol
Accounts receivabl 4,729 2,267 (1,203)
Prepaid expenses and other current a: 193 572 105
Inventories 900 (4,949) (929)
Other lon¢-term asset 43) (10) (246)
Accounts payable and accrued liabilit (257) (2,827) 3,027
Accounts payable to related pa — — (184)
Deferred revenu (1,702) 4 2,140
Other lon¢-term liabilities 1 247 (69)
Net cash used in operating activit (22,897) (32,458) (20,646)
Cash flows from investing activitie
Purchase of property, plant and equipnm (2,837) (4,568) (6,350)
Proceeds from capital lease financing to reimbprseious cash outlays to purchase facility
improvement: — 601 —
Purchase of shc-term investment — — (10,639)
Maturities of shorterm investment — 11,261 13,224
Shor-term investments sold prior to matur — 850 —
Repayment of notes receivable from related g — — 230
Payment for license related to litigation settletr (587) (1,038) (613)
Payment to Pall Corporation for p-closing adjustments related to sale of BioSepraness (1,111) — —
Increase in goodwill from BioSepra acquisition daéncome tax settleme — (203) —
Purchase of Ciphergen Biosystems KK common s — (1,000) —
Proceeds from sale of BioSepra business 1,021 28,055 —
Net cash provided by (used in) investing activities (3,514) 33,958 (4,148)
Cash flows from financing activities:
Net proceeds from sale of common stock and watca@uest Diagnostic 14,954 — —
Proceeds from loan from Quest Diagnos 2,500 — —
Repurchases of common stc — 3) —
Proceeds from exercises of stock options and wir 14 329 717
Proceeds from issuance of common stock under ereplstock purchase pli 336 887 836
Repayments of notes receivable from stockhol 349 744 196
Principal payments on capital lease obligati (24) (376) (684)
Proceeds from lor-term debi — — 32,066
Issuance costs of convertible senior ne — — (1,866)
Repayments of long-term debt (925) (789) (313)
Net cash provided by financing activities 17,204 792 30,952
Effect of exchange rate changes (447) 247 1,550
Net increase (decrease) in cash and cash equis (9,654) 2,539 7,708
Cash and cash equivalents, beginning of year 35,392 32,853 25,145
Cash and cash equivalents, end of \ $ 2573¢ $ 35392 $ 32,85:
Supplemental cash flow information:
Cash paid for intere: $ 783 $ 1593 $ 173
Cash paid for income tax: 44 2,135 62
Supplemental schedule of r-cash investing and financing activiti¢
Acquisition of property and equipment under capiakes 40 21 21
Transfer of fixed assets to inventc 283 446 618

The accompanying notes are an integral part oktheasolidated financial statements.
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Balances, January 1, 20
Comprehensive los
Net loss
Change in unrealized loss
marketable securitie
Foreign currency translatic
adjustmen
Total comprehensive lo:
Stock options exercise
Sale of common stock under emplo)
stock purchase ple
Warrants exercise
Common stock issued to LumiCy
Discount on convertible senior not
related to beneficial conversion
feature
Deferred stoc-based compensatic
Amortization of deferred sto-basec
compensatiol
Repayment of note receivable frc
stockholdel
Balances, December 31, 2C

Comprehensive los
Net loss
Change in unrealized loss
marketable securitie
Foreign currency translatic
adjustmen
Foreign currency translation ge
realized upon sale of BioSer.
Total comprehensive lo:
Stock options exercise
Sale of common stock under employ
stock purchase ple
Repurchase of common stc
Deferred stoc-based compensatic
Amortization of deferred sto-basec
compensatiol
Repayment of notes receivable fr
stockholder:
Balances, December 31, 2C

Comprehensive los
Net loss
Foreign currency translatic
adjustmen
Total comprehensive lo:
Stock options exercise
Sale of common stock under emplo)
stock purchase ple
Sale of common stock and warran’
Quest Diagnostic
Issuance of common stock to Compi
officer
Repayment of notes receivable fr
stockholder:

Balances, December 31, 2C

Shares

27,342

172
310

1,25C

88

306
1)

29,47

12
264
6,22¢
25

35,99¢

CIPHERGEN BIOSYSTEMS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(in thousands)

Accumulated

Notes Other
Additional Receivable Deferred Comprehensive  Accumulated
Paid-In From Stock-Based
Amount Capital Stockholders  Compensation _Income (Loss) Deficit Total

$ 27 $ 174,73¢ $ (1,289) $ (2,829 $ 1,48C $ (103,779 $ 68,354
o o _ — — (36,747) (36,747)
_ — — — (66) — (66)
— — — — 2,744 — 2,744
(34,069)

— 717 — — — — 717
1 835 — — — — 836
1 7,762 — — — — 7,763
— 2,677 — — — — 2,677
— (686) — 686 — — —
— — — 1,418 — = 1,418
_ — 196 — — — 196
29 186,043 (1,093) (725) 4,158 (140,520) 47,892
— — — — — (19,841) (19,841)
— — — — 7 — 7
_ — — — 829 — 829
— — — — (4,731) — (4,731)
(23,736)

— 329 — — — — 329
— 887 — — — = 887
— (3) — — — — (3)
— (123) — 123 — — —
— — — 602 — — 602
— — 744 — — — 744
29 187,133 (349) — 263 160,361) 26,715
o _ _ — — (35,433) (35,433)
_ — — = (467) — (467)
(35,900)

— 14 — — — = 14
1 335 — — — 336
6 14,948 — — — — 14,954
— 55 — — — — 55
— — 349 — — — 349
$ 36 $ 202,48t $  — L $ (209 $ (195,799 $ 6,528

The accompanying notes are an integral part oktheasolidated financial statements.
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CIPHERGEN BIOSYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Acconting Policies
The Company

Ciphergen Biosystems, Inc. (the “Company” or “Ciggen”) develops, manufactures and sells Protein@Igpstems 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, afférs consulting services, customer
support services and training classes to its custend collaborators.

The Company has incurred significant net lossesnaggtive cash flows from operations since inceptft December 31, 2005, the
Company had an accumulated deficit of $195.8 nmillldanagement believes that currently availableusses together with existing debt
facilities will provide sufficient funds to enahbilee Company to meet its obligations for the nextriidhths. Subsequently, Ciphergen curre
expects to fund its liquidity needs as well as exjitires for its obligations related to the stratedliance with Quest Diagnostics and for
capital requirements from a combination of avagaddsh and short-term investments, proceeds freralllance with Quest Diagnostics
including borrowings from Quest Diagnostics, anteptial sales of additional equity and/or debt sities. The Company ability to continu
to meet its obligations and to achieve its busimdgsctives is dependent upon, among other thirmising additional capital or generating
sufficient revenue in excess of costs. At such @m¢he Company requires additional funding, thenany may seek to raise such additional
funding from various possible sources, including plublic equity market, private financings, saleassets, collaborative arrangements and
debt. If additional capital is raised through thsuiance of equity securities convertible into gquitockholders will experience dilution, and
such securities may have rights, preferences wilggis senior to those of the holders of commonksbr convertible senior notes. If the
Company obtains additional funds through arrangesn&ith collaborators or strategic partners, it rhayequired to relinquish its rights to
certain technologies or products that it might othige seek to retain. There can be no assurantéhth&ompany will be able to obtain such
financing, or obtain it on acceptable terms. Ifl@&pgen is unable to obtain financing on acceptatas, it may be unable to execute its
business plan, it could be required to delay oucedhe scope of its operations, and it may natlie to pay off the convertible senior notes
or the loans from Quest Diagnostics if and whely ttmme due.

Basis of Presentation

The accompanying consolidated financial statemieze been prepared in conformity with accountiriggiples generally accepted in
the United States of America and include the actoahthe Company and its subsidiaries. All intenpany transactions have been elimin
in consolidation. Certain financial statement itdmse been reclassified to conform to the curreat’y format. These reclassifications hac
impact on previously reported results of operatigB8se note 7, “Discontinued Operation-Sale of Bfm& Business.”)

BioSepra S.A. was a wholly-owned subsidiary and ea@ssolidated through November 30, 2004, at whitle the Company sold
BioSepra S.A., along with other assets relatetstpriocess chromatography business. All compargvieds shown in the statements of
operations have been restated to reflect the Bi@Smysiness as a discontinued operation.
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Use of Estimates

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

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 anéaghtely to technological developments in its indushanges 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 substantiallyfataevenues. An inability to retain
such technology licenses could result in a matadakrse effect to the Company. Additionally, sahthe 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 baldremt date. At December 31, 2005 and 2004, the Cayngassified all marketable securities
as “available-for-sale&nd carried them at fair value with unrealized gainlosses related to these securities includedcasnponent of othe
comprehensive income (loss) until realized. Therdizex cost of debt securities is adjusted for aimmation of premiums and accretion of
discounts to maturity, which is included in intdreeome. Realized gains and losses are determisiad the specific identification method.
The cost of securities sold is based on the spdadiintification method.

The Company’s short-term investment at DecembeB3025 and 2004 consisted of an investment in afiate annuity. The annuity is
not within the scope of SFAS 115, “Accounting farin Investments in Debt and Equity Securitietolvever, fair value approximates its
carrying 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 &r todimit the amount of credit exposure.

Fair Value of Financial Instruments

The estimated fair value of financial instrumerds 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

66




indicative of the amounts that could be realizedould be paid in a current market exchange. Tfeeebdf using different market
assumptions and/or estimation methodologies mawadterial to the estimated fair value amounts.

The carrying amounts of certain of the Companyiatfiicial instruments including cash and cash eqgins) accounts receivable,
accounts payable and accrued liabilities approxéch&ir value due to their short maturities. Theydag value of the capital leases
approximated their fair value based on the borrgwates currently available to the Company for oaith similar terms. The carrying value
of the equipment financing loan and the long-teghtdrom the credit facility provided by Quest Diagtics approximated their fair values
based on discounting the future cash flows usindiegble spreads to approximate current interdssravailable to the Company. Convert
senior notes have an estimated fair value basepioted market prices. The fair value of the coribkrisenior notes as compared to their
book value was as follows (in thousands):

December 31, 200! December 31, 200:
Book Value Fair Value Book Value Fair Value
Convertible senior notes $ 28,58¢ $ 21,60( $ 28,051 $21,52¢

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, 2005 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 the @rpecollectibility of accounts receivable. No @mer accounted for 10% or more of
revenue in 2003, 2004 or 2005.

Inventories

Inventories are stated at the lower of standarti edsch approximates cost on a first-in, first-daatsis, 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, plant and equipment are stated at cestdecumulated depreciation and amortization. @égdien and amortization are
computed for financial reporting purposes prindipaking the straight-line method over the follogiiestimated useful lives: machinery and
equipment, 3-5 years; demonstration equipmenta2syeomputer equipment and software, 3 yearsitéuenand fixtures, 5 years; buildings
and leasehold improvements, the lesser of thein@woa life or the term of the underlying lease. étssheing installed or under construction
are shown as construction in progress. Construatigmogress is valued based on expenditures iadwp to the balance sheet date. Whe
constructed asset is ready for its intended purgbseotal cost is transferred to the relevangisisiss and depreciation commences. The cos
of repairs and maintenance is charged to operasismscurred. Gains and losses resulting from disisoof assets are reflected in the year of
disposition.
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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 gkearnn circumstances indicate that the
carrying amount of goodwill may be impaired. Inatatining whether there is an impairment of goodwfie estimated fair value of the
reporting unit in which the goodwill is recordedcalculated using a discounted future cash flowhaet The resulting fair value is then
compared to the net book value of the reporting, imiluding goodwill. If the net book value of @porting unit exceeds its fair value, the
amount of the impairment loss is measured by coimgdine implied fair value of the reporting unigsodwill with the carrying amount of
that goodwill. To the extent that the carrying amioof a reporting unis goodwill exceeds its implied fair value, a godtimpairment loss i
recognized.

Other intangible assets represent a technologgdeacquired in connection with the settlemenitigiltion in 2003 which is stated at
cost and is being amortized on a straight-linesaser its estimated useful life of 17 years. Oth&angible 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 andpegemt and purchased intangible assets, are reviewédpairment when events or
changes in circumstances indicate the carrying atafuan asset may not be recoverable. Recovdsalsiimeasured by comparison of an
asset group’s carrying amount to future net undisted cash flows the asset group is expected tergtn If such assets are considered to be
impaired, the impairment to be recognized is maabby the amount by which the carrying amount efahsets exceeds the projected
discounted future net cash flows arising from tbgets. As of December 31, 2005, the Company baliegesuch impairment existed. Other
long-term assets consist primarily of the offeraugts of the convertible senior notes and secdaposits for the Company’s leased facilities.

Revenue Recognition

Revenue from product sales, including systems,ssoecies and consumables, is recognized upon prstiphent, provided no
significant obligations remain and collection oé tteceivables is reasonably assured. Revenue fippisg and handling is generally
recognized upon product shipment, based on the minbilied to customers for shipping and handlinge Telated cost of shipping and
handling is included in cost of revenue upon prodhdgment.

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 iffiditme of a maintenance contract
upon initial sale. The Company also sells separgeted maintenance (extended warranty) contradigch are generally for 12 or
24 months, upon expiration of
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the initial maintenance contract. Coverage undén e standard and extended maintenance coniséddentical. Revenue for both the
standard and extended maintenance contracts ige@ind recognized ratably over the maintenano&act term. Related costs are expel
as incurred. Factors that affect the Company’s aveyrcosts include the number of installed uniistonical and anticipated rates of warranty
claims, and cost per claim.

For revenue from Biomarker Discovery Center consrand other consulting contracts, if elementsspeifically tied to a separate
earnings process, then revenue related to an etésm@atognized when the specific performance aliligp associated with that element is
completed. When revenues for an element are notfsjadly tied to a separate earnings process, #reyrecognized ratably over the term of
the agreement. Revenue from Biomarker Discoveryté@exervices and other consulting contracts isgeized at the completion of key sta
in the performance of the service as describedph&gen’s agreement with the customer. Often tleoaly a single element, namely
delivery of a scientific report upon completion@iphergen’s analysis of customer samples, in whade the Company recognizes all the
revenue upon the conclusion of the project whedelllverables have been provided to the customareRue is deferred for fees received
before earned. Ciphergen'’s training is billed bamegublished course fees and the Company geneealbgnizes revenue as the training is
provided to the customer.

For revenue arrangements with multiple elementisateadelivered at different points in time (fomexple, 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 themes, 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, thm@any
recognizes revenue on the delivered elementsylbae of these conditions is not met, the Compaafgrd the recognition of revenue until
these conditions are met or all elements have tekvered. Fair values for ongoing maintenancebaed 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 charggxtations as incurred. Research and developrostd consist primarily of
payroll and related costs, materials and suppbesl in the development of new products, and feiestpaonsultants and outside service
providers. Software development costs incurredhénresearch and development of new products aenegg as incurred until technological
feasibility is established. To date, products apdrades have generally reached technological fdigsénd have been released for sale at
substantially the same time.

Advertising Costs
The Company expenses advertising costs as incukohertising costs were $285,000 in 2005, $665,;0@004, and $279,000 in 2003.

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 theedif, if any, on the date of the grant betweerfidineralue of the Company’s stock and
the exercise price. Unearned compensation is aredrind expensed using an accelerated method. drhpaly 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

2005 2004 2003
Net loss as reporte $ (35,437 $(19,841) $(36,747)
Add: Employee stock-based compensation expensported

net income, net of ta — 621 1,368
Less: Employee stock-based compensation expenserdeed

under the fair value method, net of (5,725) (6,369) (4,782)
Pro forma net loss $(41,15¢) $(25,589) $(40,167)
Basic and diluted net loss per shz

As reportec $ (1100 $ (068 $ (1.31)

Pro forma $ (127 $ (088 $ (1.43

The value of each option grant was estimated owlaie of grant using the Black-Scholes option-pgainodel in 2005, 2004 and 2003
with the following weighted assumptions:

Stock Option Plan Employee Stock Purchase Pla
2005 2004 2003 2005 2004 2003

Assumptions:
Risk-free interest rate 4.1% 3.2% 2.7% 3.5% 1.9% 1.1%
Expected life 5 years 5 year: 5 years 0.5 yeal 0.5 yeal 0.5 yeal
Expected volatility 90% 93% 69% 90% 93% 69%
Expected dividend yield — — — — — —

Weighted average fair values:

Exercise price less than

market price $ —  $ — $ — $ 071 $ 143 $ 113
Exercise price equal to

market price $ 121 $ 556 $ 361 $ — —  $ —
Exercise price greater than

market price $ — 3 — 3 — 3 —  $ —  $ —

The expected average life is based on the assumipigd stock options on average are exercised I3 ydger they are granted. The risk-
free interest rate was calculated in accordande thi grant date and expected average life.

Income Taxes

The Company accounts for income taxes using thditiamethod. Under this method, deferred tax tssaed liabilities are determined
based on the difference between the financial sitée and the tax bases of assets and liabilitieg ehacted tax rates in effect for the year in
which the differences are expected to affect texaiitome. A valuation allowance is established wieressary to reduce deferred tax assets
to the amounts expected to be realized.
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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
translation are recorded directly into a separateponent of stockholders’ equity under the captidccumulated other comprehensive
income (loss).”

The functional currency of BioSepra S.A. was theelUpon the completion of the sale of BioSepraNmvember 30, 2004, the
cumulative translation adjustment relating to Bip@ewas 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.rmeand expense elements are translated to U.@rslaling average exchange rates in effect
during the period. Gains and losses from the foreigrrency transactions of these subsidiariesearerded as other income or loss in the
statement of operations, and were not materialfgrears presented.

Recent Accounting Pronouncements

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, ChapteBSEAS 151 requires certain inventory costs tadmognized 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 adopted thrslard beginning in 2006, but its
adoption did not have a material impact on the Caamifs consolidated financial position, results pémtions or cash flows.

In December 2004, the FASB issued SFAS No. 123ifRdy, “Share-Based Payment.” This standard resjtiire measurement of all
stock-based compensation, including stock optiosig the fair value method and the recording chsexpense in the Company’s
consolidated statements of income. Beginning irfitsequarter of 2006, Ciphergen will adopt SFAZB(R) under the modified prospective
transition method using the Black-Scholes pricingpei. Under the new standard, the Company’s estiofatompensation expense will
require a number of complex and subjective assumgiincluding our stock price volatility, employeeercise patterns (expected life of the
options), future forfeitures and related tax effeélthough the adoption of SFAS 123(R) will haveadverse impact to the Company’s
balance sheet and cash flows, it will adverselgafthe Company’s net profit (loss) and earningss|)l per share. See “Stock-based
compensation” above for the pro forma net incorned) and net income (loss) per share amountsisfal 2003 through fiscal 2005, as if the
Company had used a fair-value-based method sitoildre methods required under SFAS 123(R) to measampensation expense for
employee stock incentive awards.

In March 2005, the Securities and Exchange Comomg$S5EC”) issued Staff Accounting Bulletin (“SABNo. 107, “Share-Based
Payment”. SAB 107 provides guidance on the initigdlementation of SFAS 123(R). In particular, th@&ement includes guidance related to
share-based payment awards for non-employees tialuaethods and selecting underlying assumptianhk as expected volatility and
expected term. It also provides guidance on thesiflaation of compensation expense associatedsumith awards and accounting for the
income tax effects of those awards upon the adogticSFAS 123(R). The Company will adopt this stnddwvhen it adopts SFAS 123(R).
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In May 2005, the FASB issued SFAS No. 154, “AccauntChanges and Error Corrections”. SFAS 154 ispdacement of Accounting
Principles Board Opinion (“APB”) No. 20 and SFASSFAS 154 provides guidance on the accountingridrraporting of accounting
changes and error corrections. It establishesgedative application as the required method foorntipg a change in accounting principle.
SFAS 154 provides guidance for determining whetbfpspective application of a change in accounpirigciple is impracticable and for
reporting a change when retrospective applicasdmpracticable. The reporting of a correction mfearor by restating previously issued
financial statements is also addressed by SFASSIBAS 154 is effective for accounting changes amcections of errors made in fiscal
years beginning after December 15, 2005. The Coynpélhadopt this standard beginning in 20t

In June 2005, the FASB issued Financial Staff Rosit'FSP”) FAS 143-1, “Accounting for Electroniglipment Waste
Obligations” (“FSP 143-1"), which provides guidarme the accounting for certain obligations assedatith the Directive on Waste
Electrical and Electronic Equipment (the “Directiyevhich was adopted by the European Union (“EWhder the Directive, the waste
management obligation for historical equipment @oicis put on the market on or prior to August X&)3) remains with the commercial user
until the equipment is replaced. Adoption of themnslard did not have a material impact on the Cawygaconsolidated financial position,
results of operations or cash flows.

In September 2005, the FASB issued EITF Issue Md.3) “Accounting for Purchases and Sales of Inmgnivith the Same
Counterparty” (“EITF 04-13"). The issue provideddmnce on the circumstances under which two or rmwentory transactions with the
same counterparty should be viewed as a single apatary transaction within the scope of APB Opinidm 29, “Accounting for
Nonmonetary Transactiol” The issue also provided guidance on circumstanicgler which nonmonetary exchanges of inventotigimthe
same line of business should be recognized avétire. EITF 0413 will be effective for transactions completedéporting periods beginnir
after March 15, 2006. The Company is evaluatingrimact that this issue will have on its consokdbfinancial statements.

In October 2005, the FASB issued FSP FAS 123(RR&ctical Accommodation to the Application of Gt@ate as Defined in FAS
123(R)” (“FSP 123(R)-2"). FSP 123(R)-2 providesdpnce on the application of grant date as defin€@HAS 123(R). In accordance with
this standard a grant date of an award existstli@pward is a unilateral grant and b) the key$esind conditions of the award are expect
be communicated to an individual recipient withirekatively short time period from the date of apfa. The Company will adopt this
standard when it adopts SFAS 123(R), and doesxpaice it to have a material impact on the Compangissolidated financial position,
results of operations or cash flows.

In November 2005, the FASB issued FSP FAS 123(RJ+&nsition Election Related to Accounting for thax Effects of Share-Based
Payment Awards” (“FSP 123(R)-3"). FSP 123(R)-3 pdeg an elective alternative method that estatdisheomputational component to
arrive at the beginning balance of the accumulptedin capital pool related to employee compensatiahasimplified method to determil
the subsequent impact on the accumulated paidpitat@ool of employee awards that are fully vestad outstanding upon the adoption of
SFAS 123(R). The Company is currently evaluating ttansition method.

