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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant's Proxy Statement feritd97 Annual Meeting of Shareholders to be filrdpbefore November 28, 1996 are
incorporated by reference into Part Ill.

PART 1.
Item 1. Business.

Except for the historical information containeddiar the following discussion contains forward-loakstatements that involve risks and
uncertainties. The Company's actual results coiffelranaterially from those discussed here. Factoas could cause or contribute to such
differences include, but are not limited to, thd&eussed in the description of the Company's lessibbelow and the sections entitled
“Licenses", "Manufacturing”, "Sales and MarketinCompetition", "Government Regulation”, "Patentsl &roprietary Rights" and
"Management's Discussion and Analysis of Finarn€@idition and Results of Operations"”, those disatigs the S-3 Registration Statement
File No. 3333507 filed with U.S. Securities and Exchange Corsioig as well as those discussed in any documeadsgorated by referen
herein or therein.

General

The Company is developing and marketing acute dargs for the hospital market. On August 9, 198&cquired its first marketable
products, Glofil and Inulin, two injectable drudmat assess kidney function by the measuremenbaigjular filtration rate ("GFR"). It is als
currently conducting six (6) Phase Il clinical lsiman CPC-111 and CPC-211, two drugs potentialiiycated for a number of major disorders
caused by impaired blood flow, known as "“ischenildiese disorders include heart attack and ischbedct disease, surgically- induced
ischemia, sickle cell anemia crises, stroke angeddiead injury and the drugs are covered by W@®nps. During the year, the Company
made two interim releases of statistically sigmifitdata from 55 patients in its Phase Il clintcial of CPC-111 in coronary artery bypass
grafting surgery patients which showed that CPC4$Xicting as a cardioprotective drug. (See Clifitagrams on page 8).

Kidney Disease and the Company's Acquired Prodiadsiey disease afflicts more than 2,000,000 An@ericand results in over $12 billion
annually in healthcare costs in the United States. Company believes that kidney disease can heeedf identified at an early stage by
monitoring of renal function. Glofil and Inulin apeoducts cleared by the U.S. Food and Drug Adrivation ("FDA™) for monitoring renal
function by determining GFR. Glofil is more accerdhan its principal competitor, creatinine cleaenn the measurement of GFR for the
estimated 500,000 patients with severe kidney disead the Company is targeting this segment ahtim&et. Nephrologists and nuclear
medicine departments at major medical centershar@rimary end users of these products. Durindisical year ended July 31, 1996, the
Company established a field sales force and custeargice function, obtained the appropriate liesnf®r its own distribution facility in
Carlsbad, California and Glofil and Inulin reactsades of $1,275,000 after the Company acquired.them

Ischemia-Induced Cell Damage and the Company'seFh&dinical Programs. Similarly, there are apprnoately 4,000,000 cases of ischemia-
induced disorders annually in the United Statesyltimg in over 900,000 deaths and an estimate® $2#0on in annual costs for physical and
mental rehabilitation and ongoing care, and yetetlaee currently no FDA-approved drugs to avoideverse the massive cell damage caused
by ischemia (termed "cytoprotective drugs"). Cutiseapproved drugs for treating cardiovascular éufa, such as "clot busting” drugs, se

to re-establish blood flow but do not have direct cytapotive benefits. The Company believes that thgsliuis developing, if cleared by t
FDA and successfully marketed, should reduce sagamifly the number of fatalities and the rehaltilita and ongoing care costs associated
with ischemic disorders.

Impairment of blood flow reduces the supply of oggdo body cells, interrupting normal aerobic metisin and causing depletion of
adenosine triphosphate ("ATP"), the cells' primamgrgy source. Ischemia-induced depletion of ATdRlpces a myriad of increasingly
destructive cellular events known as the "toxitiésuic cascade”. The Company believes that all cgteptive drugs under development by
others for treatment of ischemia are focused aatitrg specific elements of the toxic ischemic cds¢édeaving other elements free to cause
cell, tissue and organ damage.

The Company's approach, based on preventing orsiegethe toxic ischemic cascade, is comprehernsivature and, the Company believes,
potentially more effective. CPC-111 and CPC-211dmsigned to act during and after ischemia by raaiirig cellular ATP levels or
accelerating their restoration. CPC-111 (a natubktance) and CPC-211 have very low orders ofitgxinaking them more amenable to
being used early in the patient management proodssh is critical in acute care settings.

Further, CPC-111 and CPC-211 are small molecuéeslyedeliverable and inexpensive to produce. Esitenpreelinical data shows desiral
therapeutic effects in animal models of the targeliseases. Significant human data, available fterCompany's own studies and
independent, physician-sponsored Investigational Deug applications ("INDs"), show that each ofdbealrugs is well tolerated when
administered at clinically relevant doses to heatthbjects. The minimal side effects associated @PC-111 and CPC-211 will greatly
reduce their development risk and may permit thead, early use in acute care settings, such halantes and emergency rooms, where
rapid access to treatment is of utmost importa



During the fiscal year ended July 31, 1996, the gamy began a Phase Il trial of CPC-211 in closedlligjury patients and continued a
Phase Il trial on CPC-211 in stroke patients. Dgyitime year, the Company also began a dose-rangiaseR| clinical trial on CPC-111 in
sickle cell anemia crises patients and one in gigsby patients and continued Phase Il trials o€-QR1 in congestive heart failure patients
and in cardiac bypass grafting surgery patients. Tompany's strategy is to reduce the risk assatigith drug development by selecting for
large-scale pivotal trials the clinical indicatish6howing the best Phase Il results from the plelsmall-scale Phase Il trials on CRCt anc
CPC-211 that the Company has underway. The Comipégyds to begin Phase Il trials of CPC-111 an€C€R 1 during the fiscal year
ending July 31, 1997.

Pre-clinical Programs. Further implementing itsrallestrategy of developing drugs that protectcéibm ischemic damage, the Company is
conducting pre-clinical studies on a number of &iddal drugs meant to reduce the neurodegenerasisociated with stroke and traumatic
head injury. The Company believes that these dwiljseduce "excitotoxicity”, the excess releaseegtitatory amino acid ("EAA")
neurotransmitters in the brain that stems fromasukally-caused ATP depletion in certain braingdllrugs being developed in these studies
include: (i) a new class of neuronal calcium chabteckers which block excessive EAA neurotransenitelease; and (ii) a patented series of
novel compounds which augment levels of adenosima(urally occurring substance which inhibits Efetease) in ischemic tissue by
inhibiting its metabolism. During the year, the Guany also received a $100,000 Small Business InioovResearch Phase | grant to
develop a prodrug for CPC-111. This program wasnty initiated with the goal of producing CPC-1drbdrugs with improved
pharmacokinetic properties.

Acquired Products for the Hospital Market

The Company's strategy includes building nieam sustainability with the cash flow from acqdi@cute care products for the hospital ma
with the goal of reducing its overall cash consuomptate and building its sales, marketing andrithigtion infrastructure in advance of FDA
clearance of CPC- 111 and CPC-211.

Glofil and Inulin

Kidney disease afflicts more than 2,000,000 persotise United States and is increasing primarilg ¢b the growth in diabetes and lupus
cases. Kidney disease results in over $12 billmmually in healthcare costs in the United Statée Tompany believes that more accurate
diagnosis and monitoring of renal disease willinithe management of the primary causes of ene statpl disease.

Glofil-125 and Inulin, two injectable products aagal by the Company on August 9, 1995, are FDArelégroducts for the measurement of
renal function. Nephrologists and nuclear mediciapartments at major medical centers are the pyiosars of these products. During the
fiscal year ended July 31, 1996, the Company rexbsadles of $1,275,000 from the sale of Glofil-a28 Inulin. Two customers using Glofil-
125 for long-term research studies accounted &6 88d 15%, respectively, of net sales of theseymtsd

Glofil-125 is an injectable radioactive diagnostiaig, which provides rapid information on GFRs wgtieat accuracy. This is an established
product that is covered by an FDA-cleared New Dipglication, and is currently sold by the Companytiml vials and in prefilled syringes
through the 117 nationwide radiopharmacies of Syhuernational pursuant to a distribution agreenrered into with the Company in
February 1996. Inulin is an injectable diagnostiegd which provides a measure of GFRs. Inulin isently sold in 50 ml ampules with actt
patient dosing correlated to patient weight.

The Company believes there is substantial oppdytdioil increased utilization of Glofil-125. Preseatihgnostic procedures for measuring
kidney function include serum creatinine and creaé clearance tests. These two tests are theaoosnonly performed methods of
measuring kidney function because they are cheaapty, however both methods significantly overestinkidney function in the estimated
500,000 patients severe renal disease. The uskfif @5 is a more direct, true measure of kidfiggction yielding accurate results. This
improved accuracy can be essential to reliably toong disease progression and intervention, abagehssessing the immediate state of
renal impairment. The biggest impediment to thetiooied growth in the sales of Glofil-125 would betange in the ability of the end users
to obtain reimbursement for the test or the unfe@aegermination of the research studies being atiedby the Company's two largest
customers.

Inulin, which is sold by the Company, and 99m TcHAT(which is not sold by the Company) are alten@atigents for GFR measurement,
however the preparation and use of these two dsudjfficult and they do not provide the practiealvantages of Glofil-125. There are no
new diagnostic drugs being introduced or in develept that the Company is aware of as a competitingat to Glofil-125.

Cytoprotection Market Opportunities

Cytoprotective drugs for acute care settings tieattischemic injury are not currently availablel éime market opportunities for the
Company's drugs are large, totalling approximadedp0,000 cases annually in the United States.Cldrapany believes that its drugs, if
approved, could substantially reduce not only t@,Q00 fatalities associated with ischemia-relalisdrders but also reduce significantly the
more than $200 billion annual cost of rehabilitatand ongoing care in the United States.

The Company's drugs are designed to be adminisiteirasrenously in order to speed their deliverytie ischemic tissue. In order to ensure
early interventions, they are intended to be stahdamponents of "crash boxes" in ambulances, tadsginergency rooms, operating theater
suites, endoscopy suites and radiology suites.rTduek of substantial toxicity should suit them fbrs purpose



Circulatory System Ischemia

According to the American Heart Association andNaional Institutes of Health, heart attack andls represent the number one (500,000
cases annually) and number three (150,000 casesl4yrieading causes of death in the United Statespectively. Heart attack and stroke
are the result of ischemia to the heart and braspectively.

Cardiovascular ischemia can result in a spectruniinitally significant events ranging from angif@ain) to heart attack and sudden deatl
addition to the numerous trauma or disease retzades of ischemia, there are a variety of volyrgargical procedures which result in
ischemia to vital organ systems. Procedures sucbrasary artery bypass grafting surgery and casoaagioplasty, both of which are
performed to improve blood flow to the heart, ipniselves induce temporary ischemia which can restifsue damage. Thus, CPC-111, if
approved, could also be a part of the treatmernitrrexg for these disorders. All of these conditionpmcedures represent potential
opportunities for use of the Company's drugs taicedhe tissue damage known to be associated hdth.t

Cerebrovascular ischemia (stroke) can result irptaary loss of consciousness, permanent behadachheurologic impairment, coma and
death. Traumatic injury to the head is caused bideats, near drownings and similar incidents. f@seiltant medical problems are, in large
part, caused by ischemia to the brain. The biocb&linprocesses associated with stroke and headarawgrthought to be very similar; thus,
drugs developed for one indication are expectdzbtaseful for the other.

Sickle Cell Anemia

Sickle cell anemia is an autosomal recessive gedetease carried by about 8% of African-Americapproximately 60,000 African-
Americans suffer from the most severe form (homomg) of the disease, termed sickle cell “crisidieve the red blood cells form "sickle"
shapes that can clog up capillaries and resuktwer® and disseminated ischemia, and undergo heuttijges each year. CPC-111 has been
shown pre-clinically to prevent this "sickling" fm@ss and the Company is evaluating it in a Phasiallof sickle cell anemia crisis patients.

