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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some statements contained in this reperfaward-looking with respect to our operatiormomic performance and financial
condition. Statements that are forward-looking atune should be read with caution because theynawvisks and uncertainties, which are
included, for example, in specific and general usions about:

. our strategy;

. sufficiency of our cash resources;

. product development;

. revenues from existing and new collaborations;

. our research and development and other expenses;
. our operational and legal risks; and

. our plans, objectives, expectations and intentartbany other statements that are not historicts fa



Various terms and expressions similar &nttare intended to identify these cautionary statés These terms include: "anticipates,”
"believes,"” "continues,” "could,” "estimates," "eqps," "intends," "may," "plans," "seeks," "shouddid "will." Actual results may differ
materially from those expressed or implied in thesgements. Factors that could cause these diffeseinclude, but are not limited to, those
discussed under "Risk Factors" and "Managemenssudsion and Analysis of Financial Condition angdu®s of Operations." Sangamo
undertakes no obligation to publicly release amwysiens to forwardeoking statements to reflect events or circumstararising after the da
of this report. Readers are cautioned not to plackie reliance on the forward-looking statementsckvspeak only as of the date of this
Annual Report on Form 10-K.

PART |
Item 1. Business
Company Overview and Business Strategy
Background

Sangamo is the worldwide leader in theasd® development, and commercialization of DNAdirig proteins for the therapeutic
regulation and repair of disease-associated géhesproprietary technology platform is based onehgineering of a naturally occurring
class of proteins referred to as zinc finger DNAddng proteins (ZFPs). We believe that ZFPs cataligeted to virtually any gene in the
human genome or the genome of any other organismseéentists use engineered ZFPs to make ZFPctiptien factors, or ZFP TFs, whi
are proteins that bind to DNA and are able to ggnes on or off (see Figure A). Alternatively, ZFRay be engineered to create zinc finger
nucleases (ZFNs). Engineered ZFNs can preciselgerusmic DNA at a preselected location, facilitgtihe transfer of "corrected" or "don
genetic information into the site and may thuswaltbe repair or correction of genes which carnedge-causing mutations.

Pharmaceutical companies have spent illafrdollars to successfully discover and valide® genomic targets over the last several
years, yet they have failed, in many cases, tatiiyesmall-molecule drugs which can therapeutically modulhése targets in man. We
believe that our ZFP technology platform constiglaenovel therapeutic approach enabling the reguolaf validated drug targets which have
proven intractable to conventional methods of ditisgovery. Sangamo, by offering ZFP TF regulatiosarection of such targets at the
DNA level, is poised to address such high-valugets by providing a unique and proprietary apprdadhe therapeutic regulation or
correction of disease-associated genes. Our cdgppaatner, Edwards Lifesciences (Edwards), had fin investigational new drug (IND)
application to initiate a Phase I/11 clinical stydyhich is intended to evaluate the safety andrpieary efficacy of a proprietary Sangamo
ZFP Therapeutic™ for the treatment of peripherdrairdisease (PAD). We have also initiated precéihainimal studies of ZFP Therapeutics
in diabetic neuropathy and congestive heart faitur@ have research-stage programs in neuropatimicqaamcer immunotherapy, X-linked
severe combined immunodeficiency (X-linked SCID) a&ickle cell anemia.

Going forward, we intend to invest the nnyoof our financial and scientific resources retapeutic applications of our ZFP technol
Notwithstanding our therapeutic focus, we belidwe potential commercial applications of ZFP TFshamac-based and range from human
therapeutics and drug discovery to protein pharuoiéz production and the precision engineeringafmercial crop plants. Our business
model permits us to capitalize on the ZFP platfosnpermitting the sale or licensing of ZFP TFs &N to companies working in any of
these fields. For instance, Sangamo has supptigtharmaceutical partners with ZFP TFs for the memying of human cells to enable their
use in compound screening against cell surfaceptersethat are high-value drug targets. In addjtwe are supplying Medarex, Inc. with
ZFP-engineered cells for the enhanced productidnyaeid of therapeutic antibodies, an advance whahld substantially increase the
efficiency of Medarex's pharmaceutical antibodydurction. Finally, while Sangamo is not currentlyeésting in plant agriculture projects, «
ZFP technology has been demonstrated to enableseretanges in the genomes of crop plants for cacially desirable traits.