2. Strategic Alliance with Quest Diagnostics

On July 22, 2005, the Company entered into a gfi@tdliance agreement with Quest Diagnostics dogea three year period during
which the parties will strive to develop and comaigize up to three diagnostic tests based on Cgames proprietary SELDI ProteinChip
technology. Pursuant to the agreement, Quest Dgigovill have the non-exclusive right to commalizie these tests on a
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worldwide basis, with exclusive commercializatioghts in territories where Quest Diagnostics hagyaificant presence for up to five years
following commercialization. As part of the straiteglliance, there is a royalty arrangement undeictv Quest Diagnostics will pay royalties
to Ciphergen based on fees earned by Quest Diaganést applicable diagnostics services, and Ciglewill pay royalties to Quest
Diagnostics based on Ciphergen'’s revenue from egilie diagnostics products. To date, no such riegatiave been earned by either party.
Quest Diagnostics and Ciphergen have also entetedisupply agreement under which Ciphergen willisstruments and consumable
supplies to Quest Diagnostics to be used for paifiy diagnostics services. In addition, for an aggte purchase price of $15 million, Quest
Diagnostics has purchased 6,225,000 shares of @igh's common stock, or approximately 17.4% of shautstanding after the transaction,
and a warrant having a term of five years to puseh#p to an additional 2,200,000 shares for $3e5GIpare. The warrant was valued at
approximately $2.2 million based on the fair vahsedetermined by a Black-Scholes model using theximg assumptions: risk-free interest
rate, 4.04%; expected life, 5 years; expected Nityab9%. Quest Diagnostics has also agreed ta [Bghergen up to $10 million with

interest accrued at the prime rate plus 0.5% amrtimanthly, solely to fund certain development wtités related to the strategic alliance.
Borrowings may be made by Ciphergen in monthlyeéntents of up to approximately $417,000 on thedagtof each month during the first
two years of the strategic alliance, and at Decer@ibe2005, such borrowings amounted to $2.5 nmillibhis loan, collateralized by certain
intellectual property of Ciphergen, will be forgiveased on Ciphergen’s achievement of certain toites related to development, regulatory
approval and commercialization of certain diagrootsts. Should the Company fail to achieve theestanes, the outstanding principal
amount of any such loans will become due and payabluly 22, 2010. From the inception of the sgitalliance through December 31,
2005, the Company had spent approximately $2.2amityf the loan proceeds on in-house research eméladpment, as well as collaborations
with others, directed towards achieving the milaeto Spending for this purpose is expected to woatand to increase, partly as a result of
the additional expenses associated with the caltdiom with University College London describechiote 13, “Commitments and
Contingencies”.

3. Marketable Securities and Other Investments

The Company had no marketable securities at Deae81h@005 and December 31, 2004.

During 2005, no marketable securities were soldrgd maturity. During 2004, the Company sold dertecurities prior to their
maturity date to meet operating needs. The totalrined cost of the securities sold prior to mayudiuring the year was not material. The
loss on these sales was also not material.

At both December 31, 2005 and 2004, the Companyahadvestment in a fixed rate annuity with a faitue of approximately $2.2
million. In February 2006, the Company liquidatb@tinvestment.

4. Inventories (in thousands)

December 31

2005 2004
Raw materials $1,775 $2,827
Work in progres: 1,241 1,400
Finished goods 2,578 2,697

$5,594 $6,91¢
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5. Property, Plant and Equipment, Net (in thousads)

December 31

2005 2004
Machinery and equipment $ 11,76C $ 10,47<
Demonstration equipme 3,505 4,084
Leasehold improvemen 3,669 3,616
Computers and equipme 1,778 1,992
Furniture and fixture 827 896
Construction in progress — 298

21,539 21,359
Less: Accumulated depreciation and amortization (14,219) (12,044)

$ 7,32C $ 9,31t

Property, plant and equipment included $183 andi$f8nachinery and equipment under capital leasBeeember 31, 2005 and 2004,
respectively. Accumulated amortization of assetienrcapital leases totaled $136 and $143 at DeaeBih@005 and 2004, respectively.

Construction in progress at December 31, 2004 septed manufacturing equipment being built andallest at the Compang’Fremont
California facility to automate certain processeshie production of ProteinChip Arrays. This equimnwas placed in service in 2005 and
reclassified as machinery and equipment.

Depreciation expense for property, plant and eqeinvas $4,253 in 2005, $4,741 in 2004 and $4,42003.

6. Purchase of Additional Ownership Interest irCiphergen Biosystems KK

In January 1999, the Company formed Ciphergen Biesys KK as a joint venture with Sumitomo Corpanmatio distribute the
Company’s products in Japan. On March 23, 2004Cthrapany acquired Sumitomo’s remaining intere€iphergen Biosystems KK,
bringing its total ownership to 100%. The Compaaid@1.0 million in cash. Acquisition costs werematerial. The acquisition was

accounted for using the purchase method of acaugnti

The total purchase price was allocated to the astichfair value of assets acquired and liabilitiesumed 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, includiviyking capital loan (2,221)
Capital lease obligations (18)
165

Excess of purchase price over net assets acquired 835
$ 1,00C
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The amount of the purchase price in excess of¢h@ssets acquired was recorded as goodwill. Werpesed annual impairment tests
through 2004 and determined that no impairmentdeadrred. Due to Ciphergen Biosystems KK'’s lowamtlexpected operating results and
cash flows throughout 2005 and based on revisegtésted results, a goodwill impairment loss of $2ilion was recorded in the fourth
guarter of 2005. The fair value of Ciphergen Bidsys KK was estimated using expected discounte ftass.

7. Discontinued Operation-Sale of BioSepra Bus#ss

On November 30, 2004, Ciphergen completed thetsdall Corporation of its wholly-owned French sdiy, BioSepra S.A., along
with selected other assets (together “the BioSbpsiness”). The sale of the BioSepra business gtatenet proceeds of approximately $27.0
million. An additional $1.0 million was placed in &nterest-bearing escrow account for one yeagr afhich that amount plus $21,000 of
accrued interest was paid to Ciphergen and tresteth additional gain of $1,021,000 in 2005. Thas yartly offset by a $67,000 reductiol
the gain on the sale of the BioSepra business faistclosing adjustment in 2005, in accordancé thie Asset Purchase Agreement,
resulting in a net gain of $954,000 in 2005. ThenPany recognized an $18.5 million gain of $1,02@,60 this sale in 2004, summarized as
follows (in thousands):

Net proceeds

Cash proceeds receiv $28,37¢
Less: Pos-closing adjustment owed to buyer, paid in 2 (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 technolo 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 $18,5217

As a result, Ciphergen reported the BioSepra basias a discontinued operation beginning in theticquarter of 2004 and restated
2003 on a comparative basis.
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The operating results of the BioSepra businespr@sented in the following table (in thousands):

Eleven
Months
Ended Year Ended
November 30, December 31
2004 2003
Revenue $ 8,39 $ 14,734
Gross profit 4,921 9,483
Operating expenst 6,638 6,709
Operating income (los! (1,717) 2,774
Income (loss) before income tax (1,734) 3,525
Income tax provisiol 63 1,454
Income (loss) from discontinued operations, neag (2,797) 2,071

8. 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 a transitigoealdwill impairment assessment and noted no suplairment of goodwill. The
Company also performed annual impairment tests 20062 through 2005, and in 2005 determined thatcqapately $2.5 million of
goodwill related to the Company’s Japanese subgidizould be written off. (See note 6, “Purchasé@dditional Ownership Interest in
Ciphergen Biosystems KK.”) Goodwill and other ingéle assets consisted of the following (in thowsgn

December 31, 200! December 31, 200:
Gross Accumulated Gross Accumulated
Carrying Carrying
Amount Amortization Total Amount Amortization Total
Non-amortizing:
Goodwill $ 76 $ — $ 76 $2,52¢ $ — $2,52¢
Amortizing:
Acquired license related to
litigation settlemen 5,743 3,326 2,417 5,156 2,116 3,040

$5,81¢ $3,32¢€ $2,49: $7,68F $2,11€ $5,56¢

Additions to goodwill and other intangible asseaiagsisted of approximately $587,000 paid in licefeses related to a litigation
settlement. Amortization expense for these intdegissets was (in thousands):

2005 2004 2003
Acquired completed technology $ — $ 707 $ 772
Patents — 53 57
Acquired license related to litigation settlement 1,210 1,210 906

$121C $197C $1,73¢

Annual amortization expense for these intangibetsis expected to be approximately $1.2 millioboth 2006 and 2007, and zero in
subsequent years. Amortization expense for theigetjlicense related to the litigation settlementharged to cost of revenue.

The acquired license is amortized to cost of reeeitus related to the May 28, 2003 litigationtshent between Ciphergen and
Molecular Analytical Systems, Inc. (“MAS”), LumiGgt Inc. (“LumiCyte”), and T. William Hutchens whémethe Company acquired the
undisputed exclusive rights granted to MAS undeaema licensed from Baylor College of Medicine dinel parties released all
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claims against each other. These patent rights t@technology known as SELDI-TOF-MS, and provide Company with an exclusive
worldwide license and right to sublicense the tedgy and to commercialize any and all product&rimation and services derived from the
technology without limitation.

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

(a) 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 ddriwe the SELDI technology
and recognize between February 21, 2003 and Mag®84, provided that such license fees will noteext$1.0 million during
calendar year 2003 or $10.0 million in the aggregatthough $10.0 million is the maximum amountttbeuld be payable,
management believes it is likely that in the rernmgjrapproximately nine years until May 2014, thex@@any will achieve
cumulative sales sufficient to reach this uppeitlifhrough December 31, 2005, the Company had @a&tcrued a total of
$2.2 million in such license fees.

The total cost of the litigation settlement, incghglfuture license fees, is expected to be $20IBomi Management cannot predict the
amount of future revenue that will be earned olierremaining life of the technology. Therefore, libense fees are not recognized based on
revenue. Rather, the license rights are treatesh &stangible asset that the Company purchasedarnamortized 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 angeRrsed in the second quarter of 2003. $906,00Gawastized to cost of revenue in the
remainder of 2003, $1.2 million was amortized tetaf revenue in both 2004 and 2005, and the ranwBil0.2 million will be amortized to
cost of revenue in future periods through the séaprarter of 2014. The cost is being prorated betweost of products revenue and cost of
services revenue based on the ratio of SELDI-bpsediicts revenue to SELDI-based services revenue.

9. Accrued Liabilities (in thousands)

December 31

2005 2004
Payroll and related expenses $1,79t $2,02z
Compensated absenc 998 1,331
Legal and accounting fe! 1,526 1,045
Tax-related liabilities 225 374
Accrued interest on convertible senior nc 450 450
Pos-closing adjustment owed to buyer of BioSepra biss — 1,044
Other accrued liabilities 1,304 1,233

$6,29¢  $7,49¢

10. Warranties and Maintenance Contracts

Ciphergen has a direct field service organizatiat provides service for its products. The Compgeryerally includes a standard
12 month warranty on its ProteinChip Systems, BiGteip Tandem MS Interfaces and accessories ifotime of a maintenance contract ug
initial sale, after which maintenance and suppa@y e provided under a separately priced contrash@n individual call basis. The
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Company substitutes a maintenance contract in plhaestandard 12-month warranty on its instrumeant accessories upon initial sale.
Ciphergen also sells separately priced maintengedended warranty) contracts, which are genefatlyl2 or 24 months, upon expiration of
the initial maintenance contract. Coverage undén bee standard and extended maintenance contsadentical. Revenue for both the
standard and extended maintenance contracts igel@fend recognized on a straight line basis dweperiod of the applicable maintenance
contract. Related costs are recognized as incurred.

Changes in product warranty obligations, includsegarately priced maintenance obligations, dutegyears ended December 31, 2005
and 2004 were as follows (in thousands):

2005 2004

Balance at beginning of period $ 3,77¢ $ 3,44z

Add: Costs incurred for maintenance contré 2,688 2,664

Revenue deferred for separately priced maintenemicgacts 4,287 5,473

Less: Settlements made under maintenance cont (2,688) (2,664)
Revenue recognized for separately priced maintenanc

contracts (5,234) (5,137)

Balance at end of period $ 2,831 $ 3,77¢

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

On August 22, 2003, the Company closed the sa#3@f0 million of convertible senior notes due Sepier 1, 2008. Offering costs wi
approximately $1.9 million. Interest on the no®&4i5% per annum on the principal amount, payabi@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 istmares of the Company’s common stock initially abaversion 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 valub@stock rose above the conversion price betweedak the notes were priced and the
closing date, the Company recorded a discount @7&2000 related to the intrinsic value of the lfiered conversion feature resulting from
this price change and the fact that the initiakchaser of the notes was not required to purch&sedtes until the closing date. Immediately
after the closing, Ciphergen common stock had &etgrice of $10.01 per share, or $0.82 per shateeh than the conversion price. The
value of the beneficial conversion feature wasmeiteed by multiplying this difference in the perasé price of Cipherges’common stock k
the 3,264,987 underlying shares. This amount wilatmortized to interest expense using the effeatbezest method over the five-year term
of the notes, or shorter period in the event ofveosion of the notes. Amortization in 2005 and 286#bunted to $535,000 and $536,000,
respectively.

The notes are the Company’s senior unsecured tbligaand 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 subordineteidht of payment to the Company’s existing aatlife 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, providatithe notes will be redeemable only if the clgginice of the stock equals or exceeds 1
of the conversion price

78




then in effect for at least 20 trading days withiperiod of 30 consecutive trading days endinghertriading day before the date of the notice
of the redemption. The 3,264,987 shares that doelidsued if all convertible senior notes were estad into common stock have not been
included in the calculation of loss per sharehasé¢ potential common shares are antidilutive. Upohange of control, each holder of the
notes may require the Company to repurchase somi afrthe notes at specified redemption pricdss pccrued and unpaid interest. The
debenture contains a put option that entitles tiédr to require the Company to redeem the debertiua price equal to 105.0% of the
principal balance upon a change in control of tben@any. The Company does not anticipate that thegtion will have significant value
because no change of control is currently contetagla

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 315 20 notes remained issued and outstanding.

Loan from Quest Diagnostics

On July 22, 2005, Quest Diagnostics agreed to flearCompany up to $10 million. This loan facilisyrdescribed more fully in note 2,
“Strategic Alliance with Quest Diagnostics.”

Equipment Financing Loan

In June 2003, the Company entered into a loan eoarity agreement with General Electric Capitalg@oation to obtain financing for
up to $5.0 million of capital equipment purchasise Company financed $2.1 million of capital equémmpurchases through this facility at
an annual interest rate of 7.48%, repayable in hipmistallments over 36 months from the date ahedrawdown under the agreement. The
loan is collateralized by the equipment being fotethas well as certain other assets of the Compengf December 31, 2005, the balance
outstanding on the loan, including interest charges approximately $385,000, with the final paytrssheduled 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 extpragious times through July 31, 2009. The interees are fixed rates. The weighted
average interest rate was 4.9% at December 31, 2005

As of December 31, 2005, future minimum lease paymender capital lease agreements were as folliovtsousands):

2006 $23
2007 20
2008 9
2009 and after —
Total minimum lease payments 52
Less: Amount representing interest _ 3
Present value of minimum lease payments 49
Less: Current portion 21
Non-current portion $28
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12. Foreign Currency Contracts

During the years ended December 31, 2003 and 2004, 0mpany entered into foreign currency forwamdtacts to manage the
volatility of currency fluctuations as a resultaf intercompany loan of approximately $1.0 millidenominated in yen, to the Company’s
subsidiary in Japan. The effect of exchange raé@gbs on the forward exchange contracts largebetthe effect of exchange rate changes
on the intercompany loan. As of December 31, 2€82re were no forward contracts outstanding ana megre entered into in 2005. Net
realized foreign currency gains and losses relatddreign currency forward contracts were recoritedther income (expense) in the
Consolidated Statements of Operations and wereatgrial for the years ended December 31, 20032664, and there were no such gains
or losses in the year ended December 31, 2005.

13. Commitments and Contingencies

Operating Leases

The Company leases various equipment and facitbissipport its worldwide manufacturing, reseansti development, Biomarker
Discovery Center, and sales and marketing activiietal rent expense under all leases was $3,82583,685,000, and $3,514,000 in the
years ended December 31, 2005, 2004 and 2003 ctasghe. The Company leases its Fremont facilitg@ina no-cancelable operating lease
that expires on July 31, 2008. The lease providesdcalations of lease payments of approximat#ypér year.

As of December 31, 2005, future minimum paymenteumon-cancelable operating leases were as follovthousands):

2006 $ 4,02¢
2007 3,879
2008 2,367
2009 355
2010 and after 150

$10,77¢

Inventory Purchase Obligations

At December 31, 2005, the Company had non-caneeskieements with certain vendors obligating Cigéerto purchase
approximately $300,000 of inventory during 2006.

Product Retrofit

In July 2005, the Company was notified by a supg@leout a potential safety hazard in certain puogesl in some older model
ProteinChip Systems. The supplier is recommendiagd capacitor in the pumps it supplied be replathe Company’s management has
evaluated the situation with the supplier and Wethal counsel, and does not believe Ciphergen'sfoosetrofitting the affected instruments
or related liabilities will be material to our fineial statements. The product retrofit does naafCiphergen’s current Series 4000 line.

Joint Development Agreement

In February 1995, the Company entered into a évielopment agreement with Stanford Research Sgstghith was amended in
June 2000. It provided for the issuance of a wf&49,113 shares of Series B preferred stock @phievement of specified development
milestones. All preferred stock converted to comratmtk on a one-for-one basis on September 26, 20€@hjunction with the
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Company’s initial public offering. Through Decemi8dr, 1999, a total of 712,613 shares of preferteckswere issued under the agreement.
During 2000, two additional milestones were attdinad 25,800 shares of preferred stock valued 22,880 and 12,900 shares of common
stock valued at $142,000 were issued, respectilel3001, a total of 51,600 common shares valu&2&8,000 were issued upon the
attainment of four additional milestones. In 2002,450 common shares valued at $131,000 were isgu@dcompletion of a milestone. No
shares were issued pursuant to this agreemen0i, 2004 or 2005. The agreement was terminate@056.2

Product Development Agreement with a Customer

In the third quarter of 2005, the Company sold ineteinChip Systems to one customer for $601,086.Company also entered into a
product development agreement with this same custonhereby the customer will develop for Ciphergespecific new product and
Ciphergen may pay the customer up to $500,000 barsélde customer’s attainment of specified develepimilestones. Under this
agreement, Ciphergen paid this customer $300,0@@w¢lopment fees during 2005. This was recordslbwing EITF 01-9, Accounting fo
Consideration Given by a Vendor to a Customer (diclg a Reseller of the Vendor’s Products)”, asduction to revenue, resulting in net
revenue from this customer of approximately $30Q,®02005. This constituted approximately 2% ofdarets revenue and 1% of total
revenue for 2005. In future periods, if this thirarty achieves a development milestone, Ciphergkkmegord its payment obligation as a
reduction to revenue in the period in which thatelepment milestone is met.

Non-Cancelable Collaboration Obligations

The Company has extended its agreement to fundma@ker Discovery Center collaboration with Then®hlopkins University Scho
of Medicine. Under this agreement, Ciphergen hasbdigation to fund a total of $305,000 for theipdrfrom December 2005 to March 20
after which it is expected that a further extensigihbe negotiated. At December 31, 2005, $76,6Dthis commitment had been expensed
but not yet paid.

On October 3, 2005, the Company entered into aytew research and license agreement with Unive@itiege London and UCL
BioMedica Plc. (together, “UCL") to utilize Ciphezg’s suite of proteomic solutions (Deep Proteom®@&ttern Track™ Process and
ProteinChip® System) to further UCL’s ongoing reaskan ovarian cancer and breast cancer. Undetetings of the agreement, Ciphergen
has exclusive rights to license intellectual propeesulting from discoveries made during the cewtfthis collaboration for use in
developing, manufacturing and selling products sentices utilizing the intellectual property. Additally, Ciphergen will contribute
approximately $2.1 million in cash and $652,00¢hia form of Ciphergen equipment, software, arrayd@nsumable supplies as requested
by UCL, valued at Ciphergen’s list selling price cover part of the costs incurred by UCL specifjicfor this research program. $1.1 million
of the cash obligation is to be paid in the firsay of the agreement and is nzamicelable. The remainder is to be paid in thermbgear of th
agreement and is cancelable with three months advaatice. As of December 31, 2005, the Companyetkpensed $306,000, of which
$33,000 represented the Company’s cost for thgsaad consumables it had provided, and the renmB273,000 was recorded as an
accrued liability.

Litigation

Ciphergen and certain of its current and formeicefs have been named as defendants in a secefdssaction complaint filed on
December 5, 2005, in the United States Districtr€dlorthern District of California. The complainds been brought on behalf of all persons
who purchased Ciphergen’s common stock from Augug005, when the Company issued a press releaseiaecing unaudited financial
results for the second quarter of 2005, througheddser 16, 2005, when Ciphergen announced its
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intention to restate those financial results. Tlanfffs do not demand any particular amount imdges. The Company has not yet respo
to this complaint. Given the early stage of thisarg the Company cannot predict the ultimate ome®f this matter at this time. As a result,
in accordance with Statement of Financial Accountitandard No. 5, “Accounting for Contingenciefe Company has disclosed the
existence of this lawsuit; however, no accrualgotential losses, if any, has been recorded.

14. Stockholders’ Equity
At December 31, 2005 and 2004, 5,000,000 sharpetérred stock were authorized, but no shares issved or outstanding.

The Company has adopted a Stockholder Rights Blampurpose of which is, among other things, tcaeck the Board's ability to
protect stockholder interests and to ensure tlakhblders receive fair treatment in the event@srcive takeover attempt of the Compar
made in the future. The Stockholder Rights Plariccmake it more difficult for a third party to adgey or could discourage a third party from
acquiring, the Company or a large block of the Camyls common stock. The following summary desoniptbf the Stockholder Rights Plan
does not purport to be complete and is qualifieitisientirety by reference to the Company’s StotdéoRights Plan, which has been
previously filed with the Securities and Exchangerinission as an exhibit to a Registration StateroerEorm 8-A.

The rights issued pursuant to Ciphergen’s StocldrdRights Plan will become exercisable the tenthafter a person or group
announces acquisition of 15% or more of Ciphergenamon stock or announces commencement of a tenéschange offer the
consummation of which would result in ownershipthg person or group of 15% or more of the Compaogamon stock. If the rights
become exercisable, the holders of the rights (dtien the person acquiring 15% or more of Ciphe'sgeommon stock) will be entitled to
acquire, in exchange for the rights’ exercise prit@res of Ciphergen’'s common stock or shareayo€ampany in which the Company is
merged, with a value equal to twice the rights’reise price.