The Pathology of Ischemia
Metabolic Aspects (General, All Tissues)

All living animal cells require glucose and oxydensurvive, both of which are supplied to tissugshe blood. Glucose is transformed into
carbon dioxide and water with the resultant fororatf ATP. ATP is the universal fuel which is red to keep the cell alive. During and
after ischemia, the decrease in cellular ATP ledalmages the cell and, the Company believes, sasulhe toxic ischemic cascade, a myriad
of cell- damaging processes discussed below wlaase further cell damage.

ATP generation occurs in two phases. The first phealled glycolysis or anaerobic metabolism da#sequire oxygen. The second phase
called aerobic metabolism requires oxygen and adcumitochondria. Glycolysis is a means of prodgaiellular energy in ischemic
conditions, and therefore, represents the bodyigaladefense against ischemic damage. For theoredhe facilitation of glycolysis is of
interest therapeutically in the prevention of isohedamage to tissues and organs. When pyruvickagids up during ischemia due to the
inability of aerobic metabolism to utilize it, anayme converts it to lactic acid which blocks gliysis. The therapeutic principle underlying
CPC-111 and CPQ11 is to facilitate glycolysis during and aftechemia so the cell continues to produce ATP andakie ischemic cascar
is pre-empted or reversed. Specifically, CPC-11{dalsges the lactic acid block and does not need &mbrgized by ATP to be metabolized.
CPC-211 reduces ischemia induced lactic acid actation and therefore allows energy metabolism tatione.

Excitotoxicity (Nerve Tissue)

The destructive impact of ATP depletion in nergstie is further complicated by the over-producitionerve cells of various excitatory
amino acids, chemicals that transmit nerve impuisea one nerve cell to another. The over-produrctind release of EAAs (predominately
glutamate and aspartate) by nerve cells expossghemia ovestimulates adjacent postsynaptic nerve cells, ngubiem in time to succun
to metabolic exhaustion and cell death. This isdheénduced process, called delayed excitotoxid#ygssociated with a number of acute
(stroke and traumatic head injury) and chronic f®&imer's, Parkinson's Disease and Amyotrophic baf&elerosis) neurologic disorders.
Controlling delayed excitotoxicity by blocking tipestsynaptic EAA receptors has recently attradtechttention of both academic and
pharmaceutical scientists. The drugs in developrieitact by this mechansim to date have consitkesithe effects and only block selected
receptor subtypes, therefore, only dealing with pathe problem since all receptor subtypes apfreaause damage.

Recent evidence has shown that specific presynelpéionels, neuronal calcium channels, regulatefease of neurotransmitters in nerve
cells. The Company has shown that compounds whatdk kexcessive EAA neurotransmitter release fromvaeells greatly reduce
excitotoxicity and post-ischemic tissue damagenimal models of stroke and head trauma. The Comgsgeking to develop drugs that
specifically block neuronal calcium channels areféfiore, if successful, would block the excitotopiocess and reduce the resultant cell
damage. These drugs are expected to have a moprelnensive effect on excitotoxicity than the spgegibstsynaptic EAA receptor blocke
since they will reduce the stimulation of all arat just some EAA receptors. See " Neuronal Calaithmnnel Blocker Program.”

The Company has also shown that adenosine, a haturgpound, has cytoprotective properties. The Camgps seeking to develop a series
of drugs, called adenosine metabolism inhibitordsicty, if successful, would augment adenosine leivelschemic tissue and have
cytoprotective effects in both brain and heartiissSee "Adenosine Metabolism Inhibitor Progra



The Toxic Ischemic Cascade

Ischemia-induced cell damage triggers a numberafgsses which cause further damage to each affeetieand its surrounding cells. This
myriad of destructive processes is facilitated dgyerfusion injury, which occurs after blood flowrés established. The traumatized, ATP-
depleted cell enters into the toxic ischemic cascessulting in the release of a host of toxic agidncluding damaging reactive chemicals
called free radicals, as well as other moleculasdhe products of cell membrane breakdown, alllith damage cells. Excessive
intracellular calcium buildup is also an elementred toxic ischemic cascade and also triggers tidiather damaging processes such as
activation of proteolytic enzymes (enzymes thatki@own proteins) which digest cells and activatidprotein kinases which regulate cell
metabolism. The traumatized cell also releasestagdnich stimulate the immune system, activatingous blood cells, such as neutrophils
and macrophages which actually eliminate the d¢fdcted by ischemia. Rather than target each detlmeyriad events, the Company's drugs,
CPC-111 and CPC-211, address the issue of ATPnishlaent so that the cell can correct the ischeaécade naturally.

There are currently no known FDA-approved cytoprtwve drugs. Those under development are, to thepany's knowledge, primarily
aimed at specific elements of the toxic ischemacade. The Company believes that its approachtépmtective drug development is unic
in that it seeks to pre- empt or reverse the entiseade by decreasing the initial metabolic trawfmah triggers it (i.e., ATP depletion). The
Company believes that this approach is preferableetiting specific elements of the cascade, stmoere comprehensively addresses the
underlying pathology and should therefore resuihore efficacious therapy.

Ischemia Drugs in Development - The Metabolism Pragm

The Company is conducting four Phase Il clinical$ron CPC- 111 and two Phase Il trials on CPC-Zh&se drugs are designed to
minimize the tissue damage associated with cardmuar ischemia (e.g., congestive heart failureargloplasty), surgically-induced
ischemia, sickle cell anemia crises, and acutebcaléschemia (specifically, stroke and traumagadh injury). The Company expects to finish
these trials during the fiscal year ending JulyI¥97 and also to begin Phase Il trials with CRQ-and CPC-211 in at least one indication
each.

CPC-111. CPC-111 is a small non-peptide molecwdettte Company believes (based on extensive pnealiand mechanistic data)
stimulates and maintains glycolysis in cells undérg ischemia by circumventing the ischemia-indubketkage of this process. The
Company has licensed four issued U.S. patents wiuelr the use of CPC-111 for acute ischemic lsease (such as acute myocardial
infarction ("AMI"), congestive heart failure andstable angina), surgically-induced ischemia (€€&BG surgery), and other ischemic
disorders and has several patents pending in titedJ8tates and Europe. Pre-clinical studies catediuay various investigators involving
this compound in cardiovascular ischemia (includimgpcardial infarction), sickle cell anemia, seg@ticd hemorrhagic shock and generalized
trauma have shown therapeutic benefits as indidatesignificant tissue preservation, improved orfarction and survival in animal models.

There are published U.S. and foreign clinical stadivith CPC- 111 indicating that is is well tolein humans with little or no side effects.
More than 500 patients have been tested with thg dorldwide. These studies indicate that the dimgroves heart function in congestive
heart failure patients as well as in other situstioshere the heart is injured.

In December 1995 and in August 1996, the Compalepsed data from its Phase Il trial with CPC-11&aronary artery bypass grafting
surgery patients. Stage 1 data comprised 10 active-10 placebo-treated patients with the formegiveing 250 mg/kg of CPC-111 prior to
the surgery. Stage 3 data comprised 15 actived&mlacebo-treated patients with the former recgi@d50 mg/kg of CPC-111 prior to
surgery and the cardioplegia solution was suppléedewith 2.5 mM of the drug.

The Company monitored the patients at multiple gpoints during and after surgery to evaluate varisemodynamic and blood chemistry
measures and post-operative inotropic and vasodilagrapy. Concerning the hemodynamic measuresdtive-treated group in both stages
showed higher cardiac output and cardiac indexescahich were statistically significant at 12 hoansl at the 0-12 hour area under the
curve. Concerning the blood chemistry measuretioina kinase MB ("CKMB") isoenzyme tended to bevér in the treated group and
reached statistical significance at 2-6 hours. CKi8IBn isoenzyme that is released through theaa@llinto the blood stream with the
breakdown of the cellular wall by ischemia. Aldue factive treated group required approximately ¥4 inotrope support on the intensive
care unit ("ICU") post-operatively and requiredslessodilator therapy allowing for earlier patidigcharges from the ICU.

The Company is continuing this study, comprisingthar 10 active- and 10 placebo-treated patiertts thie former receiving 125 mg/kg of
CPC-111 pre-bypass, which is necessary to deterthindose-response curve. Also, the Company wiirdéne whether response is
improved by adding two post-bypass doses to thehyeass dose of the drug in an additional 15 aetwnd 15 placebo-treated patients.

Consistent with the Company's strategy to diverdifyg development risk, during the fiscal year ehdigly 31, 1996, the Company began a
dose-ranging Phase Il clinical trial with CPC-1hlsickle cell anemia crises patients and in anggtglpatients and continued Phase Il trials
in ischemic congestive heart failure patients amicary artery bypass grafting surgery patients.

CPC-211. CPC-211 is also a small non-peptide m@eaghich acts on glycolysis at a different sitenffir€PC-111. The Company has
exclusive rights to an issued U.S. patent covetieguse of CPC-211 in cerebral ischemia and in 1@&6issued a Notice of Allowance on a
novel dosing regimen of CPC-211 based on data fhenCompany's Phase | trial. The Company belidvats@PC-211 stimulates a specific
enzyme which is present in the membrane of mitodhiarthat removes a precursor of lactic acid (pic@acid) from the cytoplasm of the cell
by transporting it into the mitochondria, resultinga reduction of cell acidity. Increased postismia accumulation of lactic acid is a major
causal factor in the cessation of glycolysis, #muttant decrease in cellular ATP levels and examtell death. Numerous studies have sh



that CPC-211 reduces post-ischemia lactic aciddemeanimal models, as well as in humans, subgetdevarious traumatic events which
would otherwise have resulted in increased ladid @actic acidosis). Pre-clinical animal studiegolving central nervous system trauma
(ischemia to both the brain and spinal cord) hax@ichented the effectiveness of CPC-211 in nornmajizell function and preventing or
reducing tissue damage.

CPC-211 has been employed by clinical investigatopatients on an experimental basis for the w@n@us treatment of lactic acidosis.
Published clinical studies have established tha@-2QP1 reduces serum lactic acid and exhibits noseside effects. It has also been shown
in human studies to permeate the blood-brain lyaarid to reduce brain lactic acid levels in congéctic acidosis patients. The Company
believes that the availability of human data on €RQ should facilitate and reduce the risk assediatith its clinical development.

Further, the Company's Phase | study in CRC-demonstrated that the drug promptly lowersradactate, and that this effec Isted for sev
hours. Using these data, this year the Companyrbadrhase 1l clinical trial on CPC-211 in closeddéjury patients exploring similar
properties of the drug in the human brain. In addjta Phase I clinical trial on CPC-211 in strgdaients is continuing.

Ischemia Drugs in Pre-clinical Research-The Metisbobhnd Excitotoxicity Programs

The Company is also seeking to develop new drugthétreatment of ischemia-related disorders wingl neurological damage, such as
stroke, traumatic head injury, epilepsy and chraw@iarodegenerative disorders such as Alzheimed'$arkinson's disease. These glisical
research programs are focused on either the maalydhe excitotoxicity aspects of ischemia thexats, and involve the chemical
modification of identified lead molecules that réaga adenosine metabolism and various calcium i@meels on neuronal cells.

Adenosine Metabolism Inhibitor Program. The Compisngeeking to develop CPC-405 and certain ofdtévdtives, which are novel small
molecules with demonstrated potency as inhibitbresdenosine metabolism. Adenosine is a naturalpegtective agent which is generated in
ischemic tissue and serves to protect cells fromargety of traumatic situations. Naturally genedasglenosine is rapidly degraded by enzy
The Company expects that CPC-405 will increasdethed of adenosine in tissue traumatized by ischeanid thereby increase its
cytoprotective effect. A U.S. patent has been idsarethe composition of the CPC-400 series of drlige Company will seek to identify
other lead compounds to take forward into cling@elopment.