We have amassed a substantial proprietasifipn in the design, selection, compaosition, asd of engineered ZFPs to support all of
these commercial products. We either own outrightave licensed the commercial rights to approxafyad5 patents issued in the United
States and foreign national jurisdictions, and weehover 150 patent applications pending worldwile.continue to license and file new
patent applications that strengthen our core andssory patent portfolio. We
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believe that our proprietary position will proteatr ability to research, develop, and commercighimalucts and services based on ZFP
technology across all of our chosen applications.

Over the last 18 months, we have incredgifogused our company on ZFP Therapeutic prodaeetbpment and recruited experienced
scientists and managers with substantial produetldpment experience. Working with the Edwards ddfences development team, we h



played an integral role in the filing of the IND@jgation. We are also building our capabilitiegirclinical development, regulatory affairs,
manufacturing, and clinical research and are apglihiese capabilities across our product developpregrams in cardiovascular disease,
neurological disorders, cancer immunotherapy, hedreatment of monogenic diseases, including KeihSCID and sickle cell anemia.

DNA, Genes, and Transcription Factors

DNA is present in all cells and encodesitierited characteristics of all living organismscell's DNA is organized in chromosomes as
thousands of individual units called genes. Genesde proteins, which are assembled through theepsoof transcriptionwhereby DNA i<
transcribed into ribonucleic acid, (RNA)—and, supsently, translation—whereby RNA is translated iptotein. DNA, RNA, and proteins
comprise many of the targets for pharmaceuticay diiscovery and therapeutic intervention at theaoalar level.

The human body is composed of specialis#id that perform different functions and are tbuganized into tissues and organs. All cells
in an individual's body contain the same set ofegeRlowever, only a fraction of these genes areetlion, or expressed, in an individual
human cell at any given time. Genes are activatedpressed in response to a wide variety of stifauternal factors) and developmental
signals (internal factors). Distinct sets of geassexpressed in different cell types. It is thattgrn of gene expression that determines the
structure, biological function, and health of alls, tissues, and organisms. The aberrant expres$icertain genes can lead to disease.

Transcription factors are proteins thatim genes and regulate their expression. A trgytsmm factor recognizes and binds to a specific
DNA sequence within or near a particular gene anges that gene to be activated or repressedgliehorganisms, transcription factors
typically comprise two principal domains: the fiista DNA binding domain, which recognizes a tafgitA sequence and thereby directs the
transcription factor to the proper chromosomal fieca the second is a functional domain that catisegarget gene to be activated or
repressed (see Figure A). The two-component streiciiour engineered ZFP TFs is modeled on thigrally occurring structure of
transcription factors in all higher organisms.

The Two Domain Structure of a ZFP Therapeutic
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Engineered Zinc Finger Protein Transcription Factors (ZFP TFs) for Therapeutic Gene Regulation

Consistent with the two-domain structur@BP TFs, we take a modular approach to their dedibe recognition domain is typically
composed of three or more zinc fingers; each fingeognizes and binds to a three base pair sequémeA, and multiple fingers can be
linked together to recognize longer stretches oRDRy modifying the amino acids of a ZFP that dtheinteract with DNA, we can engineer
novel ZFPs capable of recognizing preselected Dalusnces within genes of commercial intel



The ZFP DNA binding domain is coupled tiuactional domain, creating a ZFP TF capable otmding or regulating a target gene in
the desired manner. For instance, an activationailocauses a target gene to be "turned on." Altieelg, a repression domain causes the
gene to be "turned off." We believe that we cantimdnhe duration of the effects of ZFP TFs by salenethods. ZFP TFs may be delivered
by using different gene transfer systems that atloemn to be expressed in a cell transiently orinaously. We can also engineer ZFP TFs
with functional domains that allow their activity be controlled by the administration of a smallleeale drug. Finally, we can engineer ZFP
TFs with repression domains that are able to inigibne expression and, in some cases, even silegicéarget genes.