15. Stock Options, Warrants and Employee StockuPchase Plan
1993 Stock Option Plan

The Company has no shares of common stock reséwedle to employees, directors or consultanteuitd 1993 Stock Option Plan
(the “1993 Plan”). Under the 1993 Plan, optionsengtanted at prices not lower than 85% and 100%eofair market value of the common
stock for nonstatutory and statutory stock optisaspectively. All outstanding options under th@3 ®lan are now fully vested, and
unexercised options generally expire ten years fiwerdate of grant. At December 31, 2005, no shafreemmon stock were subject to
repurchase by the Company. Since the Companyialipiiblic offering, no options have been grantader the 1993 Plan. During 2003,
2004 and 2005, options for 84,731, 30,923 and IPsbvares were exercised, respectively. Option24#19, 47,672 and 87,113 shares were
canceled during 2003, 2004 and 2005, respectiaely,the shares reserved under the 1993 Plan wdree® by the same amount.

2000 Stock Plan

In April 2000, the stockholders approved the 20Gfxis Plan (the “2000 Plan”pAt December 31, 2005, the Company had 259,299 s
of common stock reserved for future stock opticangs to employees, directors and consultants uhdestock option plan. Under the 2000
Plan, options may be granted at prices not lowan 86% and 100% of the fair market value of the mam stock for nonstatutory and
statutory stock options, respectively. Options galhevest monthly over a period of five years améxercised options generally expire ten
years from the date of grant. During 2003, optifumsl, 221,950 shares were granted, options for®¥ shares were exercised, and option:
186,553 shares
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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. During 2005, options for2200® shares were granted, options for 216 shages @xercised, and options for
1,319,471 shares were canceled.

During 2005, two executives terminated their empient with the Company. The vesting of a portioé’s stock options was
accelerated, and the exercise periods for both esdended, allowing the executives to potentiallyghase option shares that would
otherwise have expired.

On January 1, 2003, 2004 and 2005 an addition@01000, 1,400,000 and 900,000 shares were restwvessuance under the 2000
Plan, respectively.

Activity under these two stock option plans wasadiews (in thousands, except per share data):

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

Balances, January 1, 2003 430 3,215 $ 0.2:-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) 4.17

Balances, December 31, 2003 494 4,054 0.2:-11.96 21,408 5.28
Shares reserved for the 2000 F 1,40C —
Reduction in shares reserv 47 —

Options grante: (1,74%) 1,743 3.2¢-9.99 13,376 7.68

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

Options exercised — (85) 0.3£-8.50 (329) 3.88

Balances, December 31, 2004 792 5,02t 0.23-11.96 30,367 6.04
Shares reserved for the 2000 F 900 —
Reduction in shares reserv (87) —
Shares granted to an offic (25) —

Options grante: (2,727) 2,727 0.9(-3.90 5,293 1.94

Options cancele 1,40€ (1,40€) 1.1€-11.96 (7,390) 5.25

Options exercised — (12) 1.1€-1.80 (14) 1.17

Balances, December 31, 2005 259 6,334 $02=11.9¢ $28,25¢ $4.46
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The options outstanding and currently exercisaplevdighted average exercise price at December@®I15 @ere as follows:

Options Outstanding Options Exercisable
Weighted

Range of Average Remaining

Weighted Weighted
Exercise Number Contractual Life Average Number Average
Prices (in thousands) (Years) Exercise Price (in thousands) Exercise Price
$0.23-0.35 18 1.4 $0.34 18 $0.34
$ 0.90 663 10.0 $0.90 25 $0.9C
$0.91-2.06 706 8.9 $1.79 200 $1.75
$2.1¢-2.85 743 9.5 $2.33 123 $2.34
$2.9¢-3.43 444 8.3 $3.04 239 $3.06
$ 349 742 4.3 $3.49 742 $3.4¢
$3.6¢-4.43 674 7.7 $4.15 506 $4.3C
$4.52-6.08 716 6.2 $5.13 715 $5.13
$6.3¢-8.53 705 7.3 $7.95 705 $7.95
$8.64-11.96 923 7.9 $9.37 923 $9.37
$0.23-11.96 6,334 7.7 $4.46 4,19€ $5.74

Stock-Based Compensation

During the years ended December 31, 2003, 2002608, 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 recd@ed® 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 assumptiorsintractual lives of ten years; weighted
average risk-free rate calculated using rates mtwes% and 6.2%; expected dividend yield of zeneent; volatility of 75% and deemed
values of common stock between $0.35 and $14.63@ee. No options have been granted to consulsémits the Company’s initial public
offering in 2000. Stock compensation expense wesgrized in accordance with an accelerated amtdizanethod, over the vesting peric
of the related options, which are generally fivarge

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

Years Ended December 31
2005 2004 2003

Cost of revenue $— $ 45 $ 81
Research and developmt — 37 187
Sales and marketir — 93 274
General and administrative — 427 876
Total stock-based compensation $— $602 $1,41¢

On December 20, 2005, Ciphergen’s Board of Diracamproved the accelerated vesting of all unvemteld'out-of-the-money” stock
options held by employees with an exercise priageshare of $4.00 or higher. The accelerated vestuged options previously awarded for
the purchase of approximately 1,035,000 sharespifefgens common stock, representing approximately 16%tad bptions outstanding,
vest and become exercisable immediately, subjextritinued restrictions on sale. Of the 224 optjcants subject to accelerated vesting, 27
are held by executive officers. Under APB No. 28 &ASB Interpretation No. 44, “Accounting for Cerntd ransactions Involving Stock
Compensation” , the acceleration of the vestinthe$e options did not result in a compensationgghbecause the exercise
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prices of the affected options was greater tharclib&ing price of our common stock on December2P05.

Warrants

At January 1, 2003, warrants to purchase 9,01@sh#rcommon stock were outstanding, at a weigintedage exercise price of $3.54
per share. These warrants were exercised or cahdeteng 2003, and at December 31, 2003 and 2G®@%anrants remained outstanding.
During 2005, a warrant to purchase 2.2 million sbasf Ciphergen common stock at $3.50 per shar@ssaed to Quest Diagnostics as part
of the Company'’s strategic alliance with Quest Dizggics (See note 2, “Strategic Alliance with Qu&istgnostics”.) At December 31, 2005,
this warrant 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 &xthe lower of 85% of the
closing price on the applicable offering commenceinaate or 85% of the closing price at the endcheffiurchase period. At December 31,
2005, the Company had 166,498 shares of commok steerved for purchase by employees under this Blaring 2003, 2004 and 2005,
purchases of 310,026, 306,209 and 263,542 shasgzatively, were made under this Plan.

On January 1, 2003, 2004 and 2005 an additiongbRB0 290,795 and 180,000 shares, respectivel\e veserved for purchase under
2000 Employee Stock Purchase Plan. On June 3, B@®4tockholders approved an additional 250,0@0estto be reserved for this Plan.

16. Income Taxes

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

In prior years, the Company has incurred incomdisdoilities primarily in France and Japan, as veallin most of the other countries
outside the U.S. in which it operates. The Compspybvision for income taxes was due to currerdifpr income taxes, which were $7,000,
$172,000, and $1.4 million for the years ended D= 31, 2005, 2004 and 2003, respectively, inagidiscontinued operations. Excluding
discontinued operations, current foreign incomesaxere an expense of $7,000, an expense of $10)%00 a benefit of $47,000 for the
years ended December 31, 2005, 2004 and 2003 ctasghe.

Based on the available objective evidence, managebsdieves it is more likely than not that the deferred tax assets related to the
Company’s operations will not be fully realizablecordingly, the Company has provided a full valoiatallowance against its net deferred
tax assets at December 31, 2005.
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Net deferred tax assets (liabilities) consistetheffollowing (in thousands):

December 31

2005 2004

Depreciation and amortization $ 8947 $ 1,051
Other 6,814 7,095
Research and development and other cr: 9,515 6,685
Net operating losse 48,767 42,365
Deferred tax assets 74,043 57,196
Less: Valuation allowance (74,043)  (57,196)

$ —  $ =

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

2005 2004 2003
Tax at federal statutory rate (34)% (34)% (34)%
State tax, net of federal bene (6) (6) (6)
Research and development cre 3) 4) (5)
Foreign tax credit 4) — —
Change in valuation allowan: 48 35 43
Stocl-based compensatic — 1 2
Foreign tax rate difference and otl 2) 3 4
Gain on sale of BioSepra = _ 6 —
Provision for income taxes _ 0% _ 1% _ 4%

Pre-tax U.S. losses were $32.6 million, $21.4 orilland $39.8 million in 2005, 2004 and 2003, respely, including discontinued
operations. Pre-tax foreign loss was $2.1 millior2005 and pre-tax foreign income was $1.8 milao $4.6 million in 2004 and 2003,
respectively, including discontinued operationsclgding discontinued operations, pre-tax U.S. lessere $33.6 million, $38.4 million and
$39.5 million in 2005, 2004 and 2003, respectivelycluding discontinued operations, pre-tax fordmgs was $2.1 million in 2005 and pre-
tax foreign income was $1.8 million and $641,00Q@94 and 2003, respectively.

As of December 31, 2005, the Company had net apgrkss carryforwards of approximately $135.7 ioillfor federal and
$45.3 million for state tax purposes. If not utiiz these carryforwards will expire beginning i©2dor federal purposes and 2006 for state

purposes.
As of December 31, 2005, the Company had reseaedit carryforwards of approximately $4.9 millionca$4.5 million for federal and

state income tax purposes, respectively. If ndizetl, the federal research credit carryforward @slpire in various amounts beginning in
2011. The California research credit can be cafdedard indefinitely.

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

The Company has foreign tax credit carryforwardapgroximately $1.35 million for federal income faxrposes. If not utilized, the
federal carryforwards will expire beginning in 2015

The Company has used net operating loss carryfdsmarreduce its income tax liabilities in Japad #re U.K. The Company fully
utilized its Japanese net operating loss carryfotaan 2004, resulting in higher Japanese incomdidhility in 2004, followed by a net loss
in 2005. The 2005 net loss can be carried forwardéven years.
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Deferred taxes are not provided for the earningb®fCompany’s foreign subsidiaries, as those pgsrare considered permanently
reinvested in the operations of the foreign subsids and the Company intends to continue to rsint®undistributed international earnings
to expand its international operations. It is n@tgtical to estimate the amount of additional teat imight be payable on the foreign earnings
should they become subject to U.S. tax.

17. Accumulated Other Comprehensive Income

Comprehensive income (loss) generally represehthahges in stockholders’ equity except thoseltiegufrom investments or
contributions by stockholders. The only compondrttamnprehensive income (loss) that is excluded ftbennet loss is the Company’s
cumulative translation adjustments.

18. Net Loss per Share

Basic net loss per share is computed by dividirngass for the period by the weighted average nurobeommon 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 cooemshares 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 aéic and diluted net loss per share for the peiiratisated (in thousands, except per
share amounts):

Years Ended December 31

2005 2004 2003
Numerator:
Net loss from continuing operatio $(36,387) $(36,571) $(38,81¢)
Net income from discontinued operations 954 16,730 2,071
Net loss $(35,437) $(19,84) $(36,747)
Denominator
Weighted average common shares outstan 32,321 29,273 28,257
Weighted average unvested common shares subjesppuochase — (29) (103)
Denominator for basic and diluted calculations 32,321 29,244 28,154
Net income (loss) per share, basic and dilu
Loss per share from continuing operati $ (113) $ (1.25 $ (1.398
Income per share from discontinued operations .03 0.57 0.07
Net loss per share $ (110 $ (068 $ (1.3))
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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

2005 2004 2003

Common stock subject to repurchase — 5 65

Stock options outstandir 6,334 5,025 4,054

Common stock issuable under employee stock purgtiase 41 65 85

Common stock warrants outstanding 2,20C — —
Shares that could be issued if all convertible memotes were converted into

common stocl 3,265 3,26t  3,26E

11,84C 8,36C 7,46¢

19. Employee Benefit Plans

The Company maintains the Ciphergen Biosystems dioit(k) Savings Plan for its U.S. employees. Tlam Rllows eligible employees
to defer up to 90%, subject to the Internal Reveberice annual contribution limit, of their preteampensation at the discretion of the
employee. Under the Plan, the Company is not reduiv make Plan contributions. The Company hadnaate any contributions to the Plan
as of December 31, 2005.

20. Related Parties

The Company purchased from Stanford Research Sggt&RS”) $548,000 of inventory in 2003, during einitime the supplier was
deemed to be a related party by virtue of thetfaat its President was a member of Ciphergen’s @o&birectors. The Company also had a
joint development agreement with SRS. (See not“‘Commitments and Contingencies”.) No payments weagle by Ciphergen to SRS
under this agreement in 2003, 2004 or 2005. Thiecthbr resigned from the Board on April 7, 2003] &n2004 and later the vendor was no
longer considered a related party.

On July 22, 2005, Quest Diagnostics purchased appately 17.4% of the Company. (See note 2, “Sgiatdlliance with Quest
Diagnostics™.)

21. Segment Information and Geographic Data

Ciphergen’s revenue is derived from the saleslated products and services on a worldwide basis.chief operating decision maker
evaluates resource allocation not on a produceogmaphic basis, but rather on an enterprise-wédésbTherefore, management has
determined that Ciphergen operates in only onertaple segment, which is the protein research taotscollaborative services business.

The following table reflects the results of the Qmmy’s sales to external customers by similar petedand services for the years ended
December 31, 2005, 2004 and 2003 (in thousandserRe from discontinued operations has been exdlude

2005 2004 2003
ProteinChip Systems and related products $18,35( $31,37¢ $35,872
Services 8,896 8,803 7,766

$27,24¢ $40,181 $43,63¢

The Company sells its products and services dyréattustomers in North America, Western Europe daqhn, and through distributors
in other parts of Europe and Asia and in Australiavenue for geographic regions reported belovaset upon the customers’ locations and
excludes revenue from discontinued operations. Hiwagl assets, predominantly machinery and equipnagatreported based on the loca
of the assets.
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Following is a summary of the geographic informatielated to revenue from continuing operationsland-lived assets for the years
ended December 31, 2005, 2004 and 2003 (in thoggand

2005 2004 2003
Revenue
United State: $12,12: $17,63€ $20,03¢
Canad: 923 950 2,249
Europe 7,636 9,387 10,696
Asia 6,564 12,208 10,657
Total $27,24¢ $40,181 $43,63¢
Long-lived assets
United State: $ 6,256 $ 7,30¢ $ 7,50z
Canadz 20 111 208
Europe 561 958 7,018
Asia 483 938 1,163
Total $ 7,32C $ 9,31t $15,891]

In 2005, 2004 and 2003, sales to customers in Jape;21%, 25% and 17%, respectively, of total neesfrom continuing operations.
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22. Quarterly Consolidated Financial Data (Unauded)

The following table presents certain unaudited obidated quarterly financial information for thegbt quarters ended December 31,
2005. Revenue and gross profit for discontinuedatfmns have been excluded in all periods showarasult of the sale of our BioSepra
business. In management’s opinion, this informakias been prepared on the same basis as the acalitealidated financial statements and
includes all adjustments (consisting only of normealurring adjustments, except for the non-recgrerpense resulting from the litigation
settlement) necessary to state fairly the unaudjtedterly results of operations set forth herein.

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

Total revenue

2005 $ 6,648 $ 6,941 $ 7,056 $ 6,601 $ 27,24¢

2004 13,252 8,336 8,495 10,098 40,181
Gross profit

2005 3,613 3,358 3,707 2,975 13,553

2004 9,282 4,036 5,557 6,231 25,106
Net loss from continuing operatio

2005 (9,332) (9,328) (7,476) (10,251) (36,387)

2004 (6,665) (12,996) (9,462 (7,448) (36,571)
Net income (loss) from discontinued operati

2005 — (67) — 1,021 954

2004 (816) (146) (67) 17,759 16,730
Net income (loss

2005 (9,332) (9,395) (7,476) (9,230) (35,433)

2004 (7,481) (13,142) (9,529 10,311 (19,841)
Basic and diluted net loss per share from contimuin

operations

2005 (0.32) (0.32) (0.23) (0.29) (1.13)

2004 (0.23) (0.45) (0.32) (0.25) (1.25)

Basic and diluted net income (loss) per share fr
discontinued operations

2005 0.00 (0.00) 0.00 0.03 0.03

2004 (0.03) 0.00 0.00 0.60 0.57
Basic and diluted net income (loss) per share

2005 (0.32) (0.32) (0.23) (0.26) (1.10)

2004 (0.26) (0.45) (0.32) 0.35 (0.68)

Quarterly and annual earnings per share are cédcuiadependently, based on the weighted averagdeuof shares outstanding dur
the periods.

ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedure€iphergen evaluated its disclosure controlsodedures (as defined in Exchange
Act Rule 13a-15(e)) as of the end of the periodeced by this Annual Report on Form 10-K, underdhpervision and with the participation
of the Company'’s principal
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executive and financial officers. Based on thatation, the Company’s principal executive and ficial officers concluded that the
Company’s disclosure controls and procedures deetafe to ensure that information required to ldsed in reports that we file or submit
under the Exchange Act is recorded, processed, suimed and reported within the time periods spedifn Securities and Exchange
Commission rules and forms.

Changes in Internal Control Over Financial Repogin In our Form 10-Q/A for the second quarter of 200e reported a material
weakness in our internal control over financialaming related to revenue recognition. Specificaliye Company’s revenue controls over
(i) the accounting for transactions in which sieédr arrangements have been entered into, artti€ijetermination of the collectibility of
receivables for certain revenue transactions weteffiective to ensure that revenue was recordeélderappropriate period. As noted in that
report, under the direction of our Audit Committeenagement developed and implemented additiomditale and processes designed to
ensure that information required to be discloseauinperiodic reports is recorded, processed, sumeathand reported accurately. These
controls and processes included:

« the addition of further controls over shipment®of products for revenue transactions;

« the addition of a policy prohibiting entering irgmle agreements without prior management apprawdl a requirement for a written
certification by the salesperson at the time oheaxder exceeding $50,000 confirming all aspecthefsale, including the terms of
any otherwise undisclosed side agreements;

 strengthening of our credit assessment and accoerds/able processes; and

« providing additional training for our sales and k&ting staff to minimize the risk of revenue recitign errors.

As of December 31, 2005, we have determined tleah#w controls are effectively designed and haweothstrated effective operation
for a sufficient period of time to enable managentertonclude that the material weakness identifiedng 2005 has been remediated.

There have been no changes in our internal coowel financial reporting, as such term is define@Ekchange Act Rules 13a-15(f) and
15d-15(f), that occurred during the quarter ended Dduxsar81, 2005 that have materially affected, oraesonably likely to materially affer
our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

Not applicable.

PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
The information regarding our directors and exeeutifficers is incorporated by reference from “Hiat of Directors” in our Proxy
Statement for our 2006 Annual Meeting of Stockhdde
Section 16(a) Beneficial Ownership Reporting Coale

Section 16(a) of the Securities Exchange Act of41%3 amended requires our executive officers aedtdrs, and persons who own
more than ten percent (10%) of a registered classroequity securities, to file reports of ownépsand changes in ownership with the
Securities and Exchange Commission (the “Commissiand the National Association of Securities Dealkrs, Executive officers, directo
and greater than ten percent (10%) stockholdersegréred by Commission regulation to furnish uthwi
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copies of all Section 16(a) forms they file. Weibe all of our executive officers and directorsndied with all applicable filing
requirements during the fiscal year ended Decerdbg?005.
ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorp@dby reference from our definitive Proxy Statenreférred to in Item 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 TRANSACTIONS

The information required by this Item is incorp@@by reference from our definitive Proxy Statenreférred to in Item 10 above under
the heading “Certain Business Relationships andtBélParty Transactions.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorpa@by reference from our definitive Proxy Statenreférred to in Iltem 10 above under
the heading “Principal Accounting Fees and Services
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(@) 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 60
Consolidated Balance She: 61
Consolidated Statements of Operati 62
Consolidated Statements of Cash Flc 63
Consolidated Statements of Stockhol’ Equity 64
Notes to Consolidated Financial Stateme 65
Quarterly Consolidated Financial Data (Unaudit 90

10 Financial Statement Schedules:

The following financial statement schedule of Cigjem Biosystems, Inc. for the years ended DeceBibe2005, 2004 and 2003 is filed
as part of this Annual Report and should be reambimjunction with the Consolidated Financial Statats of Ciphergen Biosystems, Inc.

Schedule ll—Valuation and Qualifying Accounts

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

10 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 IncorporatibReagistrant

3.4(2) Amended and Restated Bylaws of Regist

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

4.1(1) Form of Registrars Common Stock Certifica

4.2(4) Preferred Shares Rights Agreement between Ciph@&igmystems, Inc. and Continental Stock Transfdrr&st Company
dated March 20, 20C

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

4.4(11) Amendment to Rights Agreement between the Compady¥ells Fargo Bank, N.A. dated July 22, 2(

4.5(12) Amendment to Rights Agreement between the Compady/¥éells Fargo Bank, N.A. dated September 30, :

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
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10.6(1)
10.7(10)
10.8(1)
10.9(1)
10.12(1)

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

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

10.34(5)
10.35(5)

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

10.44(10)*

2000 Employee Stock Purchase F

401(k) Plar

Form of Warran

Form of Proprietary Information Agreement betweles Registrant and certain of its employ

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

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

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

Distribution and Marketing Agreement between Reagigtand Ciphergen Biosystems KK dated March 299:

Joint Development Agreement between RegistrantSaadford Research Systems, Inc. dated Februai§95 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, :

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

First Amendment to the Joint Venture Agreement ketwRegistrant, Sumitomo Corporation, SC Bioscigf@@poration
(a subsidiary of Sumitomo Corporation) and CipharB®systems KK dated March 15, 20

Second Amendment to Joint Venture Agreement betwRagistrant, Sumitomo Corporation, SC Biosciencep@ration (i
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 Ciphergérsasstems 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 8w A/S dated February 24, 2(

Service and Support Agreement between Registrahfgplied Biosystems/MDS Sciex dated April 2, 2(
Employment Agreement between Gail Page and Regisiesed December 31, 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 Agreerbetiveen Registrant and Applied Biosystems/MDS Sdated
March 10, 200

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

Technologies, Inc., Molecular Analytical Systems;.] LumiCyte, Inc., and T. William Hutchens datddy 28, 200:

10.46(6)* Assignment Agreement by and among the Companynésys Pacific, Inc., Ciphergen Technologies, IMmlecular
Analytical Systems, Inc., LumiCyte, Inc., and T.INMdm Hutchens dated May 28, 20

10.47(6)* 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:

10.49(11)* Strategic Alliance Agreement between the CompamyQ@uest Diagnostics Incorporated dated July 225.