Neuronal Calcium Channel Blocker Program. The Campzelieves that the therapeutic approach to eixitcity currently attracting th
most commercial attention involves the developneéspecific EAA receptor blockers which inhibit tbecessive postsynaptic EAA action
that is triggered by ischemia. Although these E&Baptor blockers have neuroprotective propertieglinculture and animal models of
ischemia, their usefulness is hampered by toxie sftects associated with the blockage of EAA remrspand by the fact that there are
multiple EAA receptor subtypes, all of which app&acause post-ischemic damage when they are éxelysstimulated.

The Company is seeking to develop new classesugfsdhat are designed to remedy excitotoxicity pogentially more complete and
effective manner by reducing EAA release from naxeits, thereby reducing the over-stimulation 6EA receptor subtypes. This pre-
synaptic approach to neuroprotection is viewedigyGompany as potentially more effective than blugkeceptors post-synaptically.

Specifically, the Company is seeking to developasafe classes of small-molecule drugs that aceasonal calcium channel blockers
("NCCB"), which it has labelled as the CPC-300, G880 and CPC-8000 series; the Company has synétesizr 100 compounds in this
series. If successful, these drugs would havelthigyato normalize or decrease EAA release andahg comprehensively reduce the over-
stimulation of EAA receptors. Prototype agents saglCPC-8027 have shown the desired effect ofgatithe neuronal calcium channels,
which controls EAA release. The Company has dematest neuroprotection in several pre-clinical medeth CPC-304, CPC-317, CPC-
877 and CPC-8027 and intends to further modify tlsemncturally with the goal of improved drug deliyeo the central nervous system.
These modifications will require additional prendatial testing.

The Company has devised a novel human cell assehwhables it to determine whether various NCC&8gelthe desired functional
attributes. The assay involves using human celisiwhave the functional neuronal-type calcium clenvithin their membrane. Studies
conducted by the Company indicate that the neustypa calcium channel on these cells is pharmadoddly similar to that present on nerve
cells, and the Company believes that possessithihssay technology confers a competitive adgenitathe development of neuronal
calcium antagonists. The channel is also coupledftmction that can be measured using conventlabaratory techniques. The Company
has filed two U.S. patent applications coveringaiarcompounds with activity at the neuronal caitichannel as well as the functional
neuronal-type calcium channel assay in human cells.

Licenses

The Company believes its strategic objectives @t be met by combining its in-house research andldpment efforts with licenses and
research collaborations with scientists at outaicidemic and clinical research centers.

The principal sources of the Company's existingriges are:
Angel K. Markov, M.D.

CPC-111. The Company has obtained an exclusive licnge Dr. Markov to four U.S. patents covering theewf CP(-111 in a number ¢



indications including acute ischemic heart dis€aseh as AMI, congestive heart failure and unstablgina), surgically-induced ischemia,
sickle cell anemia, ARDS, sepsis and other ischelisiorders. The Company is funding clinical devetept in Dr. Markov's laboratories at
the University of Mississippi Medical Center (asccurrently funding a Phase 1l clinical trial thémeARDS patients under his IND). In this
regard, the Company has undertaken certain deveiopabligations which must be met in order to namthis license in force. In the event
the Company breaches the license agreement, sumhrext meeting certain milestones within the sfietitime periods or by failing to
expend certain amounts in connection with clintdals within specified time periods, the licens#l automatically terminate and all rights
under the license and information acquired by tben@any concerning any products based on the licetestnology will revert to Dr.
Markov. In the event of such termination, the Compwill retain the rights to market products forielinsales occurred within the calendar
year prior to the termination, and all other praduand information related thereto based on tlem$ied technology will revert to Dr. Markc
To date, the Company has met all milestones.

University of Cincinnati

CPC-211. The Company has an exclusive license Baiwersity of Cincinnati ("UC") to a U.S. patentwaging the use of CPC-211 in
cerebral ischemia. The Company has undertakenirceigaelopment obligations which must be met ineotid maintain its rights in force. If
certain milestones are not met by the Company wihpiecified time periods, UC may, in its sole dition, elect to continue the agreement,
negotiate in good faith with the Company to modifg agreement or terminate the agreement upon\&0 wdtten notice in which event all
rights under the license would revert to UEM. Toedéhe Company has met all milestones.

Elie Abushanab, Ph. D.

Adenosine Metabolism Inhibitor. The Company obtdiadicense to certain adenosine metabolism irihibitompounds developed by Dr.
Elie Abushanab, which the Company believes willarde the levels of adenosine in cardiovasculaeiséh situations. Composition of
matter claims on a patent application coveringaterof these compounds have been recently allowerder the license, the Company must
pay Dr. Abushanab certain milestone payments ngjdt the development of any drug covered by tenke. To date, the Company has met
all milestones.

Manufacturing

The Company does not currently intend to underthkemanufacture of any drugs which may derive fitmnbechnologies. Glofil is
manufactured for the Company by the former ownehefdrug and Inulin is manufactured for the Conypayione of its existing contract
manufacturers. In the case of CPC-111 and CPC-tB&fe are alternative sources of supply for tHk brug in existence, and the Company
has entered into arrangements with third partiesaoufacture and formulate CPC-111 and CPC-21tlifmcal trials. There can be no
assurance that any of the Company's contract metowéas will continue to meet the Company's reaguéets for quality, quantity and
timeliness or the FDA's current Good Manufacturgctice ("cGMP") requirements or that the Companyld be able to find a substitute
manufacturer for Glofil, Inulin, CPC-111, CPC-21ilamy other of its drugs which would meet thesaimegnents or that lots will not have to
be recalled with the attendant financial consegesta the Company. The Company's dependence upersdor the manufacture of its dru
may adversely affect the future profit margin,nfyaon the sale of those drugs and the Companifitydb develop and deliver products on a
timely and competitive basis. In the event the Canypis unable to obtain or retain contract manuf&es or to obtain manufacturing on
commercially acceptable terms, it may not be ableommercialize its drugs as planned.

Sales and Marketing

The commercialization of drug products is an expenand time- consuming enterprise. The Companseatiy has a customer service
representative and three field sales represensafreGlofil and Inulin and is hiring additionallea representatives. The Company believes
that it will be able to serve the hospital markeNiorth America with a 50 to 70 person sales antketang staff. There can be no assurance
that the Company will be able to establish sal@sdistribution capabilities or be successful innjiag market acceptance for its drugs.

Competition

The pharmaceutical industry in general is highlgnpetitive. Competition in the areas of the Compsuagtivities is substantial and expected
to increase. The Company faces competition froncigfized biotechnology companies, large pharmacaltiompanies, academic
institutions, government agencies and public aihpr research organizations, many of which hatersive resources and experience in
research and development, clinical testing, manufag, regulatory affairs, distribution and maikegt Some of these entities have signific
research activities in areas upon which the Compampgrams focus. Many of the Company's compstjpossess substantially greater
research and development, financial, technicalketarg and human resources than the Company andmaya better position to develop,
manufacture and market drugs. These entities nspdér and develop drugs competitive with or supead those developed by the
Company.

Government Regulation

The manufacture and sale of drugs are subjecttemsive and arduous regulation by United Stated@neign governmental authorities prior
to commercialization. In particular, drugs are sgbjo rigorous preclinical and clinical testinglasther approval requirements by the FDA
and comparable foreign regulatory authorities. proeess for obtaining the required regulatory applofrom the FDA and other regulatc



authorities takes many years and is very expen$ivere can be no assurance that any drug develyptee Company will prove to meet all
of the applicable standards to receive marketim@l in the United States or abroad. There camdb@ssurance that any such approvals
be granted on a timely basis, if at all. Delays apsts in obtaining these approvals and the sulesggompliance with applicable federal and
state statutes and regulations could materiallgeshly affect the Company's ability to commerca&liz drugs and its ability to receive sales
revenues.

The research activities required by the FDA befodgug can be approved for marketing begin witlersitve preclinical animal and
laboratory testing. The tests include laboratorgleation of product chemistry and animal studiedlie safety and efficacy of the drug. The
results of these studies are submitted to the F®paat of an IND which is reviewed by the FDA priorbeginning clinical trials, first in
normal volunteers and then in patients with theaks.

Clinical trials involve the administration of theviestigational new drug to healthy volunteers guatients, under the supervision of a
qualified physician-principal investigator. Clinldsials are conducted in accordance with goverriresiablished statutes, regulations and
guidelines and under protocols that detail the abjes of the study, the parameters to be usecdbtutor safety and the efficacy criteria to be
evaluated. Each protocol must be submitted to & &s part of the IND. Further, each clinical studyst be evaluated by an independent
Institutional Review Board ("IRB") at the institati at which the study will be conducted. The IRBsiders, among other things, ethical
factors, the safety of human subjects and the pleskability of the institution, and approves tilformed consent to be obtained from all
subjects and patients in the clinical trials. Tleer@any will have to monitor the conduct of clinid@vestigators in performing clinical trials
and their compliance with FDA requirements.

Clinical trials are typically conducted in thregygential phases (Phase |, Phase Il and Phasbutljhe phases may overlap. There can be no
assurance that Phase |, Phase Il or Phase Ingestll be completed successfully within any spieciftime period, if at all, with respect to ¢

of the Company's drugs. Furthermore, the CompartlgeoFDA may suspend clinical trials at any timg i§ felt that the subjects or patients
are being exposed to an unacceptable health riglabthe investigational product lacks any denaide efficacy.

The results of the pharmaceutical development lipieal studies and clinical studies are submitiethe FDA in the form of a New Drug
Application ("NDA") for approval of the marketingnd commercial shipment of the drug. The testing @putoval process is likely to require
substantial time (frequently five to eight yearsvmre) and expense and there can be no assurat@nthapproval will be granted on a
timely basis, if at all. The FDA may deny an NDAajiplicable regulatory criteria are not satisfiejuire additional testing or information, or
require post-marketing testing and surveillancenémitor the safety of the Company's drugs. Notvéthding the submission of the NDA and
any additional testing data or information, the FBAy ultimately decide that the application doessadisfy its regulatory criteria for
approval. Finally, drug approvals may be withdrafwwompliance with labeling and cGMP regulatoryrgtards is not maintained or if
unexpected safety problems occur following initrerketing.

Among the conditions for clinical studies and NDppeoval is the requirement that the prospectiveufaoiurer's quality control and
manufacturing procedures conform to CGMP, whichtrbesfollowed at all times. In complying with stamds set forth in these regulations,
manufacturers must continue to expend time, mamieseffort in the area of production and qualitpteol to ensure full technical
compliance.

The U.S. Congress has recently enacted the Présoriprug Act of 1992 requiring companies engagegharmaceutical development, such
as the Company, to pay user fees in the amouritledst $100,000 upon submission of an NDA. In @aldito regulations enforced by the
FDA, the Company also is subject to regulation uride Occupational Safety and Health Act, the Eorwinental Protection Act, the Toxic
Substances Control Act, the Resource ConservatidrR&covery Act and other present and potentiakéutederal, state or local regulations.
For marketing outside the United States, the Commaaubject to foreign regulatory requirementseyoing human clinical trials and
marketing approval for drugs. The requirements gung the conduct of clinical trials, product licgng, pricing and reimbursement vary
widely from country to country.

Patents and Proprietary Rights

The Company's success may depend in large megsoingta ability to obtain patent protection for disigs, maintain confidentiality and
operate without infringing upon the proprietaryhtsg of third parties. The Company has obtainednpataverage, either directly or through
licenses from third parties, for certain of its gisult has licensed (i) four U.S. patents on CPCkhich have expiration dates ranging from
2002 to 2008 and (ii) one U.S. patent on CPC-21itlwhas an expiration date of 2003. During thedligear ended July 31, 1996, the
Company also received a notice of allowance onSa patent on a novel dosing regimen for CPC-211.

The Company has filed patent applications with eesfo other programs and expects to file additiapalications in the future. There can be
no assurance that any of these patent applicatidhise approved, except where claims have alrdzzlbn examined and allowed, or that the
Company will develop additional proprietary produttiat are patentable. Nor can there be any assuthat any patents issued to the
Company or its licensors will provide the Comparithvany competitive advantages or will not be aradled by third parties or that patents
issued to others will not have an adverse effedherability of the Company to conduct its busin€éasthermore, because patent applications
in the United States are maintained in secrecy isstie, and because publication of discoverigbarscientific and patent literature often lag
behind actual discoveries, the Company cannot bainghat it was the first chronologically to make inventions covered by each of its
pending U.S. patent applications, or that it wasfitst to file patent applications for such inviens. In the event that a third party has also
filed a U.S. patent application for any of its intiens, the Company may have to participate inriatence proceedings declared by the
United States Patent and Trademark Office to deteripriority of the invention, which could resutt substantial cost to the Company, evt



the eventual outcome is favorable to the Compangddition, there can be no assurance that the @oygpU.S. patents, including those of
its licensors, would be held valid by a court of laf competent jurisdiction. If patents are isstedther companies that contain competitive
or conflicting claims which ultimately may be deténed to be valid, there can be no assurancetibaCompany would be able to obtain a
license to any of these patents.

Under Title 35 of the United States Code, as amehgehe General Agreement on Tariffs and Traddempnting the Uruguay Round
Agreement Act of 1994 ("GATT"), patents that is$tmn patent applications filed prior to June 8, 39®ill enjoy a 17- year period of
enforceability as measured from the date of passue while those that issue from applicationsifoe or after June 8, 1995 will enjoy a 20-
year period of enforceability as measured fromdéie the patent application was filed or the fitatmed priority date, whichever is earli
Patents that issue from applications filed on terafune 8, 1995, may be extended under the tetem&rn provisions of GATT for a period
up to five years to compensate for any period ébreeability lost due to interference proceedirgg/ernment secrecy orders or appeals to
the Board of Patent Appeals or the Federal Circuit.

Under the Drug Price Competition and Patent Terstdation Act of 1984, including amendments implated under GATT (the "Patent
Term Restoration Act"), the period of enforceapitf a first or basic product patent or use patenering a drug may be extended for up to
five years to compensate the patent holder fotithe required for FDA regulatory review of the puntl This law also establishes a period of
time following FDA approval of certain drug applimns during which the FDA may not accept or apprapplications for similar or identic
drugs from other sponsors. Any extension undePttent Term Restoration Act and any extension uBderT are cumulative. There can be
no assurance that the Company will be able to aalkantage of such patent term extensions or magketiclusivity provisions of these laws.
While the Company cannot predict the effect thahsthanges will have on its business, the adotiGuch changes could have a material
adverse effect on the Company's ability to protsgbroprietary information and sustain the comnangability of its products. Furthermore,
the possibility of shorter terms of patent protecticombined with the lengthy FDA review process passibility of extensive delays in such
process, could effectively further reduce the tduring which a marketed product could be protebieg@atents.

The Company also relies on trade secrets and ptapyiknow-how. The Company has been and will ootito be required to disclose its
trade secrets and proprietary know-how to emplog@eésconsultants, potential corporate partnersalootators and contract manufacturers.
Although the Company seeks to protect its tradeste@nd proprietary know-how, in part by enteiimg confidentiality agreements with
such persons, there can be no assurance thatatpesaments will not be breached, that the Companytdihave adequate remedies for any
breach or that the Company's trade secrets wilbti@rwise become known or be independently diseavby competitors.

Scientific Advisory and Clinical Trials Advisory Boards
Scientific Advisory Board

The Company currently has a Scientific Advisory Bb@SAB") whose members periodically advise ther(any with respect to the
Company's scientific research and development progr The SAB does not meet as a group; ratherichdimember(s) are contacted for
advice on an as-needed basis. The members are osatpe through the grant of stock options andgétimgs are held, will receive fees for
attending meetings as well as reimbursement foeresgs. The Company has hired certain SAB membg@ertorm services for the Compa
such as assay development and compound preparation.

The members of the Company's SAB are:
Name and Affiliation / Area of Expertise

Chung Hsu, M.D., Ph.D.

Director of Stroke Clinical Trials,
Washington University, St. Louis
School of Medicine

Animal models of stroke/clinical trials

Ronald Hayes, Ph.D.
Professor of Neurosurgery,
University of Texas, Houston
Animal models of head trauma

Bruce P. Bean, Ph.D.
Professor of Neurobiology,
Harvard University
Neuronal ion channe

Robert Parks, M.D., Ph.D.
Professor of Pharmacology,
Brown University
Biochemical pharmacoloc



John Olney, M.D.
Professor of Psychiatry and Neuropathology, Washmgniversity, St. Louis
Excitotoxicity; animal models of stroke

Edward J. Cragoe, Ph.D.
Former Senior Director of Medicinal Chemistry, Me@harp & Dohme Research Laboratories Medicinahisiy/ion channels

K.C. Nicolaou, Ph.D.

Head of Chemistry,

The Scripps Research Institute
Professor of Chemistry,

University of California, San Diego
Medicinal chemistry

Harold Kimelberg, Ph.D.
Professor, Division of Neurology,
Albany Medical College

Glial cell release of glutamate

Elie Abushanab, Ph.D.

Professor of Medicinal Chemistry
and Chemistry

College of Pharmacy

University of Rhode Island
Medicinal chemistry/adenosine

Thomas J. Maloney

President

The Iso-Tex Companies
Friendswood, Texas
Radioisotopes/Nuclear Medicine

Claude Wasterlain, M..D.

Chief of Neurology Services
Sepulveda VA Medical Center/
Professor of Neurology

University of California Los Angeles
Stroke and epilepsy

Clinical Trials Advisory Boards

The Company has assembled two Clinical Trials AalyiBoards ("CTABs"), composed of physician "thotgtaders" in the cardiology and
neurology area, to assist in the planning, desighexecution of the Company's clinical trials iningg CPC-111 and CPC-211. The
individuals who constitute each of the CTABs arelgansultants to the Company and are listed below:

Cardiovascular Clinical Trials Advisory Board

Eric J. Topol, M.D. (Chair)
Chairman, Department of Cardiology,
Director, Center for Thrombosis and Vascular BigioGleveland Clinic and Foundation

Robert M. Califf, M.D.
Associate Professor of Medicine,
Duke University Medical Center

David R. Holmes, Jr., M.D.
Associate Professor of Medicine,
Mayo Clinic Medical School

Cerebrovascular Clinical Trials Advisory Board

William G. Barsan, M.D. (Chair)
Director of Emergency Medicine,
University of Michigan Medical Schor



Charles G. Brown, M.D.
Associate Professor & Research Director, DepartrokBmergency Medicine
Ohio State University

Randall M. Chestnut, M.D.
Oregon Health Sciences Center
School of Medicine, Division of Neurosurgery Pontlia Oregon

Patrick D. Lyden, M.D.
Chief, Stroke Clinic
University of California, San Diego

Anthony Marmarou, Ph.D.
Medical College of Virginia
Division of Neurosurgery
Richmond, Virginia

The members of the SAB and the CTABs may be emplbyeor have consulting agreements with entitibgeiothan the Company, some of
which may compete with the Company. These othdgatibns may limit the availability of the membeosthe Company. Most are not
expected to participate actively in the Compang'setbpment. Certain of the institutions with whitle members are affiliated may have
regulations or policies which are unclear with extgo the ability of such persons to act as pam¢-tonsultants or in other capacities for a
commercial enterprise. Regulations or policies moeffect or adopted in the future may limit theliéof the members to consult with the
Company. The loss of the services of certain oitleenbers could adversely affect the Company.

Furthermore, inventions or processes discoverdatidpAB and CTAB members will not, unless otherveigeeed, become the property of
Company but will remain the property of such pessonof their full-time employers. In addition, tmstitutions with which the members are
primarily affiliated may make available the reséeservices of their scientific and other skilledgmanel, including the members, to entities
other than the Company. In rendering such serviad) institutions may be obligated to assignaarise to a competitor of the Company
patents and other proprietary information which mesult from such services, including researchgreréd by a member for a competitor of
the Company.

Scientific and Other Personnel

As of September 30, 1996, the Company had 31lifuak-employees, seven of whom hold Ph.D. degreespbwhom also holds an M.D.
degree and one of whom holds a J.D. degree. Tvedlife full- time employees are employed in finaaoe general administration, seven in
clinical and regulatory affairs and quality asswerseven in research and development, and figsalés and marketing, customer service and
business development. The Company believes thadiittains good relations with its employees.

Executive Officers of Registrant

Set forth below is certain information with respect to the
executive officers of the Company at September 30, 1996:
Name Age Pos ition

Paul J. Marangos, Ph.D. 49 Chairman of the Board,
President and C hief Executive
Officer

Stephen C. Eisold 50 Executive Vice President of
Commercial Deve lopment and
Chief Operating Officer

Anthony W. Fox, M.D., Ph.D. 40 Vice President, Drug
Development

David W. Nassif, J.D. 42 Vice President, Chief Financial
Officer and Sec retary

Paul J. Marangos, Ph.D., has been President andch@zimaof the Board since he founded the Comparmyomember 1990. In February 1993,
he became Chief Executive Officer. From April 1988November 1990, he was Senior Director of Re$earc&ensia Pharmaceuticals, Ini
biotechnology company. From 1980 to 1988, he wasfG@f Neurochemistry in the Biological PsychiaByanch, National Institute of Ment
Health. Dr. Marangos obtained his doctorate in loéogistry from the University of Rhode Island and dis post-doctoral work at the Roche
Institute of Molecular Biology. He has published2®&search papers and four books in the field @flmistry and pharmacology. Dr.
Marangos' most recent book, published in July 1892ntitled Emerging Strategies in Neuroprotectlda is a member of the Society for
Neuroscience and the American Academy for the Adearent of Science. Dr. Marangos is the foundingpedif the Journal of Molecul:
Neuroscience published by Humana Pr



Stephen C. Eisold joined the Company in May 199tha$xecutive Vice President of Commercial Develept and Chief Operating Offic
From February 1990 to May 1996, he held variougetkee positions at Gensia Inc., most recently &e \President and General Manager of
the North American Pharmaceuticals Division. Pti@reto, Mr. Eisold held various sales, marketind eommercial development positions
in the pharmaceutical industry since 1973. He kexkhis bachelor of science from Springfield Callegd his masters in business
administration from Rockhurst College.

Anthony W. Fox, M.D., Ph.D., joined the CompanyAipril 1994 as the Vice President of Drug Developmé&nom March 1990 to April
1994, he was employed by Glaxo, Inc., a pharmaca@utbompany, the last three years as Director, i@aadcular and Anesthesiology Clini
Research. Dr. Fox was Group Leader, Division ofiCtl Affairs, Norwich Division, of Procter & Gamdgla consumer products company,
from May 1987 to March 1990. He received his bamhef science in pharmacology with honors, his leémhof medicine, bachelor of
surgery and doctor of medicine degrees from thev&fsity of London, is a member of the Royal ColkegéPhysicians and is a fully
registered medical practioner in the United Kingdom

David W. Nassif, J.D., joined the Company in Augl893 as Vice President, Chief Financial Officed &ecretary. From January 1993 to
August 1993, he was a consultant to various pwlit private companies in the areas of capitalngjsnvestor relations and securities
compliance. From July 1992 to January 1993, heth@¥ice President, Chief Financial Officer and ia&mnt Secretary of 999, Inc., a
diversified manufacturing and environmental servicempany. From December 1987 to July 1992, hetlvea¥ice President and Assistant
Secretary of Showscan Corporation, a technologypaomy. Mr. Nassif holds honors finance, managenrdotiation systems and law
degrees from the University of Virginia.

Item 2. Properties.

The Company leases and occupies two buildings itskd, California at a total monthly rental of $8@0. The Company's executive offices
and distribution facility are located in 14,595 arpifeet of space located at 2714 Loker Avenue \(ffest'2714 Space") and the Company's
pre-clinical research group and laboratories acatkxd in 8,547 square feet at 2732 Loker Avenuet \(Mtes "2732 Space"). The lease on the

2714 Space commenced April 1996 and has a terr ofdhths. The lease on the 2732 Space commendetiember 1993 and has a term

of 81 months. Both leases have clauses providingeftt increases at various points in time durlmgterm of the leases.