10.50(11) Stock Purchase Agreement between the Company aest Qiagnostics Incorporated dated July 22, 2

10.51(11) Warrant between the Company and Quest Diagnostazsporated dated July 22, 2C

10.52(11) Credit Agreement between the Company and Questnbsigs Incorported dated July 22, 2(

10.53(11) Security Agreement between the Company and Quesgfridstics Incorporated dated July 22, 2

10.54* Collaborative Research Agreement between Unive@itjege London, UCL Biomedica plc and Ciphergen
Biosystems, Inc. dated September 22, 2

21.1(10) Subsidiaries of Registra

23.1 Consent of PricewaterhouseCoopers LLP, IndeperiRlegistered 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 andi€hFinancial Officer pursuant to 18 U.S.C. Sectid®%0, as adopted
pursuant to Section 906 of the Sarbi-Oxley Act of 200z

(1) Incorporated by reference from our registrationesteent on Form S-1, registration number 333-328&2lared effective by the

()
(3)
(4)
()
(6)
(7)

Securities and Exchange Commission on Septemb&0P8),

Incorporated by reference to our Quarterly ReporEorm 10Q filed with the Securities and Exchange Commis$aorihe 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 omt10-K filed with the Securities and Exchange @uassion 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
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(8) Incorporated by reference to our Annual Report omF10-K filed with the Securities and Exchange @assion for the period ended
December 31, 2003, file number 000-31617

(9) Incorporated by reference to the correspondingbéiximi our Form 8-K filed with the Securities anddhange Commission on
December 6, 2004

(10) Incorporated by reference to our Annual ReparForm 10-K filed with the Securities and Excham@pmmission for the period ended
December 31, 2004, file number 000-31617

(11) Incorporated by reference to our Form 8-Kdfileith the Securities and Exchange Commission gn2Rj 2005
(12) Incorporated by reference to our Form 8-Kdileith the Securities and Exchange Commission aolégs 4, 2005

* 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 degl fas part of this Form 10-K.

(c) Financial Statement Schedules
The financial statement schedule under Item 15(@}§@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/ GAIL S. PAGE
President and Chief Executive Offic

Dated: March 17, 200

POWER OF ATTORNEY

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

Pursuant to the requirements of the 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

/sl GAIL S. PAGE

Gall S. Pagt

/sl MATTHEW J. HOGAN

Matthew J. Hogal

/sl DANIEL M. CASERZA

Daniel M. Caserz

/sl JAMES L. RATHMANN

James L. Rathmar

/s/ JOHN A. YOUNG

John A. Younc

/s/ JUDY BRUNER

Judy Brune

/sl JAMES BURNS

James Burn

President and Chief Executive Officer, and
Director (Principal Executive Officer)

Senior Vice President and Chief Financial
Officer (Principal Financial Officer)

Vice President and Corporate Controller
(Principal Accounting Officer)

Director, Executive Chairman

Lead Outside Director

Director

Director
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March 17, 2006

March 17, 2006

March 17, 2006

March 17, 2006

March 17, 2006

March 17, 2006

March 17, 2006




/sl MICHAEL J. CALLAGHAN Director March 17, 2006

Michael J. Callagha

/s RAJEN K. DALAL, PH.D. Director March 17, 2006

Rajen K. Dalal, Ph.C

/sl WENDELL WIERENGA, PH.D  Director March 17, 2006

Wendell Wierenga, Ph.L
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SCHEDULE I

CIPHERGEN BIOSYSTEMS, INC.
VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2005, 2004 and 2003

(in thousands)

Balance at
Beginning of Additions Balance

Charged Other at End
Year to Earnings Deductions Changes of Year
Allowance for doubtful accounts:
31 Dec 200¢ $ 247 $ 25 $ 34 $ — $ 238
31 Dec 200« 553 214 295 (225) 247
31 Dec 200: 344 484 301 26 553
Inventory reserve:
31 Dec 200¢ 1,997 594 481 — 2,110
31 Dec 200« 1,338 1,843 219 (965) 1,997
31 Dec 200: 735 691 216 128 1,338
Deferred tax valuation allowance:
31 Dec 200¢ 57,196 16,847 — — 74,043
31 Dec 200¢ 50,250 6,946 — — 57,196
31 Dec 200: 34,528 15,722 — — 50,250
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Exhibit 10.39

EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT (“Agreement”) between Qiprgen Biosystems, Inc., a Delaware corporatioa (th
“Company”) and Gail Page (“Executive,” and togethith the Company, the “Parties”) is effective dDecember 31, 2005 (the “Effective
Date”).

WHEREAS, the Company desires to employ Executivierasident and Chief Executive Officer of the Compand Executive is
willing to accept such employment by the Companyhmterms and subject to the conditions set forthis Agreement.

NOW, THEREFORE, the Parties agree as follows:

1. Position. The Company will employ Executive as Presideitt @hief Executive Officer of Ciphergen Biosystenms,.. In
this position, Executive will be expected to devitecutive’s full business time, attention and gies to the performance of Executive’s
duties with the Company. Executive may devote timeutside Board or advisory positions as pre-apguidy the Board of Directors of
Ciphergen Biosystems, Inc. Executive will rendestsbusiness and professional services in the padice of such duties, consistent with
Executive’s position within the Company, as shallrbasonably assigned to Executive by the CompaBgard of Directors.

2. Compensation The Company will pay Executive a base salary3#$000 on an annualized basis, payable in accoedan
with the Company’s standard payroll policies, imtthg compliance with applicable tax withholding uggments. In addition, Executive will
be eligible for a bonus of up to 50% of Executiviese salary for achievement of reasonable perficeieelated goals to be defined by the
Companys CEO or Board of Directors. The exact payment seofra bonus, if any, are to be set by the Comprems@&ommittee of the Boa
of Directors, in its sole discretion. Additionalljre Executive will receive 400,000 options, vestezhthly over 48 months, at a grant price of
$0.90.

3. Benefits. During the term of Executive’s employment, Exéaiwill be entitled to the Company’s standard Hase
covering employees at Executive’s level, including Company’s group medical, dental, vision anthtéfie insurance plans, section 125
plan, employee stock purchase plan and 401(k) plesuch plans may be in effect from time to tisudject to the Company’s right to cancel
or change the benefit plans and programs it offeits employees at any time. In addition, the Exie will receive an annual car allowance
or support not to exceed $16,000 per year.

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

5. Termination without Cause or for Good Reastmthe event the Company terminates Executiveipleyment for reasons
other than for Cause (as defined below) or Exeeutivminates her employment for Good Reason (aseidtbelow), and provided that
Executive signs




and does not revoke a standard release of all slagainst the Company, and does not breach anisimowf this Agreement (including but
not limited to Section 10 and Section 11 hereofherPIIA, as hereinafter defined, Executive shalkentitled to receive:

0] continued payment of Executive’s base salary asitheffect for a period of twelve (12) months folling the
date of termination (the “Severance Period”), tehil periodically in accordance with the Comparsgandard payroll practices;

(i) immediate, accelerated vesting of 24 months ofaptipns previously granted by the Company to Exgeut
additionally, Executive will have a 24-month perimliowing the date of termination to exercise amall of her vested options; and

(i) continuation of Company health and dental ben#fitsugh COBRA premiums paid by the Company direttily
the COBRA administrator during the Severance Pepoavided, however, that such premium paymentf sbase prior to the end of the
Severance Period if Executive commences other gmmaont with reasonably comparable or greater heaithdental benefits.

Executive will not be eligible for any bonus or ettbenefits not described above after terminagaoept as may be required by law.

6. Termination After Change of Controlf Executive’s employment is terminated by then@any for reasons other than for
Cause (as defined below) or by Executive for Goed$®n (as defined below) within the 12 month pefidldwing a Change of Control (as
defined below), then, in addition to the severastg@gations due to Executive under paragraph 5 @bd90% of any then-unvested shares
under Company stock options then held by Execwtillesest upon the date of such termination andpbgod of time for their exercise will
be at the discretion of the Company. It may verjl v necessary for the Executive to exercise siheles on the day of Change in Control.

7. Definitions. For purposes of this Agreement:

a. “Cause” means termination of employment by readdixecutive’s: (i) material breach of this Agreemehe
PIIA (as hereinafter defined) or any other confiitdity, invention assignment or similar agreemeith the Company; (ii) repeated
negligence in the performance of duties or nonperémce or misperformance of such duties that igthaal faith judgment of the Board of
Directors of the Company adversely affects the ap@ns or reputation of the Company; (iii) refusabbide by or comply with the good faith
directives of the Company’s CEO or Board of Direstor the Company’s standard policies and proceduwhich actions continue for a
period of at least ten (10) days after written e®from the Company; (iv) violation or breach of thompany’s Code of Ethics, Financial
Information Integrity Policy, Insider Trading Conmolce Program, or any other similar code or pddidgpted by the Company and generally
applicable to the Compars/employees, as then in effect; (v) willful dishstye fraud, or misappropriation of funds or propexith respect ti
the business or affairs of the Company; (vi) cotieitby, or entry of a plea of guilty or nolo contiere in, a court of competent and final
jurisdiction for any crime whic




constitutes a felony in the jurisdiction involvex;(vii) abuse of alcohol or drugs (legal or ill@g#at, in the Board of Director’s reasonable
judgment, materially impairs Execut’s ability to perform Executive’s duties.

b. “Change of Control” means (i) after the date heraaf “person” (as such term is used in Sec'uor@d)la\d 14
(d) of the Securities Exchange Act of 1934, as atedr(the “Exchange Act”)) becomes the “beneficigher” (as defined in Rule 138-unde
the Exchange Act), directly or indirectly, of seities of the Company representing 50% or more eftttial voting power represented by the
Companys then outstanding voting securities; or (ii) tladedof the consummation of a merger or consolidadfcthe Company with any ott
corporation or entity that has been approved bystbekholders of the Company, other than a mergeowsolidation that would result in the
voting securities of the Company outstanding imratdy prior thereto continuing to represent moamntfifty percent (50%) of the total
voting power represented by the voting securitfah® Company or such surviving entity outstandmgiediately after such merger or
consolidation, or (iii) the date of the consummiatid the sale or disposition of all or substanyialll of the Company’s assets.

C. “Good Reason” means, without Executive’s conseéng (naterial and adverse change in Executive’edut
(excluding any changes in such duties resultinghftlte Company becoming part of a larger entity ypams to a Change of Control) or base
salary, or (ii) Executive being required to relecti an office location more than 50 miles from &xese’s current office in Austin, Texas.
Should Executive be required and agree to reldcate current office in Austin, Texas, all reasor@abloving expenses to relocate
Executive’s office and private residence shall & for and billed directly to Company.

8. Employment, Confidential Information and Inventidasignment AgreementAs a condition of Executive’s employment,
Executive shall complete, sign and return the Camijsastandard form of Proprietary Information angdntions Agreement (the “PIIA”).

9. Non-Contravention Executive represents to the Company that Exee'gtsigning of this Agreement, the PIIA, the
issuance of stock options to Executive, and Exeelgicommencement of employment with the Compargsdmt violate any agreement
Executive has with Executive’s previous employet Brecutive’s signature confirms this representatio

10. Conflicting Employment Executive agrees that, during the term of Exeelgiemployment with the Company and during
the Severance Period, Executive will not engageinother employment, occupation, consulting oeotiusiness activity competitive with
directly related to the business in which the Conyga now involved or becomes involved during thert of Executive’s employment, nor
will Executive engage in any other activities tbanflict with Executive’s obligations to the Compaixecutive acknowledges that
compliance with the obligations of this paragraph icondition to Executive’s right to receive tkgerance payments set forth in paragraph 5
above.




11. Nonsolicitation. From the date of this Agreement until 12 monttarahe termination of this Agreement (the “Redt&d
Period”), Executive will not, directly or indiregtl solicit or encourage any employee or contracfdhe Company or its affiliates to terminate
employment with, or cease providing services te,EBlompany or its affiliates. During the RestricRatiod, Executive will not, whether for
Executive’s own account or for the account of atheoperson, firm, corporation or other busineggmnization, solicit or interfere with any
person who is or during the period of Executiveigagement by the Company was a collaborator, pattoensor, licensee, vendor, supplier,
customer or client of the Company or its affiliateshe Company’s detriment. Executive acknowledbas compliance with the obligations
of this paragraph is a condition to Executive'sititp receive the severance payments set fortaiagoaph 5 above.

12. Arbitration and Equitable Relief.

a. In consideration of Executive’s employment with @mpany, its promise to arbitrate all employmetéted
disputes and Executive’s receipt of the compensatial other benefits paid to Executive by the Campat present and in the future,
EXECUTIVE AGREES THAT ANY AND ALL CONTROVERSIES, CAIMS, OR DISPUTES WITH ANYONE (INCLUDING THE
COMPANY AND ANY EMPLOYEE, OFFICER, DIRECTOR, STOCKBLDER OR BENEFIT PLAN OF THE COMPANY IN THEIR
CAPACITY AS SUCH OR OTHERWISE) ARISING OUT OF, REODANG TO, OR RESULTING FROM EXECUTIVES EMPLOYMENT
WITH THE COMPANY OR THE TERMINATION OF EXECUTIVE'EMPLOYMENT WITH THE COMPANY, INCLUDING ANY
BREACH OF THIS AGREEMENT, SHALL BE SUBJECT TO BINNIG ARBITRATION UNDER THE ARBITRATION RULES SET
FORTH IN CALIFORNIA CODE OF CIVIL PROCEDURE SECTION280 THROUGH 1294.2, INCLUDING SECTION 1283.05 #H
“RULES”) AND PURSUANT TO CALIFORNIA LAW. Disputes Wich Executive agrees to arbitrate, and therebgeaty waive any right to
a trial by jury, include any statutory claims und&te or federal law, including, but not limited ¢laims under Title VII of the Civil Rights
Act of 1964, the Americans with Disabilities Act 8990, the Age Discrimination in Employment Actl®67, the Older Workers Benefit
Protection Act, the California Fair Employment afdusing Act, the California Labor Code, claims afdssment, discrimination or wrong
termination and any statutory claims. Executivétfer understands that this agreement to arbittateagoplies to any disputes that the
Company may have with Executive.

b. Executive agrees that any arbitration will be adstéred by the American Arbitration Association £A”) and
that the neutral arbitrator will be selected in @nmer consistent with its National Rules for the®tation of Employment Disputes. Executive
agrees that the arbitrator shall have the powdetide any motions brought by any party to theteatidn, including motions for summary
judgment and/or adjudication and motions to disrais$ demurrers, prior to any arbitration hearingedtitive also agrees that the arbitr:
shall have the power to award any remedies, inafyditorneys’ fees and costs, available under egiplk law. Executive understands the
Company will pay for any administrative or hearfegs charged by the arbitrator or
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AAA except that Executive shall pay the first $1bof any filing fees associated with any arbitratExecutive initiates. Executive agrees
that the arbitrator shall administer and condugtanbitration in a manner consistent with the Raled that to the extent that the AAA’s
National Rules for the Resolution of Employmentmites conflict with the Rules, the Rules shall tpkecedence. Executive agrees thal
decision of the arbitrator shall be in writing.

C. Except as provided by the Rules and this Agreenaghitration shall be the sole, exclusive and fieahedy for
any dispute between Executive and the Company. iougly, except as provided for by the Rules arisl #greement, neither Executive nor
the Company will be permitted to pursue court actiegarding claims that are subject to arbitratiotwithstanding, the arbitrator will not
have the authority to disregard or refuse to emfarty lawful company policy, and the arbitratorlishat order or require the Company to
adopt a policy not otherwise required by law whith Company has not adopted.

d. In addition to the right under the Rules to petittbe court for provisional relief, Executive agdlat any party
may also petition the court for injunctive reliehere either party alleges or claims a violatiothef PIIA between Executive and the Comg
or any other agreement regarding trade secretfideatial information, nonsolicitation or Labor C®82870. Executive understands that any
breach or threatened breach of such an agreemkbwse irreparable injury and that money damagésot provide an adequate remedy
therefor and both parties hereby consent to therse of an injunction. In the event either paegks injunctive relief, the prevailing party
shall be entitled to recover reasonable costs #ochays fees.

e. Executive understands that this Agreement doepnadiibit Executive from pursuing an administratolaim with
a local, state or federal administrative body sasithe Department of Fair Employment and HoustmgBgual Employment Opportunity
Commission or the Workers’ Compensation Board. Mgeeement does, however, preclude Executive fransying court action regarding
any such claim.

f. Executive acknowledges and agrees that Executiereisuting this Agreement voluntarily and withony @uress
or undue influence by the Company or anyone elseciive further acknowledges and agrees that Exechas carefully read this
Agreement and that Executive has asked any questieeded for Executive to understand the termserprences and binding effect of this
Agreement and fully understand it, including thae&utive is waiving Executive’right to a jury trial. Finally, Executive agrabst Executiv
has been provided an opportunity to seek the adiea attorney of Executive’s choice before sigrinis Agreement.

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

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

16. No Waiver. No waiver of any term of this Agreement consétua waiver of any other term of this Agreement.
17. Amendment To This AgreemenThis Agreement may be amended only in writingahyagreement specifically referenc

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

18. Headings Section headings in this Agreement are for coierm® only and shall be given no effect in the trmesion or
interpretation of this Agreement.

19. Notice. All notices made pursuant to this Agreement,Idt@biven in writing, delivered by a generally ogoized
overnight express delivery service, and shall bdenta the following addresses, or such other addeeas the Parties may later designate in
writing:

If to the Company:

Ciphergen Biosystems, Inc.
6611 Dumbarton Circle

Fremont, California 94555
Attention: Chief Financial Officer

If to Executive:

Gail Page

c/o Ciphergen Biosystems, Inc.
6611 Dumbarton Circle
Fremont, California 94555

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




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

21. General; Conflict This Agreement and the PIIA, when signed by Ekeeuset forth the terms of Executive’s employment
with the Company and supersede any and all prppmesentations and agreements, whether writtenabr or

Ciphergen Biosystems, Inc.
a Delaware corporation

By: /s/ JAMES C. RATHMANN

Name: JAMES C. RATHMANN

Title: _CHAIRMAN

ACCEPTED AND AGREED TO thi:
31st day of December, 20(C

/sl Gail Page
Gail Page
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*** Confidential treatment request pursuant to guest for confidential treatment filed with the 8eties and Exchange Commission.
Omitted portions have been filed separately with@mmission.

Dated 22 September 2005

(1) UNIVERSITY COLLEGE LONDON
(2) UCL BIOMEDICA PLC

(3) CIPHERGEN BIOSYSTEMS, INC

COLLABORATIVE RESEARCH AGREEMENT




THIS AGREEMENT dated 22 September 2005 is m&eTWEEN:

@ UNIVERSITY COLLEGE LONDON , whose administrative offices are at Gower Stteetdon, WC1E 6BT (“the University”);
and

2 UCL BIOMEDICA PLC , a company registered in England under number ®253 whose registered office is at c/o Finance
Division, University College London, Gower Streebndon WC1E 6BT (“UCL Biomedica”); and

3) CIPHERGEN BIOSYSTEMS, INC , a company registered in the United States whegistered office is at 6611 Dumbarton
Circle, Fremont, California 94555 (“the Sponsor”)

hereinafter each known as “Party” or collectivedy‘the Parties”

WHEREAS,

(A) Professor lan Jacobs of the University (theriBipal Investigator”) has research objectives #ratompass the discovery, validation, and
characterization of novel Biomarkers related tor@mracancer;

(B) The Principal Investigator desires to furthects research objectives by collaborating with ther$or, a company that has developed a
number of technologies that are uniquely enabiintipé investigation of Biomarkers, such technaedncluding, without limitation, Surface
Enhanced Laser Desorption/lonization (“SELDH} described in United States Patent Applicatidf@B896 and all patents and applicati
claiming priority thereto including, but not limdeo, U.S. Patent No. 5,719,060 and U.S. Paten6Nx25,047;

(C) T he Sponsor is willing to engage in the Ppatinvestigator’s desired collaboration in exchaufgy UCL Biomedica’s grant of an option
to an exclusive licence on terms as further setrotitis Agreement with respect to use of discod@@mmarkers in all areas, including
without limitation, research, diagnostic, therapguheranostic and/or prophylactic areas througtivel world; and

(D) UCL Biomedica was established for the purpdsgrotecting and commercially exploiting the resudtising from research undertaken by
University researchers in the University, or by Wnsity researchers in collaboration with otherdaeaic institutions or commercial entities;

(E) Itis the intention of the University and UCLdiedica that all Resulting Intellectual Propergngrated in the course of the Project
hereunder that are (1) invented solely by the Usitieshall be owned solely by the University aisdigned to UCL Biomedica and (2) join
invented by the Sponsor and the University, shath&signed to UCL Biomedica for the purposes dfggtmn and commercial exploitation.

(F) In light of the Sponsor’s willingness to collaboratethe discovery, purification, identification andi@lidation of Biomarkers and the
University’s and UCL Biomedica’'s desire to facitéghe use of the discovered, purified, identifeedl/or validated Biomarkers in generally
available health care products and services, UGImBdica is willing to grant to the
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Sponsor an option to an exclusive licence on tiragespecified in Schedule 3 with respect to theesfi@ntioned Biomarkers throughout the

world;

NOW, THEREFORE, in consideration of the foregoimgmises and of the faithful performance of the cawds herein contained,

the Parties agree as follows:

1. DEFINITIONS

In this Agreement the following expressions hawvertteaning set opposite:

Academic Publication:

this Agreement:

a Business Day

Biomarker

Confidential Information:

the Effective Date:

External Funding:

the Financial Contribution:

the publication of an abstract, article or papes journal, or its presentation at a
conference or seminar; and in clauses 6 and 7dbdigh” and “Publication” are
to be construed as references to Academic Puldit:

this document, including its Schedules, as ameffrdad time to time in
accordance with clause 11

Monday to Friday (inclusive) except bank or pulilaidays;

a substance or characteristic that, measured faicebsolute or relative
amounts in blood, other body fluids, or tissues maygest or be linked with a
certain biological, pathogenic, and/or pharmacaabprocess. Examples of
known Biomarkers used for the purpose of diagnosamgcer include CA 125
(ovarian cancer), CA 15-3 (breast cancer), CEA ifana lung, breast, pancreas,
and Gl tract cancers), and PSA (prostate can

each Party’s confidential information is: any Baakend Intellectual Property
disclosed by that Party to the other for use inRtgect and identified as
confidential before or at the time of disclosuresiness information; and any
Resulting Intellectual Property in which that Pastyns the Intellectual
Property;

1 October 2005

any funding or assistance provided for the Progrctp any Party for use in the
Project by any third party, including without liraiton, any state or public bod

the financial contribution to be provided by !