Item 3. Legal Proceedings.

The Company is not a party to any legal proceedings

Item 4. Submission of Matters to a Vote of Securitydolders.

No matters were submitted to a vote of the Comasscurity holders during the fourth quarter offikeal year ended July 31, 19¢
PART II.

Item 5. Market for Registrant's Common Equity and Related Shareholder Matters.

The Common Stock of the Company was quoted on gsslal] SmallCap Market under the symbol "CYPR" fidonember 3, 1992, the date
of the Company's initial public offering, until Ap1, 1995 when it commenced trading on the Naddiatipnal Market System under the
same trading symbol. The Redeemable Class B Warasatalso quoted on the Nasdaq National Markde8yander the symbol "CYPRZ".
The following table sets forth for the calendar tjess indicated, the high and low sales pricehief@ommon Stock on the Nasdag SmallCap
Market or the Nasdag National Market System, az#se may be, as reported in published financigices. On May 8, 1995, the Company
split its stock on a 2.5:1 basis. All of the prigg®wn in the table have been adjusted for the spli

Year ended July 31, 1996 High Low
First Quarter $9.13 $3.00
Second Quarter $6.13 $3.13
Third Quarter $6.19 $4.56
Fourth Quarter $6.13 $3.63
Year ended July 31, 1995 High Low
First Quarter $5.50 $5.00
Second Quarter $5.90 $4.60
Third Quarter $6.70 $3.20
Fourth Quarter $9.50 $6.88

The last sales price of the Common Stock on Octdbel 996 was $4.00.

According to a survey as of September 23, 1996ethere 1,562 beneficial owners of the Common St



The Company has not paid any dividends since @sgtion and does not intend to pay any dividendgso@ommon Stock in the foreseeable
future.

Iltem 6. Selected Financial Data.

The following table sets forth certain financiatalavith respect to the Company. The selected filsddata should be read in conjunction v
the Company's Financial Statements (including thteslthereto) and "Management's Discussion andy8isabf Financial Condition and
Results of Operations" appearing elsewhere inRljgort.

Years
ended
July
31,
1992 1993 1994 1 995 1996
<
C
Statement of
Operations Data:
Net sales $$ -3 -9 - $1,275
Gross Profit - - - 870
Total operating 359 1,715 2,565 3 ,910 4,988
expenses
Loss from operations  (359) (1,715) (2,565) (3, 910) (4,118)
Other income, net 51 121 190 797 1,028
Net loss (308) (1,594) (2,375) (3, 113) (3,090)
Net loss per share  (0.07) (0.28) (0.32) (O .32) (0.27)
Shares used in
computing
net loss per 4,350 5,637 7,357 9 ,860 11,518
share
July
31,
Balance Sheet Data: 1992 1993 1994 1 995 1996
Cash, cash
equivalents and
short-term $ $ $ $ $
investments 220 4,444 5,666 13 442 15,997
Working capital
27 4,311 5,284 12 ,934 15,384
Total assets
303 4,900 6,206 14 175 19,747
Long-term debt
160 240 195 228
Common stock
257 6,748 9,927 20 ,945 21,838
Accumulated deficit
(310) (1,904) (4,279) (7, 392) (10,482
)
Total shareholders'
equity 110 4,578 5,476 13 ,366 18,510

Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations

Except for the historical information containeddiar the following discussion contains forward-loakstatements that involve risks and
uncertainties, including statements regarding #réogd of time during which the Company's existiagital resources and income from
various sources will be adequate to satisfy itstabpequirements. The Company's actual resultédediffer materially from those discussed
herein. Factors that could cause or contributeith slifferences include but are not limited to,s#aliscussed in this section, as well as in the
sections entitled "Business", "Licenses”, "Manufisicly”, "Sales and Marketing", "Competition", "Gaaeent Regulation", "Patents and
Proprietary Rights", those discussed in the S-3dtadion Statement File No. 38507 filed with U.S. Securities and Exchange Corsiuig

as well as those discussed in any documents incagabby reference herein or therein..

The Company was founded in 1990, commenced itarelseand development activities in 1991, completedhitial public offering (the
"IPO") in November 1992, commenced clinical trimiDecember 1994 and acquired two FDA-cleared prtsjuslofil and Inulin, (the
"Acquisitions") in August 1995. The Company hastaired an accumulated deficit of $10,480,000 froneption through July 31, 1996. As
the Company will not have significant positive nperating cash flow for the next few years and@benpany's research and developm



clinical testing and regulatory, sales and markgetind general and administrative expenses duregggtiiears will be substantial and
increasing, the Company expects to incur incredsisges for the foreseeable future.

Results of Operations
Year ended July 31, 1996 compared to year endgdB1ul1995

During the fiscal year ended July 31, 1996, the gamy sustained a loss of $3,090,000 (or $.27 mme3ltompared to a loss of $3,113,000
(or $.32 per share) for the prior fiscal year. Bhess profit of $870,000 on sales of Glofil andlimand other income of $1,028,000
(principally interest income) during the currersicil year was offset by $4,988,000 in expensdsarsales and marketing, general and
administrative, clinical testing and regulatory ardearch and development areas. During the psicalfyear, there were no product sales and
other income of $797,000 (principally interest im=&) was offset by $3,910,000 in expenses in theeahoeas.

During the current year, the Company spent $343¢008ales and marketing, principally in the hirofa field sales force and a customer
service function and in various marketing and pribamal programs. No such expense was recordeckipribr fiscal year as the Company
was still in the development stage and had noagquired Glofil and Inulin.

General and administrative expense increased $80 Hring the current year, principally due to $888 in amortization expense of the
purchased technology related to the acquisitioBlofil and Inulin. The Company also recorded a $006 increase in the amortization of
deferred compensation related to the issuanceok sstock options and warrants at prices belowkataralue and a $178,000 increase in
salary expense due to increased hiring of staff.

Clinical testing and regulatory expense decreagebll49,000 during the current year, principally doe decrease of $209,000 in contract
research organization costs because of a loweunador the Company's Phase Il congestive heddréatrial on CPC-111 and a decrease of
$177,000 in licensing milestone expenses, offsgfticreases in other areas, including a $180,00@ase in salary expense due to additional
hiring. During the prior year, the Company recordezhe-time milestone expense from the issuaneenoh-qualified stock option grant to
the licensor of CPC-211 as a milestone paymenthi®icompletion of that drug's Phase | trial.

Research and development increased by $214,000gdine current year due to increases in salaryresqpehe use of outside collaborators
and expense related to the Phase Il Small Businassation Research Grant for the neuronal calatiamnel blocker program (which grant
was completed during the year) and the six-mon#sPh Small Business Innovation Research Grarth®CPC-111 pro-drug program
(which was awarded to the Company during the ctryear).

In addition, net interest and other income fordhaent year increased by $231,000 principally u@) the interest income from a larger
investment portfolio as a result of the variouvgté placements during the year (described beldviguidity and Capital Resources) and the
Class A Warrant Program (also described below quidity and Capital Resources), which was not awed for all of the prior-year period
because the program began in November 1994 andamasleted in February 1995 and (ii) fees and istezarned on a loan that the
Company made during the current year to a finaradalsor.

Year ended July 31, 1995 compared to year endgd3dul1994

During the fiscal year ended July 31, 1995 (the9B8L¥ear"), the Company sustained a loss of $3,D03(6r $.32 per share) compared to a
loss of $2,375,000 (or $.32 per share) for thergiszal year. Increased payroll caused increasessearch and development, clinical testing
and regulatory and general and administrative esgerClinical testing and regulatory expenses duhie 1995 Year also reflected the
commencement and completion of the Phase | trid@@®€-211 (and the expense related to a milestoyraqra to the licensor of CPC-211 to
the Company in the form of a common stock purchreeseant), the commencement of the Phase Il triaCBE4111 in congestive heart failL
patients and the commencement of the Phase Ibmi&PC-111 in cardiac surgery patients. Finaredaisory and investor relations costs
accounted for significant increases in generaladministrative expenses during the 1995 Year, dioly$315,000 of expense recognized in
connection with the issuance (and subsequent iegjiof a warrant as compensation for servicesoperéd through July 31, 1995.

During the 1995 Year, the Company received $250¢3008come from the Phase Il Small Business InniovaResearch Grant awarded to the
Company by the National Institutes of Health inyJ18994 (the "Grant"). Research and developmentresg@ér the quarter includes expenses
incurred in connection with the Grant.

In addition, net interest and other income for1B885 Year increased 269% to $590,000 due pringipalthe interest income from a larger
investment portfolio and the investment of the pexts of the Special Class A Warrant Program atehigdtes than the Company's then-
existing investment portfolio for similar securgiand maturities.

Liquidity and Capital Resources

The Company has principally funded its activitieslate through its initial public offering ("IPOif) November 1992, which raised
$5,951,000, subsequent exercises of its RedeerGddms A Warrants in 1994 and early 1995, whicheas10,497,000, exercises by the
underwriter of the IPO of its unit purchase opti¢aisd the Redeemable Class A Warrants within sptiors), which raised $1,681,000, that
it had received as part of its compensation forl@ and a private placement of mandatorily conbkernotes during July 1996, which rais



$7,000,000. At July 31, 1996, the Company had ces$h equivalents and sheerm investments of $13,442,000, compared to $23000 a
July 31, 1995. The period-to-period increase wawcjpally due to the private placement of convdetibotes. This factor also contributed to
the increase in working capital at July 31, 199616,384,000, compared to $12,934,000 at July 2351

The Company expects that its cash needs will isers@nificantly in future periods due to expanbits research and development
programs, increased clinical testing activity, gtowf administrative, clinical and laboratory staffd their related equipment and space ni
Management believes that the Company's workingalapill be sufficient to fund the operations okét@ompany for approximately 36
months dependent, in part, on the timing of the m@mcement of each phase of the clinical trials BE€11 and CPC-211 and the funding
priorities that it gives its various research pesgs, the results of clinical tests and researchraros; competing technological and market
developments; the time and costs involved in obtginegulatory approvals and in obtaining, mairitagrand enforcing patents; the cost of
product acquisitions and their resulting cash fland other factors.

The Company expects to seek additional funds thr@xgrcises of its currently outstanding optiond warrants, public or private equity
financings, collaborations or from other sourcdserE can be no assurance that funds can be obt@ingekirable terms or at all. The
Company may seek to raise additional capital whene@nditions in the financial markets are favogaklen if the Company does not have
an immediate need for additional cash at that time.

Item 8. Financial Statements and Supplementary Data

The Financial Statements of the Company and Repdndependent Auditors are filed as exhibits heerésted under Item 14 of this Report
and incorporated herein by reference.

Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure.
None.

PART III.
Item 10. Directors and Executive Officers of the Rgistrant.

The information regarding directors is hereby ipowated by reference to the section entitled "kdeadf Directors" in the Company's
definitive Proxy Statement to be filed with the @éites and Exchange Commission in connection tithCompany's 1997 Annual Meeting
of Shareholders (the "Proxy Statement").

The information regarding executive officers appaarder the section entitled "Executive OfficerfRkefjistrant” appearing in Item 1 of Part |
of this Report.

Item 11. Executive Compensation.

The information required by this item is herebyarmorated by reference to the section entitled thkee Compensation” in the Proxy
Statement.

Item 12. Security Ownership of Certain Beneficial @vners and Management.

The information required by this item is herebyarporated by reference to the section entitled ti#gcOwnership of Certain Beneficial
Owners and Management" in the Proxy Statement.

Item 13. Certain Relationships and Related Transaans.
The information required by this item is herebyarmorated by reference to the section entitled fiaations with Related Parties" in the
Proxy Statement.

Item 14. Exhibits, Financial Statement Schedules @hReports on Form 8-K.

(@) (1)(2) Financial Statements and Schedules.

The financial statements are incorporated hereirefgrence from Exhibit 99.1, which begins with Feble of Contents on Page F- 1.
(a) (3) Exhibits.