3




the Research Field:

the Licensed Field:

a Group Company:

Intellectual Property:

Resulting Intellectual Property:

Background Intellectual Property:

the Key Personnel:

the Location:

Sponsor set out in Schedule

the field of research and development activitied ih directed at the discovery,
purification, identification and/or validation ofi@narkers related to breast and
ovarian cancel

the research, development and commercializatidricginsed Products (as that
term is defined in Schedule 3) for Diagnostics @hdrapeutics for cancer, as
more particularly specified in Schedule

any undertaking which is, on or after the date Agseement is last signed by a Party
hereto from time to time, a subsidiary undertalofthe Sponsor, a parent undertaking of
the Sponsor or a subsidiary undertaking of a paredertaking of the Sponsor, as those
terms are defined in section 258 of the CompanizslA85;

any intellectual property rights in patents, registl designs, copyrights,
database rights, design rights, trade marks, agifit to register any of the
aforementioned rights, trade secrets, know-hovitsigf confidence and
inventions or discoverie:

any Intellectual Property which is conceived, cedatiscovered, developed,
identified or first reduced to practice in the csriof the Project, derived direc
from the use of SELDI or from the use of SELDI ttiger with any other
technology(ies) and any patents and patent apjglitatincluding any
continuations, continuations in part, extensioassues or divisions thereof and
any patents, supplementary protection certificatessimilar rights that are
based on or derive priority from the foregoi

any Intellectual Property other than Resulting llatual Property, used in, or
disclosed in connection with the performance o, Fnoject;

the Principal Investigator, Sponsor’s Supervisal any other key personnel
identified in Schedule :

the location(s) at which the Project will
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2.1

2.2

2.3

2.4

2.5

carried out as set out in Schedule
the Principal Investigator: lan Jacobs or his successor appointed under claug¢

the Project: the programme of work described in Schedule 2psenaed from time to time
in accordance with clause 11

the Project Period: the period described in clause 2

Samples any material provided by the University for usehiitthe Project that is
biological or of biological origin

SELDI Surface Enhanced Laser Desorption/lonization, efosh in Recital B;

the Sponso’s Supervisor: Dr. Eric Fung or his successor appointed underseldi.2

the Territory: worldwide

THE PROJECT

The Project will begin on the Effective Date andl wontinue for one (1) year or until this Agreeménterminated in accordance
with clause 9 or 10, provided that the Sponsorl $taale the option of renewing the Project Periadsfo additional one (1)-year. If
this Agreement is entered into after the Effecidage, it will apply retrospectively to work carriedt in relation to the Project on or
after the Effective Date.

Each of the parties will carry out the tasks adldtto it in Schedule 2, and will provide the humesources, materials, facilities and
equipment that are designated as its responsibili§chedule 2. The Project will be carried on urttle direction and supervision of
the Principal Investigator. The Project will berded out at the Location.

Although the University will use reasonable endeasdo carry out the Project in accordance witheSicite 2, the University does
not undertake that any research will lead to amtiqudar result, nor does it guarantee a successaftdome to the Project.

The University will provide the Sponsor with qualyenritten reports summarising the progress ofRneject and a copy of all
Resulting Intellectual Property.

The University warrants to the Sponsor that theversity has full power and authority under its ddgoson, and has taken alll
necessary actions and obtained all authorisatimesices, consents and approvals, to allow it tereinto this Agreement and to
carry out the Project.




3.1

3.2

3.3

3.4

3.5

3.6

FINANCIAL CONTRIBUTION AND EXTERNAL FUNDING

The Sponsor will pay the Financial Contributiorthe University in accordance with the budget se¢tim&chedule 1 within 30 days
after receipt by the Sponsor of quarterly invoices.

The Sponsor will also support the Project by pringdwhere and when appropriate, proprietary op@rat, bioinformatics software
and data analysis support, including data mininggiadvanced non-linear statistics, pattern redagnalgorithms, Deep
Proteome™ools, neural network analyses for the discovey aadidation of diagnostic biomarkers and/or pesiland the supply
standard ProteinChip® Arrays and custom Protein@nipys incorporating surfaces with enhanced biggiarformance
characteristics for discovery and assay developmetitin acccordance with the budget set out in Gdkel.

The University will own all equipment purchased @maonstructed by it, or for it, for use on th@ject, using the Financial
Contribution or any External Funding.

All amounts payable to the University under thiségment are exclusive of VAT (or any similar taX)igh the Sponsor will have
no obligation to pay.

External FundingThe University and the Principal Investigator shwlfree, at any time:

(a) to engage in internal, non-commercial reseauthide of the Research Field using SELDI andegkdunding for such research
from any source, including without limitation, anamercial sponsor other than the Sponsor. The Usityesicknowledges that use of
SELDI is subject to Ciphergen’s standard “Labeldrise,” which restricts the University’s use of SEE®internal research and
specifically prohibits the University’s use of SELfar the benefit of third parties; and

(b) to engage in research inside the Research widhdut the use of SELDI, and to seek fundingsoch research from any source,
including without limitation, a commercial sponsather than the Sponsor; and

(c) to seek additional funding for the Project huemr@er from any state or federal agency, privateutlic foundation (other than
foundations owned or operated by a commercialyeatiter than the Sponsor), provided that the teantsconditions of such
additional funding are not in conflict with the ites and conditions of this Agreement including, ot limited to, the Sponsor’s
rights in and to the Resulting Intellectual Propexs defined in Clause 1.

Governmental InterestThe Parties acknowledge that the University easived, and expects to continue to receive, fugotin
support of the University’s research activitiestirthe national, state and/or local governments /bier University is located
(“Government Entities”). The Parties acknowledgd agree that their respective rights and obligatjpursuant to this Agreement
shall be subject to the University’s obligationg3overnment Entities that arise or result fromUtiméversity’s receipt of research
support from such Government Entities includingheut limitation, the possible University and/or UBiomedica obligation to
grant to such Government




5.1

5.2

5.3

Entities a non-exclusive, irrevocable, royalty-fteense to utilize the Resulting Intellectual peay hereunder for governmental
purposes.

EXCHANGE OF SAMPLES

In connection with the Project, should the Univisrbie required to provide Samples to the Sponkerlniversity shall promptly ar
systematically provide those Samples, under thegend conditions of the Material Transfer Agreenaanset out at Schedule 4.
The University represents and warrants that, td#st of its knowledge, the University has obtaiard is obtaining Samples in
accordance with all applicable laws, regulationd ettical standards and that the University haseadessary rights to dispose of
Samples as contemplated herein.

USE AND EXPLOITATION OF INTELLECTUAL PROPERTY

This Agreement does not affect the ownership of Bagkground Intellectual Property. The Backgroumellectual Property will
remain the property of the Party that contributed 8ackground Intellectual Property to the Projectits licensors). No licence to
use any Intellectual Property is granted or impbgahis Agreement except as expressly grantedisnAgreement.

Each Party grants the other a royalty-free, noruskee licence to use its Background Intellectualgerty for the purpose of
carrying out the Project, but for no other purpdséeither Party may grant any sub-licence to usether’'s Background Intellectual
Property except that the Sponsor may allow its @i@ampanies, and any person working for, or on lhelizthe Sponsor or any
Group Company, to use the University’s Backgroumdllectual Property for the purpose of carrying tee Project, but for no other
purpose.

Each Party will notify the other promptly after idiéying any Resulting Intellectual Property thaetdisclosing Party believes is
patentable, and will supply the other with copiéthat Resulting Intellectual Property. UCL Biomeaiwill notify the Sponsor of
other Resulting Intellectual Property in the repgmtovided under clause 2.4.

54 541 The Resulting Intellectual Property will be ownedtbe University, who shall assign its rights inatUCL Biomedica, as

specified in Recital E. Where any third party sasta student or contractor is involved in the Ritpjle University, UCL
Biomedica or the Party engaging that contractotiasase may be) will ensure that that studenthaidcontractor assign
any Intellectual Property they may have in the Resuintellectual Property in order to be ablegive effect to the
provisions of this clause 5.

5.4.2 As partial consideration for the grant of the esole licence hereunder, the Sponsor may take depk as it may decide

from time to time, but in accordance with clausé&below, and at its own expense, to registemaaithtain in UCL
Biomedica’s name, any protection for the Resultintgllectual Property including filing and proseiogt patent applications
for any of the Resulting Intellectual Property. \khany employee of the Sponsor is a
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co-inventor of such Resulting Intellectual Propehg or she shall be named on said patent applicatas appropriate.

5.4.3 The Sponsor agrees to send UCL Biomedica, in dtimanner, copies of all material correspondendé tie Sponsor’s
patent counsel concerning all patent applicatiansymnt to clause 5.4.2 above and shall give UGIndica an
opportunity to comment thereon before filing withygatent office. The Sponsor shall act upon satibited UCL
Biomedica comments in good faith in the prosecusiod maintenance of the patent applications arehpsat

55 551 UCL Biomedica grants to the Sponsor an option ke &n exclusive licence under all of UCL Biomedgcaghts in the
Resulting Intellectual Property for any purposehiritthe Licensed Field and Territory, as definedlause 1, on the terms
specified in Schedule 3 to this Agreement.

5.5.2 [***] This Option Period can be extended by mutwaltten agreement of the Parties. The Sponsor sialicise the option
by giving written notice thereof to UCL Biomedichamy time during the Option Period.

5.5.3 UCL Biomedica will not, during the Option Periocegotiate with any third party with a view to grangia licence to use t
Resulting Intellectual Property or assigning thiellectual Property in the Resulting Intellectuaberty.

5.5.4 Should the Sponsor decide not to take the optidghedicence in clause 5.5.1, within the Optioni®drUCL Biomedica
shall be free to licence the Resulting Intellec®adperty as it deems appropriate, save that UG@mBdica shall not offer a
licence to the Resulting Intellectual Property hy ather party on more favourable terms than thasteoffered to the
Sponsor, for a period of six (6) months after tper&or declines to take the option.

5.6 Subject to clause 3.5, the Principal Investigabalishe free to use the SELDI technology to camuryather work on samples outside
the Research Field in the course of his interr@ab-commercial research activities at the Universitthe full extent of the Sponsor’s
right to use such technology for such purposesirguhe term of this Agreement and for a perio@ ¢fwo) years after the
termination hereof (the “Sponsor’s Rights Periodfi Sponsor shall have the following rights iratiein to that work:

56.1 Where SELDI is used for other work on Samples ctdie in the course of carrying out Research Workgthin Schedule
2 (adnexal mass study) outside the Research B ponsor shall be informed in advance of theraand scope of the
work to be undertaken and shall have the opti@ptmsor that work. [***] Should the Sponsor elexeikercise such optio
the Sponsor shall also have an option to liceneedhults of the work it sponsors under this cld&u6el, on terms identical
to those set out in above in this clause 5.

*** Confidential treatment request pursuant to guest for confidential treatment filed with the 8eties and Exchange Commission.
Omitted portions have been filed separately with@mmission.




5.6.2 Where SELDI is used for any other work outsideResearch Field, the Sponsor shall be informed vaace of the nature
and scope of the work to be undertaken and shedl ttee option to sponsor that work. [***] Shoulcket8ponsor elect to
exercise such option, the Sponsor shall also haapton to licence the results of the work it spans under this clause
5.6.2, on fair and reasonable terms to be agreadebRarties in a separate written agreement.

All obligations of the University pursuant to tlikuse 5.6 shall cease upon termination of the §ptmRights Period.

5.7 The University and each employee and student ofJtiigersity will have the irrevocable, royalty-freight to use the Resulting
Intellectual Property of the Project for the pump®ef academic teaching and academic researchTmdyrights in this clause are
subject to the rules on Academic Publication iusta6.

6. ACADEMIC PUBLICATION

6.1 The Project is undertaken in pursuance of a primbayitable purpose of the University; that is éldwancement of education
through teaching and research. Therefore, any sgraplor student of the University (whether or nebined in the Project) may,
provided the University has not received a Confiiddity Notice under clause 6.2:

6.1.1  discuss work undertaken as part of the Projectiivéisity seminars, tutorials and lectures; and
6.1.2  Publish any of the Resulting Intellectual Property.

6.2 The University will submit to the Sponsor, in wnidj, details of any Resulting Intellectual Propehst any employee or student of

the University intends to Publish, at least 30 dagfere the date of the proposed Publication. TgenSor may, by giving written
notice to the University (“a Confidentiality Notierequire the University to delay the proposedlRation for a maximum of 3
months after receipt of the Confidentiality Noti€an the Sponsor’s reasonable opinion, that dédayecessary in order to seek
patent or similar protection for any Resulting Iigtetual Property that is to be Published; or pretbe Publication of any of the
Sponsor’s Confidential Information. The Sponsor tgige that Confidentiality Notice within 15 dayftea the Sponsor receives
details of the proposed Publication. If the Uniitgrdoes not receive a Confidentiality Notice wittthat period, its employee or
student may proceed with the proposed Publicaionyided that, whether or not it has received aftdentiality Notice, any of the
Sponsor’s Background Intellectual Property or Caexfitial Information may not be published.

6.3 Where, with the agreement of the Sponsor, any texgid student of the University has been involvethe Project he will follow th
University’s regulations for the submission of ahgsis or theses for examination. In any eventthigersity will procure that the
student will submit a draft thesis to the Princippalestigator and the Sponsor’s Supervisor at [8B@stays before the date for
submission for examination. The Student may nahaevit the Sponsor’s express written consent, irclacany

*** Confidential treatment request pursuant to guest for confidential treatment filed with the 8eties and Exchange Commission.
Omitted portions have been filed separately with@ommission.




7.1

7.2

7.3

7.4

thesis any of the SponsemBackground Intellectual Property or Confidenkibrmation, or Resulting Intellectual Property drsging
to Sponsor.

CONFIDENTIALITY

Subject to clause 6, neither Party will disclosary third party, other than to its Group Companies use for any purpose except
carrying out the Project, any of the other ParGéfidential Information.

Neither Party will be in breach of any obligatiankeep any Background Intellectual Property, Resulintellectual Property or
other information confidential or not to disclos¢a any other party to the extent that it:

7.2.1 is known to the Party making the disclosure beftsreeceipt from the other Party, and not alreadyject to any obligation
of confidentiality to the other Party;

7.2.2  is or becomes publicly known without any breaclihi§ Agreement or any other undertaking to keepiifidential;

7.2.3  has been obtained by the Party making the disa@dsam a third party in circumstances where theéyPaaking the
disclosure has no reason to believe that therddais a breach of an obligation of confidentialityed to the other Party;

7.2.4  has been independently developed by the Party makandisclosure;

7.2.5 isdisclosed pursuant to the requirement of anydavegulation (provided, in the case of a disctesunder the Freedom of
Information Act 2000, none of the exceptions td thet applies to the information disclosed) or tirder of any Court of
competent jurisdiction, and the Party required &kenthat disclosure has informed the other, withirasonable time after
being required to make the disclosure, of the requént to make the disclosure and the informatgpired to be disclose
or

7.2.6  is approved for release in writing by an authorigsuatesentative of the other Party.

The University will not be in breach of any obligat to keep any of the Resulting Intellectual Propewned by or licensed to the
Sponsor, or other information, confidential or tmtisclose them to any third party, by Publishémy of the same if the University
has followed the procedure in clause 6.2 and haswed no Confidentiality Notice within the perisethted in that clause.

The Sponsor will not be in breach of any obligatiofkeep any of the Resulting Intellectual Propesned by the University, the
University’s Background Intellectual Property, dher information, confidential or not to discloem to any third party, by making
them available to any Group Company or any persorkiwg for or on behalf of the Sponsor or a Grogmpany, who needs to
know the same in order to exercise the rights gt clause 5.5, provided they are not used exaepkpressly permitted by this
Agreement and the recipient undertakes to keep that
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7.5

7.6

8.1

8.2

8.3

Background Intellectual Property, the Resultingliectual Property or that information confidential

If the University receives a request under the #oweaeof Information Act 2000 to disclose any infotioa that, under this
Agreement, is the Sponsor’s Confidential Informatid will notify the Sponsor and will consult withe Sponsor. The Sponsor will
respond to the University within 10 days after reicg the University’s notice if that notice reqeshe Sponsor to provide
information to assist the University to determinieether or not an exemption to the Freedom of In&diom Act applies to the
information requested under that Act.

Neither the University nor the Sponsor will use thieer's name or logo in any press release or mtoalvertising, or for any other
promotional purpose, without first obtaining thbets written consent; except that the Universigyndentify the sums received
from the Sponsor in the University’s Annual Repaomt! similar publications.

LIMITATION OF LIABILITY

Each of the parties warrants to the other thatiédest of its knowledge and belief as of the &ffe Date (having made reasonable
enquiry of those of its employees involved in tmejé&ct or likely to have relevant knowledge, andha case of the University any
student involved in the Project, but not having mady search of any public register) any advicaformation given by it or any ¢
its employees or students who work on the Pro@dhe content or use of any Resulting IntellecRmalperty, Background
Intellectual Property or materials, works or inf@tion provided in connection with the Project, widit constitute or result in any
infringement of third-party rights.

Except under the warranty in clause 8.1 and thendty in clause 8.3, and subject to clause 8.Bh&reParty accepts any
responsibility for any use which may be made bydtiner Party of any Resulting Intellectual Propeniyr for any reliance which
may be placed by that other Party on any Resultitedlectual Property, nor for advice or informatigiven in connection with any
Resulting Intellectual Property.

The Sponsor will indemnify the University and UCloBiedica (the UCL Indemnified Parties), and keegpniHully and effectively
indemnified, against each and every claim madenagany of the UCL Indemnified Parties as a resulhe Sponsor’s use of any of
the Resulting Intellectual Property or any matstialorks or information received from them pursuarthe terms of this Agreeme
The University and UCL Biomedia will indemnify ttf8ponsor and its Group Companies (the Sponsor InifiechiParties), and keep
them fully and effectively indemnified, against bad every claim made against any of the Spomstamhnified Parties as a result
of any breach of the University’s representatiomsd warranties hereunder or the University’s pransir use of any of the Samples,
Resulting Intellectual Property or any materialsyks or information received from the Sponsor parguo the terms of this
Agreement. The Indemnified Party must:

8.3.1  promptly notify the indemnifying Party of detail§the claim;
8.3.2  not make any admission in relation to the claim;
8.3.3  allow the indemnifying Party to have the conducthaf defence or settlement of the claim; and
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8.4

8.5

8.6

8.7

9.

8.3.4  give the indemnifying Party all reasonable assistaat the indemnifying Party’s expense) in dealiritty the claim.

The indemnity in this clause will not apply to tletent that the claim arises as a result of angrnmufied Party’s negligence, breach
of clause 7 or the deliberate breach of this Agesgm

Subject to clause 8.6, and except under the indgrimeclause 8.3, the liability of either Partyttee other for any breach of this
Agreement, any negligence or arising in any otha&y aut of the subject matter of this Agreement,Rhgect and the Resulting
Intellectual Property, will not extend to any irelit damages or losses, or any loss of profits,dbssvenue, loss of data, loss of
contracts or opportunity, whether direct or indireven if the Party bringing the claim has advigetlother of the possibility of thc
losses, or if they were within the other Party’stemnplation.

Subject to clause 8.6, and except under the indgrimelause 8.3, the aggregate liability of eadntyto the other for all and any
breaches of this Agreement, any negligence omayisi any other way out of the subject matter & tkgreement, the Project and
Resulting Intellectual Property, will not exceedatal the Financial Contribution.

Nothing in this Agreement limits or excludes eitRarty’s liability for:

8.6.1  death or personal injury;

8.6.2  any fraud or for any sort of liability that, by lasannot be limited or excluded; or

8.6.3  any loss or damage caused by a deliberate breabisaigreement or a breach of clause 7.

The express undertakings and warranties givenédydties in this Agreement are in lieu of all etvarranties, conditions, terms,
undertakings and obligations, whether express pliéu by statute, common law, custom, trade usemérse of dealing or in any
other way. All of these are excluded to the fulkedient permitted by law.

FORCE MAJEURE

If the performance by either Party of any of itdigdtions under this Agreement (except a paymelhigjation) is delayed or prevented by
circumstances beyond its reasonable control, thay Bvill not be in breach of this Agreement be@aatthat delay in performance. Howev
if the delay in performance is more than 6 montths,other Party may terminate this Agreement witmediate effect by giving written

notice.

10.

10.1

TERMINATION
Either Party may terminate this Agreement with indiate effect by giving notice to the other Party if

12




10.1.1

10.1.2

10.2

10.3

10.4

10.5

10.6

11.

111

the other Party is in breach of any material priovi®f this Agreement and (if it is capable of reiyethe breach has not been
remedied within 30 days after receipt of writteriic® specifying the breach and requiring its remeady

the other Party becomes insolvent, or if an ordlenade or a resolution is passed for its windingexgept voluntarily for the
purpose of solvent amalgamation or reconstructionif,an administrator, administrative receivereceiver is appointed over the
whole or any part of the other Party’s assetsf threl other Party makes any arrangement with aditors.

Each of the parties will notify the other in wriginvithin 5 (five) business days after receipt ahfal notice that any of the Key
Personnel appointed by that Party (the “Notifyiragti?’) is unable or unwilling to continue to be olved in the Project. Such notice
will also state the date of termination of such K®rsonnel’s involvement in the Project and noneimasuccessor to replace such
departing Key Personnel. If the parties are unahigree on a successor acceptable to the othigr Biiner Party may terminate tt
Agreement by giving the other not less than 3 m&nthitten notice.

The Sponsor may also terminate this Agreementjwiggthe University not less than 3 months’ writteotice, if the Sponsor
determines, in its reasonable judgment, that treifeg Intellectual Property does not justify daning the Project.

Clauses 1, 4, 5 (except clause 5.5 if the Univwetsitminates this Agreement under clause 10.1j, 8, 9, 10.4, 10.5 and 11 will
survive the expiry of the Project Period or thertigation of this Agreement for any reason and weolhtinue indefinitely.

On the termination of this Agreement, the Sponsitirpaly the University for all work done prior terimination, as mutually agreed
by the Parties, including any uncancellable or wigable expenditures to which the Sponsor has dgreadvance of such
expenditure. Subject to 10.6 below, if the Sporesr paid any of the Financial Contribution in aceaand the whole of that
contribution has not, by the end of the Projectd®eor the termination of this Agreement, been usgthe University for the
purposes for which that Financial Contribution wasvided, the University will return to the Sponslee unused portion of that
contribution.

If the Sponsor terminates this Agreement undersgd.3[***] The University shall take all reasofalsteps to minimise those
costs.

GENERAL

Notices: Any notice to be given under this Agreement musinbwriting, may be delivered to the other Pamtyparties by any of tr
methods set out in the left hand

*** Confidential treatment request pursuant to guest for confidential treatment filed with the 8eties and Exchange Commission.
Omitted portions have been filed separately with@mmission.
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column below, and will be deemed to be receivethercorresponding day set out in the right handrool

Method of service Deemed day of receipt
By hand or courie the day of deliven

By pre-paid first class pos the second Business Day after pos
By recorded delivery po: the next Business Day after post

By fax (provided the sender’s fax machini the next Business Day after sending or, if senbita

confirms complete and error-free 16.00 (sender’s local time) on the Business Day it
transmission of that notice to the correct{ was sent
number)

The parties’ respective representatives for theiptof notices are, until changed by notice gireaccordance with this clause, as

follows:
For the University: For the Sponsor:
Trish Monaghan Gail Page
Contract Manager President Diagnostics Division
Contract Research Office Ciphergen Biosystems, Inc.
UCL Business 6611 Dumbarton Circle
The Network Building Fremont, California 94555
97 Tottenham Court Road USA
London
WAIT 4TP
Fax number:00 44 20 7679 98 Fax number: 510.505.21(

11.2 Headings: The headings in this Agreement are for easefeferce only; they do not affect its constructionnterpretation.

11.3 Assignment: Neither Party may assign or transfer this Agregras a whole, or any of its rights or obligatiomsler it, without
first obtaining the written consent of the othertifavhich consent may not be unreasonably withloeldelayed. Notwithstanding
the above, the Sponsor may at its own discretiod vathout approval by the University or UCL Bioniedl transfer its interest or
any part thereof under this Agreement to a whollyred subsidiary or partnership of which the Sporstne general partner or any
assignee or purchaser of the portion of the Spésidmsiness associated with the licences and rightded under this Agreement.
the event of any such transfer, the transfered abslime and be bound by the provisions of thiségrent.

11.4 lllegal/unenforceable provisions: If the whole or any part of any provision of tiligreement is void or unenforceable in any
jurisdiction, the other provisions of this Agreemeand the rest of the void or unenforceable proriswill continue in force in
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115

11.6

11.7

11.8

11.9

11.10

11.11

11.12

that jurisdiction, and the validity and enforceddpibf that provision in any other jurisdiction Wwitot be affected.

Waiver of rights: If a Party fails to enforce, or delays in enforgiag obligation of the other Party, or fails to ek®e, or delays in
exercising, a right under this Agreement, thaufalor delay will not affect its right to enford®at obligation or constitute a waivet
that right. Any waiver of any provision of this Aggment will not, unless expressly stated to théraon constitute a waiver of that
provision on a future occasion.

No agency: Nothing in this Agreement creates, implies odewices any partnership or joint venture betweempdnges, or the
relationship between them of principal and ageuwitliér Party has any authority to make any reptatien or commitment, or to
incur any liability, on behalf of the other.

Entire agreement: This Agreement constitutes the entire agreememidest the parties relating to its subject mattechBarty
acknowledges that it has not entered into this Agrent on the basis of any warranty, representadtatement, agreement or
undertaking except those expressly set out inAbieement. Each Party waives any claim for bred¢his Agreement, or any right
to rescind this Agreement in respect of, any regregtion which is not an express provision of fkggeement. However, this clause
does not exclude any liability which either Partgynihave to the other (or any right which eithertyaray have to rescind this
Agreement) in respect of any fraudulent misrepregiem or fraudulent concealment prior to the exiecuof this Agreement.

Formalities: Each Party will take any action and execute anyidmnt reasonably required by the other Party te gffect to any
of its rights under this Agreement, or to enabkrthegistration in any relevant territory providin requesting Party pays the other
Party’s reasonable expenses.

Amendments: No variation or amendment of this Agreement waldffective unless it is made in writing and sighgceach
Party’s representative.

Third parties: No one except a Party to this Agreement has aty tigprevent the amendment of this Agreementsor it
termination, and no one except a Party to this d&geent may enforce any benefit conferred by thiseAgrent, unless this Agreem
expressly provides otherwise.

Governing law: This Agreement is governed by, and is to be caestin accordance with, English law. The Englistu@s will
have exclusive jurisdiction to deal with any digouthich has arisen or may arise out of, or in cotiae with, this Agreement,
except that either Party may bring proceedingsafoinjunction in any jurisdiction.

Escalation: If the parties are unable to reach agreement onsaog concerning this Agreement or the Projedtiwit4 days after
one Party has notified the other of that issuey thid refer the matter to the Commercial DirecttfCL Business in the case of the
University, and to the President, Diagnostics Dansn the case of the Sponsor in an attempt tolveghe issue within 14 days after
the referral. Either Party may bring proceedingadoordance with clause 11.11 if the matter haveen resolved within that 14 day
period, and either Party may apply to the courfoinjunction, whether or not any issue has beealated under this clause.
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SIGNED for and on behalf of the Universit

Name Dr. J.D. Skinne
Position Commercial Directo
Signature

Date

SIGNED for and on behalf of UCL Biomedic

Name C.A. Tarhar
Position ~ Managing Directo
Signature

Date

SIGNED for and on behalf of the Spons
Name Gail Page

Position  President and CO
Signature

Date
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1. ADNEXAL MASS STUDY - COLLECTION INCLUDING SAMPLE PREPARATION

A. CONTRIBUTION TO STAFF COSTS

SCHEDULE 1

The Financial Contribution

Annual
salary Ciphergen Ciphergen
with on No of Contribution Contribution
Staff costs FTE yrs Total Cost YR1 YR2
Research fellov 4000( 2 2 £ 160,000.0
Research Nurses (G 2 3334¢ 0.5 2 £ 33,348.0i
Research assistant (1 4000( 1 2 £ 80,000.01
Laboratory manager (MTO4 Spinal 2 3500( 0.5 2 £ 35,000.0
Laboratory technician (MLA 1800( 1 2 £ 36,000.0!
Database manager (ALC3 Sp : 4455¢ 0.2 2 £ 17,823.2
Research Nurses (G 2 3334¢ 0.5 2 £ 333,480.0
Laboratory technician (MTO2 Sp Point
22) 24906.! 1 2 £ 49,813.0
Consultant histopathologi 8000( 0.2 2 £ 32,000.01
Total Ciphergen contribution Over two
years 2 £ 777,46: £ 100,000 £ 100,00(
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B. CONTRIBUTION TO CONSUMABLES COSTS

Total

Cost per No of Ciphergen

Consumables Comments unit (£) units Total Cost contribution
Pt information 0.2 9000 £ 1,800.00 £ 900.0(
Pt consent forn 0.1t 9000 £ 1,350.00 £ 0.0C
Office supplies For GCRC £ 3,000.00 £ 2,000.0(
ONS flagging of cancer pts For operator flagging 2.1% 2000 £ 4,300.00 £ 0.0C

and copy of death

certificate
Recruitment cost Adverts 120( 6 £ 7,200.00 £ 7,200.0(
Blood tubes for cases Maybe less - cannot 3 5000 £ 15,000.00 £  13,800.0

use Beckton Dickson

tube which costs

approx£6 per tube
Transport of case samples 4 collections on dry 25C 80 £ 20,000.00 £ 14,000.01

ice per centre (every

months)
Sample storage consumahb £ 26,250.00 £  26,250.0!
TRL lab supplies (Eppendorf, pipette € £ 4,000.00 £ 4,000.0(
DNA extraction kits 10 8000 £ 80,000.00 £ 0.0C
Paraffin slide section / tissue block for ce 15 2500 £ 37,500.00 £ 37,500.0
Travel budget Between centres for £ 5,000.00 £ 1,000.0¢

set up and

occasionally data

audit
Meetings et 300C 4 £ 12,000.00 £ 12,000.0
PCs 100( 20 £ 20,000.00 £ 13,000.0
80 freezer at each cen 540( 10 £ 54,000.00 £ 54,000.0!
Refrigerated centrifug 220(C 10 £ 22,000.00 £ 0.0C
Webbased databa £ 25,000.00 £ 25,000.01
Total Over two year: £ 338,400 £ 210,65(
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2. PROTEOMICS TEAM + EQUIPMENT (studies involving UKCTOCS and adnexal mass)

A. CASH AWARD

Ciphergen Ciphergen
Salary Total Cost Contribution Contribution
Staff FTE (approx)* YR1 Total Cost YR2 YR1 YR2
Proteomics Team
Senior scientis 1 £ 45,000.00 £ 45,000.00 £ 45,000.0!
PhD studen 1 £ 15,000.00 £ 15,000.00 £ 15,000.0!
Biostatisticiar 1 £ 60,000.00 £ 60,000.00 £ 60,000.01
Total salary costs £ 120,000 £ 120,00 £ 60,000 £ 60,00(
For consumables £ 30,00C £ 30,00 £ 30,00 £ 30,00(
B. In kind AWARD
YR1 YR2

ProteinChip For carryiny £ 300,000.00 £ 70,000.0

reader, arrays, out SELDI

and associated analysis

consumables

and software
TOTAL RESEARCH AWARD FROM CIPHERGEN

Ciphergen Ciphergen
Contribution Contribution
TOTAL YR1 YR2

CASH £ 590,650.0 £ 295,325.0 £ 295,325.0
UCL OVERHEAD heading 1/ £ 200,000.0 £ 100,000.0 £ 100,000.0
UCL OVERHEAD heading 2/ £ 120,000.0 £ 60,000.01 £ 60,000.0!
IN KIND £ 370,000.0 £ 300,000.0 £ 70,000.01
TOTAL £ 1,280,650.0
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SCHEDULE 2
The Project
RESEARCH WORKPLAN #1
Title of Research WorkplanUniversity College London (UCL)-Ciphergen collahtion in the field of gynecologic disease. This&arch
Workplan #1 is intended to identify biomarkers thrty aid in the diagnosis of an adnexal mass. Refls&dorkplan #2 is intended to

determine the pre-analytical variables and qualitgerum integrity of samples taken under the Uik€aging trial; it is intended to provide the
preliminary data required to justify a larger asédyof samples taken from this trial.

For the avoidance of doubt University College Lomdall be the custodians of the samples collectgdgifunding provided under this
Agreement, for the adnexal mass study describ&egearch Workplan #1. No rights of ownership ipees of these samples will pass to
Ciphergen.

Objectives: This project aims to find diagnostic biomarkess the differential diagnosis of an adnexal mass.

Location:Translational Research Laboratory and Clinical ReseCentre, Institute for Women’s Health, UCL

UCL Researcher®r. lan Jacobs and Dr. Usha Menon.

Ciphergen Researcherdr. Eric Fung.

Diagnostic Biomarkers Discovery Study

Monetary or Inkind Contributions Ciphergen will contribute cash and in-kind suppas outlined in the budget in Schedulent clause 3.2
of this Agreement. The values for array consumadtesestimates; Ciphergen will provide the arragsegsary to complete the project.

Samples or Materials to be Transferred

1. Preliminary Analysis to Ascertain Most Effectiveethod of Sample Collection and Transport to Lalbany. UCL will collect blood from a
set of 50 healthy volunteers and collect serummasima under varying conditions from each patiectuding one tube of serum in standard
SST tubes, one tube of serum in the Becton Dickinsoteomics serum sample collection tube, andtaine of EDTA plasma. UCL and
Ciphergen will perform analyses of these samplafetermine the effect of tube type, incubationoatm temperature, and other pre-analytical
variables on proteomic profiles. Ciphergen will yicke expertise in the form of factorial design gperiments to plan this study.
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2. Initial Biomarker Discovery StudyBased on this preliminary analysis, UCL will et blood (pre- and post-op), urine, and baselata d
from women presenting with an adnexal mass.

The urine will be collected according to the foliogy parameters:

Urine will be collected at the day of surgery.
The patients will be NPO commencing at midnighttoeday of surgery.
The urine samples will be aliquotted in 2 ml cryadgiand stored in a -80 freezer.

Patients will be monitored so that a final anatodiagnosis can be obtained. It is expected thdéwer than 500 women (patients with
malignant and benign ovarian neoplasms and heatthirols) will be enrolled in this study by the esfdhe first year of the project.

Work to be Conducted UCL and Ciphergen will perform protein expressprofiling according to Ciphergen’s best practjdasluding

novel proteomic technologies such as Ciphergenepd®roteome™ tools. Ciphergen will, in collabomatiith the UCL adnexal mass study
group, perform univariate and multivariate statstianalyses to determine the optimal multi-magearel for the differential diagnosis of an
adnexal mass. The adnexal mass study group wélaakive part in the evaluation of the performeatgin expression profiles.

2. Diagnostic Biomarkers Purification and Identfion Study

Samples or Materials to be TransferradiCL will provide adequate amounts of the requisedum samples (approximately 5-10 samples, 400
1ml of each) for the purification and identificatiof biomarkers resulting from the Diagnostic Biokeas Discovery Study in Part 1 above
based on evaluation of the results of such studgipfergen and the adnexal mass study group.

Work to be ConductedCiphergen and UCL will purify the biomarkers ugichromatography procedures and identify the biterarusing
peptide fingerprinting and/or tandem mass spectigm&he number of biomarkers and the specific laidtars to be purified will be mutual
agreed upon by UCL and Ciphergen, and will corafishe markers that are deemed to provide the bigtiassification power.

3. Diagnostic Biomarkers Validation Study

Samples or Materials to be Transferred:

Work to be ConductedCiphergen staff will work with the UCL scientisj(to co-develop a high-throughput diagnostic assapiomarkers
mutually agreed upon in the Diagnostic Biomarkeiscbvery Study. This assay will then be performethe research setting at UCL on
samples maintained within the adnexal mass program.

Anticipated Timeline The study will start as soon as possible aftexation of the Collaborative Research Agreemeset aibmpletion of
recruitment of a mutually agreed on number of worfieerthe Diagnostic Biomarkers Discovery Study. Rigment is scheduled to last for 2
years from the start at any particular centre.ushstime as an adequate number of samples havecbiected, protein expression profilii
may commence. Samples may continue to be colldotgulirposes of independent and prospective vatidat
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RESEARCH WORKPLAN #2

Title of Research WorkplanPreliminary analysis of pre-analytical variabéewl integrity of samples obtained from the UKCTORS8search
Workplan #1 is intended to identify biomarkers thegty aid in the diagnosis of an adnexal mass. Rhsearch Workplan #2 is intended to
determine the pre-analytical variables and qualitgerum integrity of samples taken under the Uk€aging trial; it is intended to provide the
preliminary data required to justify a larger asédyof samples taken from this trial. For the agaaitk of doubt University College London
will be the custodians of the samples referrechtBésearch Workplan #2. No rights of ownershigespect of these samples will pass to
Ciphergen.

Location:Translational Research Laboratory and Clinical ReseCentre, Institute for Women’s Health, UCL

UCL ResearchersDr. lan Jacobs and Dr. Usha Menon.

Ciphergen Researcherdr. Eric Fung.

Monetary or Inkind Contributions Ciphergen will contribute cash and in-kind suppas outlined in the budget in Schedulentl clause 3.2
of this Agreement. The values for array consumadtesestimates; Ciphergen will provide the arragsessary to complete the project.

Age 50-54 55-59 60-64 65-69 70-74
No. of women 20 20 20 20 20
2001 sample 20 20 20 20 20
2002 sample 20 20 20 20 20
2003 sample 20 20 20 20 20
Total samples/assay 60 60 60 60 60

Samples will be chosen randomly to include repriegime samples from various collecting instituti@ time in transit to the central
repository.

Analysis: Proteomic studies will provide spectral data setslata analysis to identify consistent featurethé‘normal’ proteomic pattern in
healthy postmenopausal women (sample set |a) amatigas in the ‘normal’ proteomic pattern whicleattributable to age, increasing years
post menopause and use of hormone replacemenpyh@eb groups of sample set la). Once the ‘norsedim proteomic pattern has been
characterised, further analysis will document thenges in the proteomic pattern over time in ttneessvomen (serial samples in set la from
2001, 2002 and 2003). As the time (hours) betwesrepuncture and serum separation UKCTOCS is wellmented (range 2 hours — 56
hours it will also be possible to assess the imphtis variable. In addition the performance atle proteomic technology in terms of
intraassay and interassay variability for speqieslks identified as consistent features in thentadrSELDI pattern will be assessed based on
replicate analysis of these samples.
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SCHEDULE 3
Agreed Licence Terms

e

ucL biomedica

N

Licence agreement

THIS AGREEMENT is made the 2% day of September 2005.

BETWEEN:

Q) UCL BIOMEDICA PLC, (the ‘Owner’) a company incormed in England and Wales under company registrationber
02776963 whose principal place of business is atf@ifance Division, University College London, Gavi&treet, London
WCL1E 6BT, UK anc

2 CIPHERGEN BIOSYSTEMS, INC., (the ‘Licensee’) a D&lre corporation having its principal place of Imgsis at 6611
Dumbarton Circle, Fremont, California 94555, U.{

RECITALS:

(1) The Owner is the registered proprietor of, or ayapit for, the Patents and possesses related Resiitellectual Propert)

2 The Owner is willing to grant to the Licensee, dmel Licensee is willing to accept, a licence urtlerPatents and a licence

to use the Resulting Intellectual Property, in adaace with the provisions of this Agreeme
IT IS AGREED as follows:
1. Definitions
In this Agreement, the following words shall hakie following meanings:
‘Analyte Specific Reagents’ means any antibodies, both polyclonal and monotlespacific receptor proteins, protein ligands,
nucleic acid sequences, and similar reagents wthicbugh specific binding or chemical reaction

with substances in a specimi
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‘Biomarker’

‘Collaborative Research Agreement’

‘Commencement D¢’

‘Disposable Component’

‘Diagnostics’

are intended for use in a diagnostic applicatiaridentification and quantification of an
individual chemical substance or ligand in biol@jispecimen

means a substance or characteristic that, measucedtain absolute or relative amounts in blood,
other body fluids, or tissues may suggest or deelinwith a certain biological, pathogenic, and/or
pharmacological process. Examples of known Bionrauked for the purpose of diagnosing
cancer include CA 125 (ovarian cancer), CA 15-24bt cancer), CEA (ovarian, lung, breast,
pancreas, and Gl tract cancers), and PSA (prostateer).

Means the Collaborative Research Agreement betWaarersity College London, UCL
BioMedica Plc and Ciphergen Biosystems, Inc da&eptember 200!

1 October 200&

means any item that is either a General PurposgeRéar an Analyte Specific Reagent and
specifically excluding any capital equipment ortgaifre of any kind. Such capital equipment or

software includes, any ProteinChip® Systems, Pn@ip® Software, Biomarker Patterfié

Software, CiphergenExpre8¥ Software and any software that embodies a claatific
algorithm that is used in performing a Diagnostast

means any product or service that is optimizedfarcific biomarker or biomarker pattern
detection or otherwise optimized to perform a dfieaissay, purification or separation process
including, without limitation, for diagnostic oreéhanostic purposes including, without limitation,
for purposes of diagnosis of disease, prognosiisefase, prognosis of treatment, monitoring of
disease and monitoring of treatment. “Theranostieans a diagnostic test intended to predict the
utility of a therapeutic regimen in managing a déind, by way of example but not of limitation,
for disease risk prediction, disease diagnosigadis prognosis, patient stratificati
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‘Diagnostic Te¢

‘Diagnostic Test Kit’

‘General Purpose Reagent’

‘a Group Company

therapeutic stratification and monitoring therajetgsponse
means any test method performed for Diagnosticquep’

means a collection of Disposable Components witruictions for performing one or more
Diagnostic Test, which collection is approved falesby the relevant government regulatory
agency in the jurisdiction of sal

means any chemical reagent that has general lalppigbplication, that is used to collect, prep
and examine specimens from the human body for dstgnpurposes, and that is not labelled or
otherwise intended for a specific diagnostic aggian. It may be either an individual substance,
or multiple substances reformulated, which, whemlgimed with or used in conjunction with an
appropriate Analyte Specific Reagent and other &dfurpose Reagents, is part of a diagnostic
test procedure or system constituting a finishedtio diagnostic (IVD) test. General Purpose
Reagents are appropriate for combining with on@orre than one Analyte Specific Reagent in
producing such systems and include labware or dage constituents of tests; but they do not
include laboratory machinery, automated or powsseems. General Purpose Reagents include
cytological preservatives, decalcifying reagentgtives and adhesives, tissue processing
reagents, isotonic solutions and pH buffers. Re@gesed in tests for more than one (1) indivic
chemical substance or ligand are General PurpoageRés [e.g., Thermus aquaticus (TAQ)
polymerase, substrates for enzyme immunoassay |E

any undertaking which is, on or after the Commera@rDate of this Agreement, a subsidiary
undertaking of the Licensee
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‘Issued Licensed Pate’

‘Laboratory’

‘Licensed Field’

‘Licensed Products’

‘Licensed Technolog

‘Medical Implement’

‘Net Receipts’

parent undertaking of the Licensee or a subsidiadertaking of a parent undertaking of the
Licensee, as those terms are defined in sectioroR& Companies Act 198

means Licensed Patents that have issued and ¢habin any manner still pendir

The laboratory of the ‘Principal Investigator’ (Ressor lan Jacobs) within University College
Londor’'s Department of Gynaecological Oncolo

The research, development and commercializatidricginsed Products for Diagnostics and
Therapeutics for cance

Any and all processes, products and services peaktsold or otherwise supplied by the Licensee
or a Group Company of Licensee or its sub-licenard,which Licensed Products or the use of
such Licensed Products are within any Valid Clafrthe Licensed Patents in the jurisdiction in
which such Licensed Products are sold. A Licensedutt may include, without limitation a
Diagnostic Test Kit, a Diagnostic Test, a Medicaplement or a Therapeut

means Resulting Intellectual Property and LicerRagnts

means a medical implement used in the deliveryT™ierapeutic or in Theranostic or Diagnostic
applications, and which may include, specializeabps, catheters, imaging equipment, or similar
process

The amounts received by the Licensee or its Groupganies from the grant of sub-licences
under the Licensed Patents, less any Value Addgdmather sales tax, based on the timing of
cash received and irrespective of whether the atsauay be immediately recognized as revenue
or must be treated as deferred under the accoupttingiples generally accepted
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‘Net Sales Value’

the United States of America. Net Receipts shdlimdude any (a) up-front non-recurring
payments, (b) annual and/or milestone paymentg@raimounts received by Licensee or its
Group Companies from a sub-licensee in consideraticonducting research or development
work.

The gross revenue (as recognized under accountimgjgdes generally accepted in the United
States of America), which has been actually catle¢in the form of cash or equivalent) by the
Licensee or its Group Companies on direct saléscainsed Products to independent third parties
in arm’s length transactions exclusively for momeywhere the sale is not at arm’s length, the
price that would have been so invoiced if it hadrbat arm’s length, after deduction of normal
trade discounts actually granted and any creditsallg given, and, provided the amounts are
separately charged on the relevant invoice anysaifgpackaging, insurance, carriage and freight,
any value added tax or other sales tax, and angringpities or similar applicable government
levies.