See Exhibit Index on page 29.

The following management compensation plans arahgaments are required to be filed as exhibitsyauntsto Item 14(c) of this repo



Exhibit
Number Description

10.1  Forms of Incentive Stock Option and Nonst atutory Stock
Option.*

10.2  Amended 1992 Stock Option Plan.**

10.3  Form of Stock Purchase and Right of First

Refusal Agreement, with related schedule.*

10.4 Employment Agreement, dated July 10, 199Imeended and restated September, 1992, between gieti@et and Paul J. Marangos,
Ph.D. *

10.5 Amendment No. 1 to Employment Agreement, ditag 9, 1994, between the Registrant and Paul Jaigos, Ph.D.***

10.6 Amendment No. 2 to Employment Agreement, détacth 9, 1995, between the Registrant and Padbdangos, Ph.D.***

10.7  Amendment No. 3 to Employment Agreement, dated

October 1, 1996, between the Registrant a nd Paul J. Marangos,
Ph.D.
10.8 1993 Non-Employee Directors Stock Option Plan and

related form of Nonstatutory Stock Option. ****

* Filed as an exhibit to the Registrant's RegigtraStatement on Form S-1, Registration No. 33-2168d incorporated herein by reference.
** Filed as an exhibit to the Registrant's FormQ@er the period ended January 31, 1995, and imcated herein by reference.

*** Ejled as an exhibit to the Registrant's FormKdor the fiscal year ended July 31, 1994.

**** Filed as an exhibit to the Registrant's Forr@-K for the fiscal year ended July 31, 1993.
(b) Reports on Form 8-K.

There were no reports on Form 8-K filed during filnerth quarter of 1996.
(c) Exhibits.

The exhibits required by this Item are listed unidéem 14
@ (3).
(d) Financial Statement Schedules.

The financial statement schedule required by teisi lis incorporated herein by reference from Ext8Bi1, which begins with the Table of
Contents to the Financial Statements on Page F-1.

SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Resyigthas duly caused this Report to be
signed on its behalf by the undersigned, theredutyp authorized, in the City and County of San Die8tate of California, on the 24th day of
October, 1996.

CYPROS PHARMACEUTICAL CORPORATION
(Signature)

Paul J. Marangos

Chairman of the Board, President and Chief Exeeufifficer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each personosat signature appears below constitutes and aggéatl J. Marangos, and
David W. Nassif, and each of them, his attorneyaict; each with the power of substitution, for himany and all capacities, to sign any
amendments to this report, and to file the samti @xhibits thereto and other documents in conardtierewith, with the Securities a



Exchange Commission, hereby ratifying and configrafi that each of said attorneys-in-fact, or hibsitute or substitutes, may do or cause
to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

Exhibit Index

Signature Title
Paul J. Marangos Chairman of the Board
(Signature) President and Chief Execut

Officer and Director
(Principal Executive Offic

David W. Nassif Vice President, Chief
(Signature) Financial Officer

and Secretary

(Principal Financial and A

Digby W. Barrios Director
(Signature)

Bernard B. Levine Director
Virgil Thompson Director
(Signature)

Robert A. Vukovich Director
(Signature)

Exhibit
Number Description
2.1() Pharmaceutical Products Purchase and

Date

October 24,1996
ive

er) October 24, 1996

ccounting Officer)

October 24, 1996

October 24, 1996

October 24, 1996

October 24, 1996

Page No.

Distribution

Support Agreement as of August 9, 1995 by and anhemdex Diagnostics, Inc., Cypros Pharmaceuticaip@ration and Thomas J.

Maloney. (2)

2.2 (1) Glofil Contract Manufacturing and Royaltg#eement as of August 9, 1995 by and among IsoBliagnostics, Inc., Cypros
Pharmaceutical Corporation and Thomas J. Malongy. 2

2.3 (1) Merger Agreement as of August 9, 1995 antoyiros Pharmaceutical Corporation, Iso-Tex DiagoesB", Inc. and Jean and

Thomas Maloney. (2)

3.1 (3) Restated Articles of Incorporation of the

3.2 (4) Amendment to Restated Articles of Incorpo
3.3 (3) Bylaws, as amended.

4.1 (3) Specimen stock certificate.

4.3 (3) Specimen Redeemable Class B Warrant.
4.5 (3) Form of Warrant Agreement.

4.6 Reference is made to Exhibits 3.1 and 3.2
10.1 (3) Forms of Incentive Stock Option and Nonst
10.2 (4) Amended 1992 Stock Option Plan.

10.3 (3) Form of Restricted Stock Purchase Agreeme
schedule.

10.4 (3) Employment Agreement, dated July 10, 1991
and restated September 1, 1992, between the Registr
J. Marangos, Ph.D

10.5 (5) Amendment No. 1 to Employment Agreement,
1994, between the Registrant and Paul J. Marangos,

Registrant.

ration.

atutory Stock Option.

nt, with related

as amended
ant and Paul

dated May 9,
Ph.D.



10.6 (6) Amendment No. 2 to Employment Agreement,
1995, between the Registrant and Paul J. Marangos,

10.7 (7) 1993 Non-Employee Directors Stock Option
related form of Nonstatutory Stock Option.

10.8  Amendment No. 3 to Employment Agreement,
October 1, 1996, between the Registrant and Paul J.

10.9 (3) License Agreement, dated as of August 20,
the Registrant and Angel K. Markov, M.D. (with cert
confidential infomation in brackets deleted). (7)

10.11 (3) License Agreement, dated as of August 27,
the Registrant and University E..M., Inc. (with cer
confidential information in brackets deleted). (7)

10.12 (4) Assignment of and Amendment to License Ag
between University E.M., Inc., University of Cincin
Registrant.

10.13 (6) License and Support Agreement, dated as o

dated March 9,
Ph.D.

Plan and

dated

Marangos, Ph.D. 30
1992, between

ain

1992, between
tain

reement by and
nati and the

f February 18,

1993, between the Registrant and Elie Abushanab, Ph .D. (with
certain confidential information in brackets delete d). (8)
10.14 (9) Note Purchase Agreement dated July 11, 1 996 by and
among Cypros Pharmaceutical Corporation and Paresco , Inc.
10.15 (9) Note Purchase Agreement dated July 31, 1 996 by and
among Cypros Pharmaceutical Corporation and Cameron Capital Ltd.
23.1  Consent of Ernst & Young LLP, Independent Auditors. 31
24.1  Power of Attorney. Reference is made to page 27.
27. Financial Data Schedule - as filed electr onically by
Registrant (for SEC use only)
99.1  Financial Statements. 32

1) Filed as an exhibit to the Registrant's F orm 8-K dated

August 10, 1995 and incorporated herein by refexrenc

(2) Certain confidential portions deleted pursuardn application for Order Granting Confidentiaéatment Under the Securities Exchange
Act of 1934 and Rule 24b-2 Thereunder filed conently with the Form 8-K.

(3) Filed as an exhibit to the Registrant's Regi&in Statement on Form S-1, Registration No53882, and incorporated herein by refere
(4) Filed as an exhibit to the Registrant's ForrQLfdr the period ended January 31, 1995, and pwated herein by reference.

(5) Filed as an exhibit to the Registrant's ForrKifor the fiscal year ended July 31, 1994.

(6) Filed as an exhibit to the Registrant's ForrKifor the fiscal year ended July 31, 1993.

(7) Certain confidential portions deleted pursuar®@rder Granting Application Under the Securitfes of 1933 and Rule 406 Thereunder
Respecting Confidential Treatment, dated Novembé&g92.

(8) Certain confidential portions deleted pursuar®rder Granting Application Pursuant to Rule Z2Bider the Securities Exchange Act of
1934 Respecting Confidential Treatment, dated Déesr0, 1993.

(9) Filed as an exhibit to the Registrant's Forii 8ated September 20, 1996 and incorporated hbyeraference.
Form 10-K Items 14(a) (1) and (2)

Cypros Pharmaceutical Corporation

Years ended July 31, 1996, 1995 and 1994 wi33tloRe Independent Auditors

Cypros Pharmaceutical Corporation



Form 10-K Items 14(a) (1) and (2)

Contents
Report of Ernst & Young LLP, Independent Auditors F-2

Financial Statements (Iltem 14(a) (1)):

Balance Sheets F-3
Statements of Operations F-4
Statements of ShareholdersO Equity F-5
Statements of Cash Flows F-6
Notes to Financial Statements F-7

Financial Statement Schedules (Iltem 14(a) (2)):

All financial statement schedules are omitted bseahe information described therein is not appleanot required or is furnished in the
financial statements or notes thereto.

Report of Independent Auditors

The Board of Directors and Shareholders
Cypros Pharmaceutical Corporation

We have audited the accompanying balance she&gprbs Pharmaceutical Corporation as of July 3961#hd 1995, and the related
statements of operations, shareholders' equitycashl flows for each of the three years in theogeended July 31, 1996. These financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these financial statements based
on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referealove present fairly, in all material respedts, financial position of Cypros Pharmaceut
Corporation at July 31, 1996 and 1995, and thdtsesfiits operations and its cash flows for eatthe three years in the period ended July
31, 1996 in conformity with generally accepted astdng principles.

ERNST & YOUNG
(Signature)

August 26, 1996

Cypros Pharmaceutical Corporation
Balance Sheets

July 31,
1996 1995
Assets
Current assets:
Cash and cash equivalents $8,306,752 $5,026,745
Short-term investments, held
to maturity (Notes 1 and 2) 7,690,297 8,415,250
Accounts receivable 149,626 -
Inventory 63,386 -
Prepaid expenses and other
current assets 61,409 25,910
Total current assets 16,271,470 13,467,905

Property, equipment and leasehold

improvements, net (Note 2) 608,206 411,651
Purchased technology, net of

accumulated amortization of

$438,238 at July 31, 1996

(Note 1) 2,629,427
Licenses and patents, net of

accumulated amortization of



See accompanying notes.

$87,277 and $61,418 at
July 31, 1996 and 1995,
repectively (Note 4) 111,231

Deposits and other assets 126,180

Total assets
$ 19,746,514

Liabilities and shareholders' equity
Current liabilities:

Accounts payable $
119,092
Accrued compensation 155,748
Other accrued liabilities 231,864
Purchased asset obligation
(Note 1) 200,000
Current portion of long-term
debt (Note 3) 99,282
Current portion of capital
lease obligation (Note 4) 81,035
Total current liabilities 887,021
Long-term debt (Note 3) 41,367
Capital lease obligations
(Note 4) 187,265
Deferred rent (Note 4) 120,411

Commitments (Note 4)

Shareholders' equity: (Note 5)
Common stock, 30,000,000 shares
authorized, 11,613,748
and 11,352,017 shares issued
and outstandingas of July 31,

1996and 1995, respectively 21,838,493

Mandatorily convertible notes
7,458,498
Deferred compensation
(304,309)
Accumulated deficit
(10,482,232)

Total shareholders' equity
18,510,450

Total liabilities and
shareholder's equity
$ 19,746,514

Cypros Pharmaceutical
Corporation

Statements of Operations

Years
ended July
31,
1996 1995

Net sales $ 1,275,240
Cost of sales 405,142

Gross profit 870,098
Operating expenses:
Sales and marketing 343,054

General and

administrative 2,254,000 1,583
Clinical testing and

regulatory 1,389,128 1,537
Research and development 1,002,226

Total operating expenses 4,988,408 3,909

Loss from operations (4,118,310) (3,909,

99,591
195,692

$ 14,174,839

$ 138,537

83,594
189,713

99,282
22,517

533,643
140,650

54,149
80,519

20,944,995
(186,993)
(7,392,124)

13,365,878

$ 14,174,839

1994

420 1,015,666

,964 1,022,134

526,835

2,564,635

808) (2,564,635)



See accompanying notes.

Research grant income 270,510 250
Interest income, net (Note

3) 757,692 547
Net loss $(3,090,108) $(3,112
Net loss per share $ (027) % (

Shares used in computing net
loss per share 11,518,169 9,85

Cypros Pharmaceuti
Statements of Shareholders' Equity
For each of the three years ended July 31, 1996,
1995 and 1994

Commo

Shares
Balance at July 31, 1993 6,083,3
Exercise of warrants

1,343,7
Exercise of Class A warrants (Program 1)

760,30
Issuance of common stock for cash and
services 35,65
Common stock repurchased (203,25

Deferred compensation related to grant of
stock options
Amortization of deferred compensation

Net loss

Balance at July 31, 1994
8,019,7

Exercise of Class A warrants (program II)
2,605,1

Exercise of Unit
543,74

Exercise of stock options

183,31
Deferred compensation related to grant of
stock options and
warrants
Amortization of deferred compensation

Net loss
Balance at July 31, 1995 11,352,
1

Issuance of mandatorily convertible notes,
net

Issuance of common stock, net of offering

costs 162,50
Issuance of common stock in business
acquisitions 169,23
Issuance of common stock for services

200,00
Common stock repurchased

(280,00
Exercise of stock options

10,00

Deferred compensation related to grant of

,000 -
107 189,372
,701) $ (2,375,263)

032) $ (0.32)

9,857 7,357,960

cal Corporation

Mandator
ily
n stock Converti
ble
Notes
Amount

2 $6,748,4 $
9 19 -

5 725,625 -
0

6 2,355,12 -
3

0 83641 -
5
) (63,205) -

- 66,958 -

9,926,56 -
1

o 0

8,205,21 -
5

[@ e

5 1,681,26 -
6

2 528,924 -

603,029 -

0
7 20,944,9 -
95

- 7,458,49
8

0 940,956 -

1 1,032,30 -
9

0 284,375 -

(1,540,0
0 00 -
)

0 35,163 -



stock options
Amortization of deferred compensation

140,695 -

Net loss

Balance at July 31, 1996 11,613, $21,838, $7,458,4

493 98

N
0

Total
Deferred Accumulate Sharehold
Compensat d Deficit ers'

ion Equity
$(266,273 $1,904,16 $4,577,986
) 0)
- - 725,625
- - 2,355,123
- - 83,641
51,624 - (1,581)
(66,958) - -
110,667 - 110,667

- (2,375,263 (2,375,26
) 3

(170,940) (4,279,423 5,476,198
)

- - 8,205,215

- - 1,681,266

- - 528,924
(110,842) - 492,187
94,789 - 94,789

- (3,112,701 (3,112,70

) 1)
(186,993) (7,392,124 13,365,87
) 8

- - 7,458,498

- - 940,956

- - 1,032,309
(284,375) -

- - (1,540,00

0)

- - 35,163
(140,695) -
307,754 - 307,754

- (3,090,108 (3,090,10

) 8)
$(304,309 $(10,482,2 $18,510,4
) 32 50

See accompanying notes.

Cypros Pharmaceutical Corporation
Statements of Cash Flows

1996 1995 1994



Operating activities
Net loss $(3,090,10 $(
8)
Adjustments to reconcile net loss to
net cash used in operating
activities:
Amortization of deferred 307,754
compensation
Expense related to warrant
issuances -
Depreciation and amortization
173,610
Amortization of purchased
technology 438,238
Deferred rent expense
39,892
Write off of patent
Issuance of common stock for
property -
and services
Changes in operating assets and
liabilities, net of effects
from acquisitions:
Accounts receivable

(149,626)
Inventory
18,829
Prepaid expenses and other
current 18,536 (
assets
Accounts payable
(19,445) (1
Other accrued liabilities
114,305

Net cash flows used in operating
activities (2,148,015 (2
)

Investing activities
Payment for purchase of inventory in
business acquisitions (82,215)
Payment for purchase of acquired
businesses (1,835,356

)

724,953 (3

Short-term investments

Purchase of property, equipment and

leasehold improvements (100,770) (1

Increase in licenses and patents
(37,499) (
Decrease in deposits and other assets
6,197

Net cash flows used in investing
activities (1,324,690 (4
)

Financing activities

Issuance of common stock, net
976,119 10

Issuance of mandatorily convertible

notes 7,458,498

Repurchase and retirement of common

stock (1,540,000

Proceeds from long-term debt
Repayments of long-term debt

(99,283) (
Repayments of capital leases

(42,622) (
Net cash flows provided by financing
activities 6,752,712 10

Increase in cash and cash equivalents
3,280,007 3,

Cash and cash equivalents at

3,112,70 $(2,375,26
1 3)

94,789 110,667
492,187 -

112,713 81,002

10,889 69,630
14,000 -

- 12,000

41,897) (8,832)

38,572) 187,254

233,909 2,618

;334,683 (1,920,924
) )

,957,538 (828,137)
)

93,689) (134,174)
10,863) (45,455)

16,673 22,729

145,417 (985,037)
)

,415,405 3,150,808

- 267,759
99,282) (119,129)
17,439)

,298,684 3,299,438

818,584 393,477



beginning of year 5,026,745 1, 208,161 814,684

Cash and cash equivalents at end of

year $8,306,752 $ $
5, 026,745 1,208,161

Supplemental disclosures of cash flow
information:
Cash paid for interest $ $3

47,953 39,170 28,450
Noncash investing and financing
activities:
Equipment financed under capital $ $ $
leases 234,256 89,549 6,427
Purchased asset obligation $ $ $

200,000 - -
Common stock issued for business
Acquisitions $ $ $

1,032,309 - -

See accompanying notes.
Cypros Pharmaceutical Corporation

Notes to Financial Statemer
July 31, 1996

1. Organization and Summary of Significant AccongtPolicies
Organization and Business Activity

Cypros Pharmaceutical Corporation (the "Companyd3$ wcorporated in San Diego, California on Noven#he 990. The Company devel
and markets acute-care, hospital-based producesCbimpany is currently marketing Glofil and Inuliwo injectable renal diagnostic
products. The Company's pre-clinical and clinieatelopment programs focus on cytoprotective drgsgshed to reduce ischemia (low
blood flow) induced tissue damage in acute-caringst The Company's two clinical programs areenity in six Phase Il trials, which
include four for CPC-111 (acute complications ofiaplasty, coronary artery bypass grafting surgeongestive heart failure and sickle cell
anemia crises), and two for CPC-211 (stroke and hgary). Through July 31, 1995, the Company wassidered to be in the development
stage.

On August 9, 1995, the Company acquired two busessncluding

(i) the New Drug Application for Glofil and finiskdegoods inventory of Glofil on hand at the timectafsing from Iso-Tex Diagnostics, Inc., a
Texas corporation, (the "Glofil Acquisition") anid) the New Drug Application for Inulin and the rawaterial and finished goods inventory
Inulin on hand at the time of closing from Iso-T@dagnostics "B", Inc. ("ITDB"), a Texas corporati@he "Inulin Acquisition"). The Glofil
Acquisition was accomplished in an arms' lengthotiagjon through a purchase of assets and thenfudguisition was accomplished throt

a merger of ITDB with and into the Company (the tlylr"). The total purchase price was $3,149,88Wtath $1,582,215 in cash and
169,231 newly issued shares of restricted commueksif the Company (the "Restricted Shares") weiid pt closing. The Company used its
working capital to make the cash payments for ttiriitions at closing. Both acquisitions were agded for using the purchase method
accordingly, the financial statements include therations of the businesses from the date of aitiguis

As part of the Glofil Acquisition, the Company maale additional cash payment of $200,000 on Janl&rnt996 and a final cash payment of
$200,000 on August 9, 1996. As part of the InulzgAisition, the Company has agreed to registeRericted Shares, upon the request of
the sole stockholder of ITDB, at any time after gear from the date of closing and if the registrastatement has not become effective
within 90 days of the date of the holder's requist,Company is obligated to repurchase the Remtrihares at their market value based
upon the closing bid price of the Company's comstogk on such date. As a result of the acquisitarGlofil and Inulin, the Company
commenced product sales and is therefore an opgredimpany.

1. Organization and Summary of Significant AccongtPolicies

(continued)
Organization and Business Activity (continued)

The following unaudited pro forma data reflects tbenbined results of operations of the Companythadwo businesses as if the
acquisitions had occurred on August 1, 1994:

Ju ly 31,
1996 1995



Net revenue $1,275,24 0 $1,031,486
Net loss (3,090,108 ) (2,993,386)
Net loss per share (0.27 ) (0.30)

In January 1996, the Company entered into an agreewith Syncor International ("Syncor") to distrtb Glofil in unit doses through
Syncor's nationwide pharmacies. Under the agreentfenCompany ships whole vials of Glofil on comsigent to selected pharmacies which
then repackage them into unit doses and ship therastomers upon request. Syncor is also resperfgibbilling, collections and disposal of
expired unused vials.

Cash, Cash Equivalents and Short-term Investments

The Company considers highly liquid investmentdwitmaining maturities of three months or less wdweguired, primarily money market
funds, to be cash equivalents. Short-term investsnamnsist of certificates of deposit, U.S. goveentrsecurities and investment grade
corporate obligations. The Company has establigh@ttlines relative to diversification and matedtithat maintain safety and liquidity. The
Company has not experienced any losses on itsezpstialents or short-term investments. Managemeli\es the credit risk associated
with these investments is limited due to the natireéne investments.

Management determines the appropriate classificafi@ebt securities at the time of purchase aadalates such

designations as of each balance sheet date. Dabitfs are classifed as held-to-maturity whenGoenpany has the positive intent and the
ability to hold the securities to maturity. Held-rhaturity securities are carried at cost, adjufteédmortization of premiums and accretion of
discounts. Interest, dividends and amortizatiothensecurities classified as held- to-maturityincbuded in interest income.

Concentration of Credit Risk

The Company extends credit to its customers, piiynlaospitals and large pharmaceutical compani@slaoting clinical research, in
connection with its product sales. The Companyrtwa®xperienced significant credit losses on itg@mer accounts. Two customers
individually accounted for 39% and 15% of curreeaysales.

1. Organization and Summary of Significant AccongtPolicies

(continued)
Inventory

Inventory is stated at the lower of cost (firstfinst-out method) or market and is comprised of materials of $3,437 and finished goods of
$59,949.

Depreciation and Amortization

Property and equipment are stated at cost and depeéd over the estimated useful lives of the adgminerally 5 years) using the straight-line
method. Leasehold improvements are amortized dnelesser of the estimated useful lives (7 yearff)eremaining term of the lease,
whichever is less.

Purchased Technology

Purchased technology associated with the acquisitidd Glofil and Inulin is stated at cost and anzed on a straight-line basis over the
period estimated to be benefited (7 years). Effecéiugust 1, 1996, the Company will adopt Statenoéftinancial Accounting Standards !
121 ("FAS 121"), Accounting for the Impairment abrig-Lived Assets and for Long-Lived Assets to beddsed Of. The Company does not
believe the adoption of FAS 121 will have a matesffect on the its financial position or resulfsoperations.

License and Patent Costs

The Company capitalizes certain costs relateccem$ie rights and patent applications. Accumulatstsare amortized over the estimated
economic lives of the license rights and patergésnégally 6 years) using the straight-line methoghim®ncing at the time the license rights are
granted or the patents are issued.

Revenue Recognition

Revenues from product sales of whole vials of Ghrid Inulin are recognized upon shipment. Reveifioes Glofil sales under the Syncor
agreement are recognized upon receipt by the Copmfamonthly sales reports from Syncor on unit deakes by its pharmacies. The
Company is not obligated to accept returns of petalsold that have reached their expiration ¢



Net Loss Per Share
Net loss per share is computed using the weightethge number of common shares outstanding dunmg@ériods

1. Organization and Summary of Significant AccongtiPolicies
(continued)

Reclassifications
Certain previously reported amounts have beengsified to conform with the 1996 presentation.
Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the amounts reporttteifinancial statements and disclosures madeeim¢écompanying notes to the financial
statements. Actual results could differ from thesgémates.