Notwithstanding the abowv:

Transfer or provision of a product or service by Licensee to a Group company for later sale,
use or further licensing by such Group CompanytHeruse, consumption by or benefit of an end
customer shall not be considered a sale for thegserof calculating Net Sales Value; and in the
case of such a transfer, the only amount to beidted in the calculation of Net Sales Value shall
be the net sales price (calculated in accordantteexclusions and exceptions analogous to those
set forth herein with respect to determining NdeS&alue) received by the Group Company
from its end customer for such product or service]

The following types of transfers or provision ofygsroduct or service, and any associated
consideration received therefore, shall not beuitet! in Net Sales Value: (a) transfers for the
assurance of product testing or control, (b) proomai
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‘Partie’

‘Licensed Patents’

‘Project’

‘Resulting Intellectual Proper

‘SELDI

‘Territory'

‘Therapeutic’

‘Valid Clain”

distribution to potential users, provided that theensee shall use reasonable commercial efforts
to limit distribution of Licensed Products for protional purposes to no more than 25% (twenty-
five percent) of the total volume of Licensed Pradwsold during any calendar year during the
term of this Agreement, (c) distribution to resdes by or on behalf of the Licensee or any of its
Group Companies or (4) disclosure or dissemindtiombtaining regulatory approva

The Owner and the Licensee, & Party shall mean either of ther

Any and all of the patents and patent applicatiefsrred to in Schedule 1, including any
continuations, continuations in part, extensioassues, divisions, and any patents, suppleme
protection certificates and similar rights that based on or derive priority from the foregoi

the programme of work described in Schedule 3psnaed from time to time in accordance v
clause 10.9 of the Collaborative Research Agreer

has the meaning given such term in Clause 1 o€tilaborative Research Agreeme

Surface Enhanced Laser Desorption/lonization, tfosh in Recital B of the Collaborative
Research Agreemer

The World.

means any drug, pharmaceutical, protein, polypeppéptide, nucleic acid, small molecule, gene
therapy, vaccine, other substance or processshesteid for the treatment of a disease or health
condition.

A claim of a patent or patent application that hasexpired o
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been held invalid or unenforceable by a court @hpetent jurisdiction in a final and non-
appealable judgemer

2. Grant of rights

2.1

2.2

2.3

Licences

The Owner hereby grants to the Licensee, subjabtetprovisions of this Agreement, an exclusiverice, with the right to sub-
license, subject to clause 2.3 below, under therised Technology to develop, manufacture, use,aftdt for sale and/or
import Licensed Product(s) and any improvementetteeror have done any of these on its behalf aneraise exploit the
Licensed Technology, but only in the Licensed Firlthe Territory.

Formal licences

The Parties shall execute such formal licencesashma necessary or appropriate for registratioh ®Ratent Offices and other
relevant authorities in particular territories.the event of any conflict in meaning between arghdicence and the provisions
of this Agreement, the provisions of this Agreemsmll prevail wherever possible. Prior to the exien of the formal licence
(s) (if any) referred to in clause 2.2, the Parsiesll so far as possible have the same right®hhgations towards one another
as if such licence(s) had been granted. The Pattigls use reasonable endeavours to ensure thhag gxtent permitted by
relevant authorities, this Agreement shall not fgrant of any public recort

Sub-licensing
The Licensee shall be entitled to grant sub-licerufats rights under this Agreement to any pergoayided that:

2.3.1 the royalties and other consideration providedridhe sub-licence shall be at an amount or ratielwis not less than
the amount or rate applicable to direct sales bliensing, as appropriate, provided for in thigégment;

2.3.2 the sub-licence shall include obligations on thie-lizensee which are equivalent to the obligationshenLicensee und
this Agreement;

2.3.3 the Licensee shall not undertake any obligationsymant to any sub-licence granted by the Licenseeumder which, in
the Licensee’s reasonable judgment, would be deemeédly onerous by the Owner;

2.3.4 within 60 days of the grant of any sub-licenceltinsee shall provide to the Owner a true copiy; @ind

2.3.5 the Licensee shall be responsible for any breatcheoub-licence by the sub-licensee, as if thadiréad been that of
the Licensee under this Agreement, and the Licensee
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2.3.6

2.4

2.5

2.6

shall indemnify the Owner against any loss, damagests, claims or expenses which are awarded stgaisuffered by the
Owner as a result of any such breach by the sendiee.

Any sublicence granted by the Licensee as partsoibdicence agreement made between the Licenseg sutalicensee in
accordance with the provisions of this Clause 238ilflicence Agreement") shall survive the termioatbf this Agreement
as a direct licence between the Owner and thecarigee subject to the provisions of such sublicagoeement and the

following conditions:

€)) at the time of such termination the sublicense®tdn breach of any material provision of its scbhse agreement
with the Licensee and none of the situations retkto in Clause 8.2.2(b) of this Agreement appbethe
sublicensee; and

(b)  within 60 days of receiving notice of the terminatiof this Agreement, the sublicensee notifiesQlaer in writing
that it wishes the sublicence agreement to coniimeéfect in accordance with the terms thereof andertakes to tt
Owner to comply with the sublicensee’s obligationder such sublicence agreement.

Reservation of rights

The Owner reserves the non-exclusive right to hed.icensed Technology in the Licensed Field sdletthe purposes of
academic research and teaching.

No other licence

It is acknowledged and agreed that no licencedsted by the Owner to the Licensee other thani¢dbade(s) expressly granted
by the provisions of this clause 2.

Quality

The Licensee shall ensure that all of the Licermdlucts sold by it and its sub-licensees aretgffaatory quality and comply
with all applicable laws and regulations in eacht phthe Territory.
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3. Confidential information

3.1

3.2

3.3

Responsibility for development of Licensed Products
The Licensee shall be exclusively responsibleHertechnical and commercial development and maturiaof Licensed

Products and for incorporating any modificationslevelopments thereto that may be necessary aabésiand for all License
Products sold or supplied, and accordingly the hsee shall indemnify the Owner in accordance vhighterms of clause 7.3.

Confidentiality obligations

Each Party (‘Receiving Party’) undertakes:

3.2.1 to maintain as secret and confidential all Resgltirtellectual Property and other technical, séfiendr commercial
information (collectively “Confidential Informatidhobtained directly or indirectly from the otheat®y (‘Disclosing
Party”) in the course of or in anticipation of tligreement and to respect the Disclosing Partglstsi therein,

3.2.2 to use the same exclusively for the purposes sfAlgreement, and

3.2.3 to disclose the same only to those of its Group ames, employees, contractors and sub-licenseeaant to this
Agreement (if any) to whom and to the extent thighsdisclosure is reasonably necessary for theosepof this
Agreement provided that any such recipients aretddny obligations of non-use and confidentialityegtst as stringent
as those contained herein.

Exceptions to obligations

The provisions of clause 3.2 shall not apply to fidamtial Information which the Receiving Party cd@monstrate by
reasonable, written evidence:

3.3.1 was, prior to its receipt by the Receiving Parpnirthe Disclosing Party, in the possession of teeeving Party and at
its free disposal; or

3.3.2 is subsequently disclosed to the Receiving Partigaut any obligations of confidence by a third pavho has not
derived it directly or indirectly from the Disclogj Party; or

3.3.3 is or becomes generally available to the publioulh no act or default of the Receiving Party ®aijents, employees,
Group Company or sub-licensees; or

3.3.4 the Receiving Party is required to disclose todiierts of any competent jurisdiction, or to any gmment regulatory
agency or financial authority, provided that thee&weing Party shall:

€)) inform the Disclosing Party as soon as is reasgnaalcticable, and

31




(b) at the Disclosing Party’s request use reasonafdeteto seek to persuade the court, agency owostigho have
the information treated in a confidential mannehngve this is possible under the court, agency throaity’s
procedures; or

3.3.5 inthe case of information disclosed by the Owoeht Licensee, is disclosed to actual or potentiatomers for
Licensed Products in so far as such disclosuresisanably necessary to promote the sale or use@ided Products,
provided that the customers sign a written confiiddity undertaking substantially similar to clags&?2 and 3.3.

3.4  Disclosure to employees

The Receiving Party shall procure that all of it®@ Companies, employees, contractors and subskss pursuant to this
Agreement (if any) who have access to any of theelbsing Partys information to which clause 3.2 applies, shalisde awar
of these obligations and shall have entered inttiemrundertakings of confidentiality substantiaiynilar to clauses 3.2 and 3.3
and which apply to the Disclosing Party’s infornoati

4. Payments
4.1 Royalties. Subject to This Agreement, the Licensee shallrpgglties to the Owner as follows:

4.1.1 Sale of Diagnostic Test Kitdf the Licensee or its Group Company sells toiatparty a Diagnostic Test Kit that is a
Licensed Product covered by an Issued LicensedhRdten the Licensee shall pay to the Owner a][p#&rcent
([***1%) royalty on Net Sales Value of such DiagrimsTest Kits.

4.1.2 Sale of Disposable Components for Inclusion in D@glic Test Kits If (i) the Licensee or its Group Company sells,
either directly or indirectly, to a third party abysposable Component, (ii) such third party, parguo any necessary
sublicense from the Licensee or its Group Comparteuan Issued Licensed Patent, includes such Bagpe
Component in a Diagnostic Test Kit for sale, aiiijl §uch Diagnostic Test Kit is a Licensed Prodemyered by an Issu
Licensed Patent, then the Licensee shall pay t@theer a [***] percent ([***]%) royalty on Net SakValue of such
Disposable Components.

4.2.3 Sale of Disposable Components for use in performailjagnostic Test, but not for inclusion in a Diagtic Test Kit

offered for sale.If (i) the Licensee or its Group Company sellghei directly or indirectly, to a third party any
Disposable Component, (ii) such third party doesimdude such Disposable Component in a Diagndsit Kit for
sale, but instead uses such Disposable Componeetforming a Diagnostic Test as part of a serfacea fee, (i) such
third party has obtained any necessary sublicense

*** Confidential treatment request pursuant to guest for confidential treatment filed with the 8eties and Exchange Commission.
Omitted portions have been filed separately with@ommission.
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to perform such Diagnostic Test from the LicenseigsoGroup Company under an Issued Licensed Raiedt(iv) such
Diagnostic Test is a Licensed Product covered bigsued Licensed Patent, then the Licensee shatiophe Owner a
[***] percent ([***]%) royalty on Net Sales Value fosuch Disposable Components.

4.2.4 Grant of a sublicense to manufacture and sell grdistic Test Kit with no associated sale of Disptess&omponentdf
(i) the Licensee or its Group Company grants toira tparty a sublicense to manufacture and seibgmbstic Test Kit,
(i) such Diagnostic Test Kit is a Licensed Prodemtered by an Issued Licensed Patent, and (iih@ethe Licensee n
any of its Group Companies sells either directlyndirectly to such third party any Disposable Caments that are sold
as part of such Diagnostic Test Kit, then the Lgmmnshall pay to the Owner [***] percent ([***]%) ¢the Net Receipts
for such sublicense.

4.2.5 Grant of a sublicense to perform a Diagnostic Vet no Associated Sale of Diagnostic Test Kit¥isposable
Components If: (i) the Licensee or its Group Company grawots third party a sublicense to sell a servicelving the
performance of a Diagnostic Test, (ii) such DiadiwoBest is a Licensed Product covered by an Istimzhsed Patent,
and (iii) neither the Licensee nor any of its Gragmpanies sells either directly or indirectly tis third party any
Diagnostic Test Kits or Disposable Components && i the performance of such Diagnostic Test, therLicensee
shall pay to the Owner [***] percent ([***]%) of th Net Receipts for such sublicense.

4.2.6 Performance of Diagnostic Test by the LicenseésoGroup Companylf the Licensee or its Group Company sells a
service involving the performance of a Diagnostsil which Diagnostic Test is a Licensed Produeered by an Issue
Licensed Patent, then the Licensee shall pay t@theer [***] ([***]%) on Net Sales Value of such Rignostic Test

4.2.7 Grant of sublicense to commercialise a TherapeutMedical Implement If the Licensee or its Group Company grants
to a third party a sublicense to commercialise erdpeutic or a Medical Implement that is a LicenBeatluct covered t
an Issued Licensed Patent, then the Licenseesnalio the Owner [***] percent ([***]%) of the NeReceipts for such
sublicense.

*** Confidential treatment request pursuant to guest for confidential treatment filed with the 8eties and Exchange Commission.
Omitted portions have been filed separately with@mmission.
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4.2.8 Exclusions and Limitations

(@)

(b)

No Royalties on Software or Capital Equipmeht no case shall Licensee or its Group Companyyt@aCL
Biomedica any royalties or other fees for the sédleapital equipment or software, including withdiatitation:
ProteinChip® Readers, ProteinChip® Software, BidmaPatterndM software, CiphergenExpre$¥ Software and
any software that embodies a classification alborithat is used in performing a Diagnostic Tese il amounts
received in connection with periodic deliveried$posable Components or Diagnostic Test Kits uad&eagent
Rental Plan” (a method for customers to pay foitehpquipment or software over a series of ped@nortized
payments in connection with periodic shipmentspafcialized Diagnostic Test Kits or Disposable Congrts that are
used on or in connection with the capital equipnaert software ¥hall not be used in determining Net Sales. Instiex
determining Net Sales of such Diagnostic Test KitDisposable Components, the full amounts receiivednnection
with periodic deliveries under a “Reagent RentahPkhall be adjusted so as to deduct the amortiastiof software
and capital equipment that have been allocatedyaigth the true charges for such Diagnostic Tes$ Ki Disposable
Components in the Reagent Rental Plan. Ultimabtédy,Sales of Diagnostic Test Kits or Disposable gonents
should reflect only those amounts actually attalbig to such products, as if such products werk@ola stand-alone
basis.

No Royalties on Licenses to Patents or LicensedrPathat are Not Issued Licensed Patents

() In no case shall Licensee or its Group Compaeny to UCL Biomedica any royalties for the grantdicense to any
patent that is not an Issued Licensed Patent.xample, but not by way of limitation, any considera received for a
license grant under a Baylor University-owned SElpBlent or a Licensee-owned Retentate Chromatogaaient
shall not trigger any royalty obligation to UCL Biedica, even if such grant may be necessary imthaufacture, sale
or use of any Diagnostic Test Kit or in the perfarme of any Diagnostic Test.

(i) In no case shall Licensee or its Group Comppay UCL Biomedica any royalties for the grant ditanse to any
Licensed Patent that is not an Issued LicensechP&etwithstanding the above, once there is amedd.icensed
Patent in a given country or jurisdiction, the Lrisee shall pay royalties to UCL Biomedica on safddcensed
Products in such country or jurisdiction (i) retcteely on a lump sum basis from the date of fa@tnmercial sale of
such
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Licensed Products, if any, through the date ofdese of such Issued Licensed Patent Patent (“LéckRaitent Issue
Date”) and (ii) on a prospective basis, in accocganith this clause 4.2. Licensee shall make satbactive payment
in accordance with subclause (i) above within &y} days after such Licensed Patent Issue DafgheZgen shall use
take reasonable steps to ensure that its patensebprosecute Licensed Patents in a diligent nranne

(c) No Royalty owed on Revenue Received in Exchang@éoformance of Product or Service Developmentand/
Marketing Activities. Under no circumstances shall Licensee or its @@ompanies be liable to UCL Biomedica for
royalties on revenue received in considerationrofipct or service development and/or marketing/aies.

(d) One Royalty Per Transactioi®nly one royalty shall be due and payable to BBkimedica by the Licensee on the ¢
of any product or service subject to a royalty urtles Agreement regardless of the number of LiedrBatents or
Licensed Patent claims that may cover any suchygtant service, its manufacture and/or use. Moreaf/the
performance of any service that triggers a royladiseunder requires the use of a product, the $alioh triggers a
royalty hereunder, only the one royalty of highatue among the two royalties triggered shall beahgpayable to
UCL Biomedica by the Licensee.

(e) No Other Royalties OwedExcept as explicitly set forth herein, neithex thicensee nor its Group Companies shall pay
to UCL Biomedica any royalties under this Agreement

4.3 Combination Products

Proportional sharing of royalties in cases of mBitmarkerbased Diagnostic Tests with multiple intellectuadpgerty owners
In the event that any royalty-bearing event hereumuvolves a Diagnostic Test that employs any Bidaars (as defined herein
below) on which royalties are owed to a third p4etyThird Party Licensor”), Net Sales (or Net Rigte from sublicensing, as
applicable) for such royaltigearing event shall be reduced to reflect the ptapoof Biomarkers on which royalties are owe
a Party hereunder (“Collaborative Research Bionrtafkeas opposed to Biomarkers on which royaltiesawved to a Third
Party Licensor (“Third Party Biomarkers”). Specé#fily, Net Sales (or Net Receipts, as applicablestxh royalty-bearing
event shall be reduced by multiplying the fractfoover A+B where “A” is
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4.4

4.5

4.6

4.7

the number of Collaborative Research Biomarker&rey by Issued Licensed Patents and “B” is the murabThird Party
Biomarkers.

In the event that, due to market conditions, thalty paid to the Owner constitutes a reductiothmreturn realised by the
Licensee such that the reduction diminishes therisee’s capability to be profitable or competitnith respect to the sale,
provision or use of any Licensed Product, the Ovageees to consider a reasonable reduction irofadty paid to the Owner
in such cases for the period during which such etazkndition exists. Factors determining the sizghe reduction will include
without limitation, the Licensee’s then-current fitrmargin on such Licensed Products.

If the Licensee or any of its Group Companies @ained to pay a royalty or royalties to any obtailicence from any third
party licensor (“Third Party Licence”) for technglpthat is not a Biomarker in connection with thamafacture, use, practice,
sale, or marketing of a Licensed Product hereuradehe Licensee’s sole discretion, the royaltigaple under this Agreement
shall be reduced by (a) the amount of royaltied paider the Third Party Licence (b) 50%or (c) royalties paid under the
Third Party Licence shall be treated as a dedwctibm when calculating Net Sales Value provided the amount of royalty
payable by the Licensee to the Owner in any semi:ainperiod shall not be reduced by more than 508eoamount which
would have been payable in the absence of thiselau

Payment terms

Royalties due under this Agreement shall be caledland paid semiannually as of Juné"2hd December 3%for the six (6)-
month period prior to such respective date and Segbaid semiannually within 60 days next follogiisuch respective date, in
respect of sales of Licensed Products made dudaly six (6)-month period and within 60 days of thenination of this
Agreement.

All sums due under this Agreement:

4.7.1 are exclusive of Value Added Tax which will be phidthe Licensee only if the Licensee is requieedd so pursuant:
applicable law;

4.7.2 shall be paid in pounds sterling by bank transfer:
Barclays Bank Plc — Bloomsbury & Tottenham Coura&®&ranch
PO Box 11345

London W12 8GG

Sort Code: 20 10 53
Account No: 30782270
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4.8

4.9

Account name: UCL BioMedica Plc
Swift Code BARCGB22

or cheque made payable to UCL BioMedica Plc artiéncase of sales or sub-licence income receiveatiéiicensee in a
currency other than pounds sterling, the royalplidbe calculated in the other currency and thenweded into equivalent
pounds sterling at the buying rate of such othereticy as quoted by Barclays Bank plc in Londoatahe close of business on
the last business day of the quarterly period wépect to which the payment is made;

4.7.3 subject to clause 1 (definition of “Net Sales Vad)ughall be made without deduction of income tax beotaxes charg
or duties that may be imposed, except insofar ed.ittensee is required to deduct the same to comipfyapplicable
laws. The Parties shall co-operate and take glbsteasonably and lawfully available to them, atékpense of the
Owner, to avoid deducting such taxes and to olstaurble taxation relief. If the Licensee is requitednake any such
deduction it shall provide the Owner with such ifiedtes or other documents as it can reasonatigiobo enable the
Owner to obtain appropriate relief from double té@of the payment in question; and

4.7.4 shall be made by the due date, failing which then@wmay charge interest on any outstanding amauatdsily basis ¢
a rate equivalent to 1% above the most favourablek®f England base rate then in force.

If at any time during the continuation of this Agneent the Licensee is prohibited from making anthefpayments required
hereunder by a governmental authority in any cquitien the Licensee will within the prescribed pdrfor making the said
payments in the appropriate manner use its bestasodrs to secure from the proper authority inréhevant country
permission to make the said payments and will ntla&m within 30 (thirty) days of receiving such pésion. If such
permission is not received within 30 (thirty) dafghe Licensee making a request for such pernigsien, at the option of the
Owner, the Licensee shall deposit the royalty paymdue in the currency of the relevant countryegiin a bank account
designated by the Owner within such country or seghalty payments shall be made to an associategbany of the Owner
designated by the Owner and having offices in ghevant country designated by the Owner.

Royalty statements

The Licensee shall send to the Owner at the saneeads each royalty payment is made in accordartbecleiuse 4.2 a statement
setting out, in respect of each territory or regimmhich Licensed Products are sold, the typdsa#nsed Product sold, the
guantity of each type sold,
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and the total Net Sales Value in respect of eagh, tgxpressed both in local currency and poundingt@nd showing the
conversion rates used, during the period to whiehroyalty payment relates.

4.10 Records

4.10.1 The Licensee shall keep at its normal place ofriess detailed and up to date records and accdumtsrgy the quantit
description and value of Licensed Products sold,tand the amount of Net Receipts received by iespect of Licenst
Products, on a country by country basis, and beiffficient to ascertain the royalties due undes thijreement.

4.10.2 The Licensee shall make such records and accouailalsle, on reasonable notice but no more thare each year, for
inspection during business hours by an independwartered accountant nominated by the Owner foptipose of
verifying the accuracy of any statement or reportig by the Licensee to the Owner under this clau$@. The
accountant shall be required to keep confidenliahformation learnt during any such inspectionddo disclose to the
Owner only such details as may be necessary tatrepdhe accuracy of the Licensee’s statemengpont. The Owner
shall be responsible for the accountant’s chargéssa the accountant certifies that there is accumacy of more than
5% per cent in any royalty statement, in which dhaselicensee shall pay his charges in respedtatfibspection.

4.10.3 The Licensee shall ensure that the Owner has the sghts as those set out in this clause 4.18spact of any sub-
licensee of the Licensee which is sub-licensed utideLicensed Patents pursuant to this Agreement.

5. Commercialisation

5.1 The Licensee shall diligently proceed to develog emmmercially exploit Licensed Products to the imaxn extent
worldwide.

5.2  Without prejudice to the generality of the Licerisasbligations under clause 5.1, the Licensee girallide at least annually to
the Owner an updated, written Development Planwsigall past, current and projected activitiesetalor to be taken by the
Licensee to bring Licensed Products to market aaximise the sale of Licensed Products worldwidee Dlwner’s receipt or
approval of any such plan shall not be taken torevar qualify the Licensee’s obligations under sl6.1.
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5.3

If the Owner considers at any time during the pkdbthis Agreement that the Licensee has withegitimate reason failed to
proceed diligently to develop and commercially explicensed Products, the Owner shall so notigylticensee in writing. By
not later than 10 (ten) days after Licensee’s magfisuch notice, the parties shall commence médrdiscussions with the goal
of reaching a mutually acceptable resolution ofrttadter. If the parties have not been able to aratvsuch resolution within 3
(three) months after commencement of such negmtigtieither Party shall be entitled to refer thétendo an alternative dispt
resolution (“ADR”) process, in accordance with Saile 2.