Accounting and Disclosure of Stock Based Compensati

Effective August 1, 1996, the Company will adopt8ment of Financial Accounting Standards No. 1Ea$ 123"), Accounting and
Disclosure of Stock-Based Compensation. As allowsder FAS 123, the Company will elect to continmadcount for stock option grants in
accordance with Accounting Principles Board Opirliim 25 ("APB 25"), Accounting for Stock IssuedBmployees and related
interpretations. Accordingly, when the Company ¢gatock options with an exercise price equal &f#ir market value of the shares on the
date of grant, no compensation expense is recofdedCompany does not believe the adoption of FABWill have a material effect on its
financial position or results of operations.

2. Financial Statement Details

Short-Term Investments

All short-term investments of the Company are dfaesbas held- to-maturity. The following is a suram of held-to-maturity investments at
amortized cost as of July 31:

1996 1995
Corporate Debt Securities $ 6,902,848 $ 5,210,665
U.S. Government Obligations 749,780 2,778,223
Certificates of Deposit 37,669 426,362
$ 7,690,297 $ 8,415,250

As of July 31, 1996, the difference between costestimated fair value of the held-to-maturity istreents was not significant. Of the above-
referenced 1996 investments, $6,715,067 will maatirarious dates through July 31, 1997 and $975/B mature at various dates after
July 31, 1997 through July 31, 1998.

2. Financial Statement Details (continued)

Property, Equipment and Leasehold Improvements

Property, equipment and leasehold improvements consist of the
following as of July 31:

1996 1995
Laboratory equipment $ 570,8 65 $ 337,622
Office equipment, furniture and fixtures  224,9 32 124,553
Leasehold improvements 89,5 17 88,113

885,3 14 550,288
Less accumulated depreciation and (277,10 8) (138,637)
amortization

$ 608,2 06 $ 411,651

Depreciation expense was $138,471, $83,313 an@%24or the years ended July 31, 1996, 1995 and,Ir@8pectively.
Other Accrued Liabilities

At July 31, 1996 and 1995, other accrued liabgittensist primarily of clinical costs related te #Bhase Il clinical trials of CF-111.



3. Long-Term Debt

As of July 31, 1996, the Company had an installnmet¢ payable to a financial institution of $14@®pdf which $99,282 was classified as
current. The outstanding balance was collateralize$i242,000 of the Company's short-term investmastof July 31, 1996. The installment
note bears interest at the prime rate plus 1.6%99.85% at July 31, 1996) and is being repaid in thgrinstallments through December 1997.
Interest expense incurred on the installment nate $19,897, $29,947 and $25,971 for the years ehdg®1, 1996, 1995 and 1994,
respectively.

4. Commitments
Leases

The Company leases its office and research faslitnder operating lease agreements and certajmaent under capital lease agreement
security deposit of $85,714 under one of the fiedlilease agreements is included in deposits trad assets.

4. Commitments (continued)
Leases (continued)

Minimum future obligations under both
operating and capital leases as of July 31,
1996 are as follows:

Operat ing Capital
Leas es Leases
1997 $ 35 5780 $ 111,236
1998 37 8,040 106,832
1999 39 7,550 70,134
2000 42 1,561 35,231
2001 31 0,573 -
Thereafter 10 2,749
$1,96 6,253 $323,433
Less amounts representing interest 55,133
Present value of net minimum lease payments 268,300
Current portion of obligations under
capital leases 81,035
Long-term obligations under capital leases 187,265

Rent expense totaled $193,880, $107,952 and $800t 27e years ended July 31, 1996, 1995 and 11@3pectively. Equipment acquired
under capital leases totaled $277,669 and $82 16dt4of accumulated amortization of $52,564 and 383, as of July 31, 1996 and 1995,
respectively.

License Agreements

The Company has various license agreements whighresthe payment of royalties to the licensorsrughee commercial sale of products
incorporating the licensed compound. Under one sgechement, the Company issued a warrant in fi@@% exercisable into 43,750 shares
of the Company's Common Stock at an exercise pfi§d.60 per share. In the event certain milest@mesot met by the Company within
specified time periods, two of the licensors magceto terminate their license agreements andghits thereunder. Such a termination could
have a significant adverse impact upon the Company.

5. Shareholders' Equity

Preferred Stock

The Company has authorized 1,000,000 shares okctinie preferred stock. As of July 31, 1996, notsshares were issued or outstanding.
5. Shareholders' Equity (continued)

Common Stock

During the year ended July 31, 1996, the Compamgh@msed and retired 280,000 shares of its outstgr@ommon Stock at $5.50 per share
in a privately negotiated transactic



Mandatorily Convertible Notes

During the year ended July 31, 1996, the Compasyeid $8 million in principal amount of namterest bearing, mandatorily convertible nc
to institutional investors in private placementsle@nthe provisions of the Securities and Exchang@i@ission ("SEC") Regulation D. The
notes are convertible at the option of the invesioto shares of the Company's Common Stock abwsudates from January 31, 1997 thro
July 31, 1999 at a discount to the market pricéhefstock immediately preceding conversion, ranfiog 15% to 25%, with the actual
discount depending on the length of time each itovdsas held the note being converted. The notest breiconverted at various dates thra
July 31, 1999. The Company is required to regisiér the SEC the shares of Common Stock issualie apnversion of the notes on or p
to the expiration of the allowable conversion pésio

Warrants

In connection with the Company's initial publicerffhg in 1992 (the "Offering"), the Company isse875,000 Redeemable Class A and
Class B Warrants. During fiscal years 1994 and 1885 Company initiated special programs desigoezhtourage holders of Redeemable
Class A Warrants to exercise their warrants imntetligthe "Special Class A Warrant Programs"). Urttle Special Class A Warrant
Programs, the Company received net proceeds od$1@05 from the exercise of 2,847,037 Redeemalales@\ Warrants and the
concurrent issuance of 3,345,236 shares of Comrnawk &nd 1,423,512 Redeemable Class B Warrants.

Subsequent to the end of the Special Class A WalPragrams, the Company issued a notice of manglegédemption to the remaining
holders of Class A Warrants. The holders of 20 2E®&s A Warrants exercised their warrants uporr tirgginal terms, resulting in $63,787
proceeds to the Company and the issuance of 28}25@s of Common Stock. The Company repurchased thik unexercised Class A
Warrants outstanding at the end of the 30-day mangeedemption period for $0.02 per warrant. Adoly 31, 1996, there were no
Redeemable Class A Warrants outstanding.

During the course of the Special Class A WarrangRams, all of the 250,000 Unit Purchase Optiosiséad to the underwriter of the Offering
were exercised at $3.02 per option, and the 250R@@Eemable Class A Warrants within such units Wweneediately exercised resulting in
aggregate net proceeds of $1,681,266 and the aemtussuance of 543,745 shares of Common StoclBab@®00 Redeemable Class B
Warrants.

5. Shareholders' Equity (continued) Warrants (cargd)

The Company issued an additional warrant in 199%asable into 312,500 shares of the Company's Gumitock at a purchase price of $5
per share to a firm as consideration for finanathlisory services. In January 1996, the Companygetked the warrant and issued 200,000
shares of Common Stock at $3.39 in lieu of the ebed warrant.

As of July 31, 1996, 4,673,512 Redeemable ClassaBalts were outstanding. Warrant holders areledtid purchase one share of Comi
Stock at $5.50 per share for each warrant untilévdadyer 3, 1997. The Company is entitled to redeenwiirrants on not less than than 30
days written notice at $0.02 per warrant when therage closing bid price of the Common Stock exs&860 per share over a period of 20
consecutive trading days, ending within 15 daythefdate of notice of redemption.

Stock Option Plans

As of July 31, 1996, 2,274,038 shares of CommouglSiere reserved for issuance under the 1992 Siption Plan (the "1992 Plan"). The
1992 Plan provides for the grant of incentive andstatutory stock options with various vesting pesi generally four years, to employees,
directors and consultants. The exercise priceca#ritive stock options must equal at least thenfairket value on the date of grant, and the
exercise price of nonstatutory stock options mapdéess than 85% of the fair market value on tte df grant. The maximum term of
options granted under the Plan is ten years.

In June 1993, the Company adopted the 1993 Non-&mplDirectors' Stock Option Plan (the "1993 Plantider which 250,000 shares of
Common Stock were reserved for issuance. The 1888dPovides for the granting of 25,000 optionptwmchase Common Stock upon
appointment as a hon-employee director and aniaddit3,000 options each January thereafter, baggnianuary 1, 1994. Options vest over
four years. The exercise price of the options B &8 the fair market value on the date of grant.

5. Shareholders' Equity (continued)

Stock Option Plans (continued)

The following table summarizes stock option activit y
under the 1992 and 1993 Plans:

Options  Exercise Pric e
Outstanding per Share

Balance at July 31, 661,750 $1.44 -$4.0 5
1993
Granted 358,125 $3.06 - $4.7 0
Exercised (32,650) $1.44-3%$2.9 0
Canceled (40,600) $1.58 -%$2.9 0



Balance at July 31, 946,625 $1.44 - $4.7 0

1994
Granted 292,500 $4.25-%6.4 0
Exercised (183,312) $1.44-%4.6 0
Canceled (37,813) $3.87 -$4.6 0
Balance at July 31, 1,018,000 $1.44 -%6.4 0
1995
Granted 360,000 $3.08 - $8.5 0
Exercised (10,000) $3.44 - $4.6 0
Canceled (12,188) $5.40
Balance at July 31, 1,355,812 $1.44 -$8.5 0
1996

At July 31, 1996, options to purchase 789,011 shaf€ommon Stock were exercisable and there w@@8J226 shares available for grant
under the Plans.

Deferred Compensation

The Company has recorded deferred compensatidhdatifference between the price of certain statt and options granted and the fair
value of the Company's Common Stock. Deferred coisgagon is amortized to expense during the vegtargpd of the related stock or
options.

6. Income Taxes

The Company accounts for income taxes using thditiamethod under Financial Accounting StandaBasrd Statement No. 109,
Accounting for Income Taxes. Deferred income taediect the net tax effects of temporary differenbetween the carrying amounts of
assets and liabilities for financial reporting pasps and the amounts used for income tax purposes.

6. Income Taxes (continued)

Significant components of the Company's deferred ta x assets and
liabilities as of July 31, 1996 and 1995 are as fol lows:
1996 1995
Deferred tax assets:
Net operating loss carryforwards $3,358,000 $ 2,366,000
Capitalized research and
development costs 404,000 264,000
Research and development tax
credit carryforwards 378,000 355,000
Other 231,000 168,000
Total deferred tax assets 4,371,000 3,153,000
Deferred tax liabilities:
Other (19,000) (16,000)
4,352,000 3,137,000
Valuation allowance (4,352,000) (3,137,000)
Net deferred tax assets $ - $ -

As of July 31, 1996, the Company has federal andd@aa tax net operating loss carryforwards opegximately $9,305,000 and $1,676,C
respectively. The federal and California tax loagyforwards will begin expiring in 2007 and 199&spectively, unless previously utilized.
The Company also has federal and California rekeamnd development tax credit carryforwards of $288,and $138,000, respectively,
which will begin expiring in 2007 unless previousitjlized. The above carryforwards were determiagdf the Company were filing a tax
return at July 31, 1996; however, for tax returnpmses the Company uses a calendar year end.

Use of the Company's net operating loss and ccadiyforwards will be limited because of the Offeyiwhich resulted in a cumulative cha
in ownership of more than 50%. However, the Comp#ogs not believe such change will have a matieniéct upon the Company's ability
to utilize these carryforwards.

The valuation allowance increased $1,215,000 frolp 31, 1995 to July 31, 1996 due principally te thcrease in deferred tax assets
resulting from the increase in tax net operatirss lcarryforwards. Realization of deferred tax asiselependent on future earnings, the tir
and amount of which will be dependent on sciensficcess, results of clinical trials and regulatgproval of the Company's products
currently under development. Accordingly, the ftdluation reserve has been established to refiesetuncertainties.
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