Intellectual property

6.1

6.2

Maintain the Licensed Patents

The Licensee shall at his own cost and expensalpaypenses associated with the preparation éind ff patent applications
in accordance with clause 5.4 of the Collabora®esearch Agreement and pay all maintenance and/atfees in respect of
the Licensed Patents as and when due; providedf that Licensee wishes to abandon any patent egijidin or not to maintain
any such Licensed Patent (or to cease funding acty application or Licensed Patent) it shall giva@ths’ prior written
notice thereof to the Owner and on the expiry @hsootice period the Licensee shall cease to leadied under the patent
application or Licensed Patent identified in théice

Infringement of the Licensed Patents

6.2.1 Each Party shall inform the other Party promptliy fecomes aware of any infringement or poteititingement of an
of the Licensed Patents, and the Parties shalluttonih each other to decide the best way to redpgo such
infringement.

6.2.2 If the Parties fail to agree on a joint programrhadtion, including how the costs of any such actoe to be borne and
how any damages or other sums received from su@naare to be distributed, then the Licensee dkmkntitled to take
action in its own name against the third partytsatdle expense and it shall be entitled to allazas or other sums
received from such action, after reimbursing then@wior any reasonable expenses incurred in aggigtin such action.
The Owner may agree to be joined in any suit tomaf such rights and shall have the right to barsgply represented
by its own counsel at its own expense. If the a&teopfringement is both within and outside the hised Field, the
Parties shall also co-operate with the Owner’'srdibensees (if any) in relation to any such action
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6.3

Infringement of third party rights

6.3.1 If any warning letter or other notice of infringentés received by a Party, or legal suit or othetioa is brought against
a Party, alleging infringement of third party righi the manufacture, use or sale of any Licensedu®t, that Party she
promptly provide full details to the other Partpdahe Parties shall discuss the best way to respon

6.3.2 The Licensee shall have the right but not the albilig to defend such suit and shall have the tiglsettle with such
third party, provided that if any action or propgdsettlement involves the making of any statemexgress or implied,
concerning the validity of any Patent, the consgdénthe Owner must be obtained before taking sutibrmor making
such settlement.

7. Warranties and liability

7.1

Warranties by owner
The Owner warrants, represents and undertakedlaw$o

7.1.1 itis the absolute and unencumbered owner of therlsed Patents and has caused its directors ardyempto execute
such assignments of the Licensed Patents as magdassary to give title to the Licensed Patentseédwner; and

7.1.2 it has not done, and will not do nor agree to donduthe continuation of this Agreement, any of tbiéowing things if
to do so would be inconsistent with the exerciséhieyLicensee of the rights granted to it undes Agreement, namely:

@) grant or agree to grant any rights in the LicerRatknts or any improvements thereto; or

(b) assign, mortgage, charge or otherwise transfeioathe Licensed Patents or (subject to clause @@\ any of
its rights or obligations under this Agreement; and

(c) it is not aware that any third party owns or claeny rights in the Licensed Patents; and

(d) it is not aware (but without having carried out amyestigation other than asking the Principal btigator and
the Owner’s patent agents for their understandfrteposition) that any third party owns or claithat it owns
any rights which would be infringed by use of tHednsed Patents in accordance with the provisibtis®
Agreement.
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7.2

7.3

7.4

No other warranties

7.2.1 Each of the Licensee and the Owner acknowledgésithentering into this Agreement, it does notsdan reliance on
any representation, warranty or other provisioregx@as expressly provided in this Agreement, arydcanditions,

warranties or other terms implied by statute or emm law are excluded from this Agreement to thiefitlextent
permitted by law.

7.2.3 Without limiting the scope of clause 7.2.1, the @wdoes not give any warranty, representation detaking:

(@)
(b)

(©

(d)

()

(f)

Indemnity

as to the efficacy or usefulness of the Licensethmelogy; o1

that any of the Licensed Patents is or will bed/ali subsisting or (in the case of an applicatisifl)proceed to
grant; or

that the use of any of the Licensed Technologymhbaufacture, sale or use of the Licensed Produdtse

exercise of any of the rights granted under thises&gent will not infringe any other intellectuabperty or
other rights of any other person;

that the Resulting Intellectual Property or anyeotinformation communicated by the Owner to theehgee
under or in connection with this Agreement will guce Licensed Products of satisfactory qualityitdiof the
purpose for which the Licensee intended

as imposing any obligation on the Owner to bringmsecute actions or proceedings against thirtgsaior
infringement or to defend any action or proceediiogsevocation of any of the Licensed Patents

as imposing any liability on the Owner in the evidratt any third party supplies Licensed Productsustomers
located in the Territory

The Licensee shall indemnify the Owner againstlagy, damages, costs or expenses which are awagd@ust or incurred by
the Owner as a result of any claim concerning #&hy the Licensee or any of its sub-licenseekef.icensed Technology or
otherwise in connection with the manufacture, usgate of or any other dealing in any of the Lieah®roducts by the Licens
or its Group Companies or any of its sub-licensees.

Liability

Notwithstanding any other provision of this Agreemeao Party shall be liable to any other Partthte Agreement in contract,

tort, negligence, breach of statutory duty or othee for any loss, damage, costs or expenses ofi@ye whatsoever incurred
or suffered by that
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other Party or its Group Companies of an indireatansequential nature including without limitatiany economic loss or otf
loss of turnover, profits, business or goodwillcEdarty’s liability for direct damages hereundwalkbe limited to the total
amount of royalties paid by the Licensee to the @vat the time the event giving rise to any suahility occurs.

Duration and termination

8.1 Commencement and termination by expiry

This Agreement, and the licences granted hereusbal, come into effect on the Commencement Datie amless terminated
earlier in accordance with this clause 8, shaltioor in force on a country by country basis uthid later of:

8.1.1 The date of expiration of the last to expire patealtuded within the Issued Licensed Patents imeach country, ¢

8.2.2 The tenth anniversary of the Commencement C
and on such date the licences granted hereunderegipect to the affected country shall terminateraatically.

8.2  Early termination
8.2.1 The Licensee may terminate this Agreement at ang tn 90 days’ prior notice in writing to the Owner

8.2.2 Without prejudice to any other right or remedyheitParty may terminate this Agreement at any tignaotice in
writing to the other Party (‘Other Party’), suchtice to take effect as specified in the notice:

@ if the Other Party is in breach of any materialsimn of this Agreement and, in the case of a thiezpable of
remedy within 90 days, the breach is not remediitblinvo0 days of the Other Party receiving notipeafying
the breach and requiring its remedy; or

(b) if the Other Party becomes insolvent, or if an ofidenade or a resolution is passed for the windip@f the
Other Party (other than voluntarily for the purpo$solvent amalgamation or reconstruction), @rif
administrator, administrative receiver or receigesippointed in respect of the whole or any pathefOther
Party’s assets or business, or if the Other Paaiyem any composition with its creditors or takesudfers any
similar or analogous action in consequence of debt.
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9.

8.3

8.2.3 The Owner may forthwith terminate this Agreemengbying written notice to the Licensee if the Lisee or its
Affiliate or sub-licensee commences legal procegslior assists any third party to commence legaigedings, to
challenge the validity of any of the Licensed Ptten

Consequences of termination

8.3.1 Upon termination of this Agreement by expiry undietuse 8.1 above, the Licensee shall have the xcosive right to
use the Resulting Intellectual Property withoutrglesor other obligation to the Owner.

8.3.2 Upon termination of this Agreement for any reason:

(@) the Licensee and its sub-licensees shall be ahtitlsell, use or otherwise dispose of (subjepiatgment of
royalties under clause 4) any unsold or unusedstotthe Licensed Products for a period of 1 (orea)y
following the date of termination;

(b) subject to clauses 8.1 and 8.3.1 above, the Lieesisall no longer be licensed to use or otherwiptoé in any
way, either directly or indirectly, the Licensedds, in so far and for as long as any of thehiseel Patents
remains in force or the Resulting Intellectual Rntyp;

(c) subject to paragraph 8.3.1 above, the Licenseéabradent to the cancellation of any formal licegcanted to it,
or of any registration of it in any register, ifat&on to any of the Licensed Patents; and

(d) Except as provided in this clause 8.3.2 and 8.8d38&3.4, and except in respect of any rightsieat have
accrued prior to termination of this Agreementtimei Party shall be under any further obligatiothi® other.

General

9.1

9.2

Force majeure

Neither Party shall have any liability or be deert®e in breach of this Agreement for any delayfibures in
performance of this Agreement which result froncemstances beyond the reasonable control of that, racluding
without limitation labour disputes involving thaa®y. The Party affected by such circumstanced phainptly notify the
other Party in writing when such circumstances eaudelay or failure in performance and when thease to do st
Amendment

This Agreement may only be amended in writing sigbg duly authorised representatives of the Owndrthe
Licensee
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9.3

9.4

9.5

9.6

9.7

Assignment and third party rights

9.3.1 Subject to clause 9.3.2 below, neither Party sksalign, mortgage, charge or otherwise transferighis or obligations
under this Agreement, nor any of the Licensed Rsatenrights under the Licensed Patents, withoaitpttior written
consent of the other Party, which consent shallnotasonably be with held.

9.3.2 Either Party may assign all [or part] of its rigltsd obligations under this Agreement together wathights in the
Licensed Patents to a wholly-owned subsidiary oingaship of which such Party is the general partmeny company
to which it transfers all [or part] of its assetsboisiness, PROVIDED that the assignee undertakegwetother Party to be
bound by and perform the obligations of the assigimaler this Agreement. However a Party shall meehsuch a right
assign this Agreement if it is insolvent or anyesthircumstance described in clause 8.2.2(b) appdiét.

Waiver

No failure or delay on the part of either Partyei@rcise any right or remedy under this Agreemkeall $e construed or operate

as a waiver thereof, nor shall any single or pbetk@rcise of any right or remedy preclude thehfartexercise of such right or

remedy.

Invalid clause

If any provision or part of this Agreement is heddbe invalid, amendments to this Agreement masnbde by the addition or

deletion of wording as appropriate to remove thalid part or provision but otherwise retain theypsion and the other

provisions of this Agreement to the maximum exgarmissible under applicable law.

No agency

Neither Party shall act or describe itself as tipend of the other, nor shall it make or represkat it has authority to make any
commitments on the other’s behalf.

Interpretation
In this Agreement:
9.7.1 the headings are used for convenience only antirsbtzffect its interpretation;

9.7.2 references to persons shall include incorporatelduamcorporated persons; references to the sinqudaude the plural
andvice versg and references to the masculine include the fievain

9.7.3 references to clauses and Schedules mean clayseslafchedules to, this Agreement; and

44




9.8

9.9

9.10

9.11

9.7.4 references to the grant of ‘exclusive’ rights siadlan that the person granting the rights shatheegrant the same
rights (in the same Licensed Field and Territooyany other person, nor exercise those rights tiirex the extent that
and for as long as the Licensed Products are withlid Claims of unexpired Licensed Patents.

Notices

9.8.1 Any notice to be given under this Agreement shalirbwriting and shall be sent by express counigraysonal delivery,
first class mail or air mail, or by fax (confirmég first class mail or air mail) to the addresshe relevant Party set ou
the head of this Agreement, or to the relevantfamber set out below, or such other address ondiaxber as that Party
may from time to time notify to the other Partyaiocordance with this clause 9.8. The fax numbetbeoParties are as
follows: Owner +44 (0) 20 7679 9838; Licensee 508.2101, attention President Diagnostics Division.

9.8.2 Notices sent as above shall be deemed to haverbeeived on the date delivered if sent via expcessier or otherwise
delivered personally, three working days afterdhg of posting (in the case of inland first clasaljnor seven working
days after the date of posting (in the case afnaii), or on the next working day after transmissfm the case of fax
messages, but only if a transmission report is ig¢eé by the sender’s fax machine recording a ngesfsam the
recipient’s fax machine, confirming that the faxsngent to the number indicated above and confirrtiagall pages
were successfully transmitted).

Law and Jurisdiction

The validity, construction and performance of thggeement shall be governed by English law and $leasubject to the
exclusive jurisdiction of the English courts to wiithe parties hereby submit, except that a Paaty seek an interim injunctic
in any court of competent jurisdiction.

Further action

Each Party agrees to execute, acknowledge ancedslich further instruments, and do all furtherilsinacts, as may be
necessary or appropriate to carry out the purpasdsntent of this Agreement.

Announcements
Neither Party shall make any press or other pwitouncement concerning any aspect of this Agreermemake any use of
the name of the other Party in connection withnoransequence of this Agreement, without the pridtten consent of the oth

Party.
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9.12 Entire agreement

This Agreement, including its Schedules, sets loaitentire agreement between the Parties relatifig $object matter and
supersedes all prior oral or written agreementsngements or understandings between them relatisgch subject matter.
The Parties acknowledge that they are not relymgroy representation, agreement, term or conditioich is not set out in this
Agreement.

10. Third parties
This Agreement does not create any right enforeghplany person who is not a party to it (‘'ThirdtPaunder the Contracts (Rights of
Third Parties) Act 1999, but this clause does fil@icaany right or remedy of a Third Party whichisx or is available apart from that
Act.

AGREED by the Parties through their authorised signatories

For and on behalf of UCL Biomedica | For and on behalf of Ciphergen Biosystems,
signed signed

print name print name

title title

date date
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Schedule 1
The Licensed Patents
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Schedule 2

Alternative Dispute Resolution

Alternative Dispute ResolutionFor any and all claims, disputes, or controversigsing under, out of, or in connection with tAgreement,
including any dispute relating to patent validityimfringement, which the Parties shall be unablessolve within sixty (60) days, the Party
raising such dispute shall promptly advise the oHaaty of such claim, dispute or controversy inrding that describes in reasonable detail
the nature of such dispute. By not later than 1€) business days after the recipient has receiueld notice of dispute, each Party shall have
selected for itself a representative who shall hheeauthority to bind each such Party and shalitexhally have advised the other Party in
writing of the name and title of such represen&atBy not later than twenty (20) business days #fiee date of such notice of dispute, such
representatives shall select a mutually agreed umapendent expert schedule a date for engagiag DR process. Thereafter, the
representatives of the Parties shall engage in fggthdin an ADR process. If the representativethefParties have not been able to resolve
the dispute within thirty (30) business days affter termination of the ADR, the Parties shall htaeeright to pursue any other remedies
legally available to resolve such dispute in thglish courts, to whose jurisdiction for such pur®ghe Owner and the Licensee each
irrevocably consents and submits. Notwithstandiregforegoing, nothing in this Schedule 2 shall tiestrued to waive any rights or timely
performance of any obligations existing under &igeement. The costs of such ADR process shalbiecbequally by the Parties.
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SCEHDULE 4
Material Transfer Agreement

UNIVERSITY COLLEGE LONDON

S
.-

Gower Street London WCI1E 6BT

MATERIAL TRANSFER AGREEMENT
UNIVERSITY COLLEGE LONDON has collected and/or developed the materials kresvifinsert description of materials below
[To be completed] (“Materials”)
Providing University College London Scientist idnéert name and department

Professor lan Jacobs Department of Gynaecologinablogy
(the “Provider”)

Company Scientist is:lfisert nam@

[To be completed]
(the “Company Scientist”)

The Company Scientist is an employee dfisert company name and full addrgss
Ciphergen Biosystems, Inc. a Delaware corporat@riy its principal place of business at
6611 Dumbarton Circle, Fremont, California 94555514
(the “Company”)

The Company wishes to acquire a sample of the Mdgedfor academic research relating tingert
description of academic research for which Mategiate to be usejl

The “Project” as defined in clause 1 of the Colialive Research Agreement between UCL,
UCL BioMedica Plc and Ciphergen Biosystems, In@dat 2005

(the “Collaborative Research Agreement”)
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UCL is willing to provide a sample of the Materidds the Project Period (the “Term”) as definecciause 2.1 of the Collaborative Research
Agreement on the Terms and Conditions shown ovigplesided the Company agrees to comply with thbsens and Condition:

Standard Terms and Conditions for Release of Mateéils

UCL represents and warrants to Company that, tbése of its knowledge (a) the Materials have bagained by UCL in accordance with
all applicable laws, rules and regulations, (b) U@ABs all necessary rights to transfer and dispoffeedflaterials as contemplated
herein and (c) the transfer, shipment and delieéthe Materials to Company shall be made in sugtaaner and by such means as to
ensure the biological and/or chemical integritgtaf Materials and the safety of Comp’s employees, agents and contract

Company shall keep the Materials secure at the @agip laboratory and ensure that access to therlkstés restricted to the Company
Scientist and his authorised co-workers. In thisekgnent “the Materialsshall include any and all materials, documentsiafaimation
that UCL may provide to the Company under or inrmantion with this Agreement, and any derivativestipns, progeny or
improvements

The Company shall use the Materials only for th@dt and not for any other purpose even if thagpgses are being pursued in the
Compan’s laboratory without the prior written consent aZl

The Company shall not supply the Materials to aagypother than its Group Companies (as defindtlénCollaborative Research
Agreement)

The Term may be extended with the written agreeroktite parties

The Company shall acknowledge UCL as the sourtleeomaterials in any publication that mentions th&he Company shall send UCL a
copy of any reports or publications which descrilzek carried out using the Materials, and UCL shallentitled to use all such reports
and publications subject to the provisions of tlil@borative Research Agreeme

The Materials and any copies thereof made by thiémossession of or under the control of the Comparrsuant to this Agreement shall
remain under the custody of UCL and shall be imiuedl returned or if UCL so requires, destroyedyjted that UCL acknowledges
and understands that (a) the Materials may begtlgrtir totally damaged, destroyed, consumed oemtfse rendered unusable for any

other purpose in the course of the Project an€@mpany may not be able to return some or all ®frditeived Materials upon
completion of the Projec

on termination of this Agreement, a
in the event that the Company is in breach of drpe conditions of this Agreement, a

at any other time on request of UCL and requestaaydcopies thereof made by or in
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possession of or under the control of the Compamgyant to this Agreement. If UCL so dictates thetdvlial should be
destroyed under the circumstances that might ariger this Clause |

UCL shall at all times remain the custodian of th&terials and which will not be removed from therany’s address. No licence under i
UCL intellectual property is granted or implied thys Agreement

In the event that the Company makes or observes@amydiscovery, improvement or invention (“Invemtiprelating to the Materials or as a
direct result of the Project then the Company luilhg this to the attention of UCL and such Inventshall be subject to the provisions
of the Collaborative Research Agreem:

The Company shall use the Materials in accordaritteg@od laboratory practice and the highest stedwlaf skill and care and shall ensure
compliance with any applicable laws and regulatigmgerning the transportation, keeping or use ef\faterials

The Company shall reimburse UCL for any reasonshigping and related costs that may be incurrechvpineparing and sending the
Materials to the Compan

The Materials are experimental in nature and, slbgeUCL’s representations and warranties sehfakiove, UCL makes no representation
and gives no warranty or undertaking, in relatiothiem. As examples, but without limiting the fopety, UCL give no warranty

that use of the Materials will not infringe any @att, copyright, trade mark or other right ownedaby third party; o

that the Materials are of merchantable or satisfgajuality or fit for any particular purpose, haween developed with
reasonable care and skill or tested, for the pasehpathogens or otherwise, or are viable, safapr-toxic.

UCL shall have no liability to the Company, whethecontract, tort or otherwise, in relation to theply of the Materials to the Company or
their use or keeping by the Company Scientist ardfonpany or by any other person, or the conse@seoictheir use, to the maximum
extent permitted under applicable law. The Compsgll indemnify and hold harmless the Indemnifiediés from and against all
Claims and Losses arising from such supply, useeping, including without limitation Claims anddses arising frorr

injury to the Company's employees and third par

infringement of third party intellectual properights; anc

use of the Materials within or outside the scopthidf Agreement
For the purposes of this Agreement:

“Indemnified Parties” shall mean UCL and its directors, officers, empksje
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representatives and associated undertakings;

“Claims” shall mean all demands, claims, proceedings, pesafines and liability (whether criminal or civih contract, tort or
otherwise); and

“Losses” shall mean all losses including without limitatifimancial losses, damages, legal costs and othpmmes of any nature
whatsoever.

The Company agrees to be bound by this Agreemertrisideration of UCL making the Materials avaitatil the Recipient.
English law shall apply to this Agreement, andEmglish courts shall have exclusive jurisdiction.

AGREED by the parties through their authorised afgries:-

For and on behalf ¢ For and on behalf ¢
University College London Ciphergen Biosystems, Inc
Signed Signed

Print Name Print Name

Title Title

Date Date

*** Confidential treatment request pursuant to guest for confidential treatment filed with the 8eties and Exchange Commission.
Omitted portions have been filed separately with@mmission.
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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 (NosB356 and 333-106434) and S-
8 (N0s.333-122818, 333-117734, 333-113938, 333-3855333-89834, 333-61334, and 333-53530) of CiplreBjosystems, Inc. of our
report dated March 17, 2006 relating to the codstdid financial statements and financial staterseim¢dule, which appears in this Form 10-
K.

/sl PricewaterhouseCoopers LLF

San Jose, Californi
March 17, 200¢t




EXHIBIT 31.1

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

I, Gail S. Page, certify that:
| have reviewed this annual report of Form 10-KCgshergen Biosystems, Inc.;

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsditéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg 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, amdtfe periods presented in this report;

1.
2.

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&))5%¢r the registrant and have:

(@)

(b)

(©

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 consolidhgbsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

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
Disclosed in this report any change in the regigtsanternal 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) ilas 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 directf@spersons performing the equivalent
functions):

(@)

(b)

All significant deficiencies and material weaknes#gethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the registeability to record, process, summarize and refiwancial information; and

Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: March 17, 200

/s/ GAIL S. PAGE
Gall S. Pagt
President and Chief Executive Offic




EXHIBIT 31.2

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

I, Matthew J. Hogan, certify that:
| have reviewed this annual report of Form 10-KCgshergen Biosystems, Inc.;

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsditéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg 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, amdtfe periods presented in this report;

1.
2.

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&))5%¢r the registrant and have:

(@)

(b)

(©

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 consolidhgbsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

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
Disclosed in this report any change in the regigtsanternal 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) ilas 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 directf@spersons performing the equivalent
functions):

(@)

(b)

All significant deficiencies and material weaknes#gethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the registeability to record, process, summarize and refiwancial information; and

Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: March 17, 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®kKtffie fiscal year ended December 31, 2005 fulmmles with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in sueindal Report on Form 10-K fairly
presents in all material respects the financiab@wn and results of operations of Ciphergen Bsteins, Inc.

Date: March 17, 200

/s/ GAIL S. PAGE

Gail S. Pagt
President and Chief Executive Offic

/sl MATTHEW J. HOGAN

Matthew J. Hogal
Senior Vice President and Chief Financial Offi