To date, we have designed, engineeredasseimbled several thousand ZFPs and have thorouegidyl the majority of these proteins
for their affinity, or tightness of binding to thiddNA target, as well as their specificity, or prednce for their intended DNA target. We have
developed standardized methods for the desigrstismie and assembly of ZFPs capable of bindingwade spectrum of DNA sequences and
genes. We have linked ZFPs to numerous functioo@lains to create gene-specific ZFP TFs and havedstiated the ability of these ZFP
TFs to regulate hundreds of genes in dozens ddréifit cell types and directly in whole organisms|uding mice, rats, rabbits,
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pigs, plants, fruit flies, worms, and yeast. Sangacientists have published extensively, in peeiereed scientific journals, on the
transcriptional function of ZFP TFs and the resigtthanges in the behavior of the target cellyéssr organism.

Engineered ZFNs for Therapeutic Gene Correction

The ZFP DNA binding domain may also be dedpo a cleavage domain of a restriction endormsgle—an enzyme that cuts DNA at a
precise location—creating a zinc finger nucleasgr. Using the DNA binding domain of an engineezéd, we can design a ZFN to
generate a physical break at a defined positithdrDNA sequence of a target gene that carriesemde-causing mutation. This targeted
break in the DNA facilitates the replacement of disease-causing mutation or DNA sequence withiribemal” or "corrected" DNA
sequence. We believe that ZFN-mediated gene camewill allow the corrected gene to be expresseitksi natural chromosomal context and
may provide a safe and effective approach to teeipe repair of DNA sequence mutations responiplmonogenic diseases such as X-
linked SCID and sickle cell anemia.

A Novel Class of Human Therapeutics

With our ability to deliver gene-specifi€R TFs and ZFNs for the activation, repressioensihg, or repair of target genes and DNA
sequences, we are poised to develop a novel didsghty differentiated human therapeutics. We dadi that, as more genes are validated as
high-value therapeutic targets, the clinical brbadtd scope of ZFP Therapeutic applications mayepto be substantial.

Following the genomics revolution of thed8, the sequencing and publication of the humaome, and the industrialization of
genomicsbased drug discovery in this decade, pharmacewimhbiotechnology companies have validated anthctexized hundreds of ne
drug targets. However, these companies have hagldmesults in translating these targets into leadyrct candidates, or products which h
advanced to clinical trials. There are thousandsoténtial drug targets which, although they haetear role in disease processes, cannot be
bound or modulated by small molecules with drug-likoperties. Alternative therapeutic approacheg lmearequired to modulate the
biological activity of these so-called "non-druglglltargets. This may create a significant clinial commercial opportunity for the
therapeutic regulation of disease-associated geite®ngineered ZFP transcription factors.

ZFP Therapeutics provide a unique appréacton-druggable targets. ZFP TFs act through éharésm that is unique among biological
drugs: direct modulation of the "disease" genemmosed to the protein target encoded by that gemes, a protein target which may be
intractable to compound screening can insteaduaéd on" or "turned off" at the DNA level. Engimed ZFP TFs are the only class of
therapeutic molecules which act directly through thgulation of gene expression. This mode of agiamot available to conventional small
molecules, antibodies, or other protein pharmacealsti

Therefore, we believe that ZFP Therapeuytioside a unique and proprietary approach to feutic design and have significant
competitive advantages over small-molecule druggepm pharmaceuticals, and conventional gene plyera

. ZFP Therapeutics act at the DNA level to regulaeegexpression, allowing direct modulation of teeayor target;
. ZFP Therapeutics circumvent the "non-druggableperties of many drug targets;

. ZFP TFs can either activate or repress therapgatie targets;

. ZFP TFs can activate the expression of all vappaoteins encoded by a particular gene;

6




. ZFP TFs may themselves be expressed either trdlysitm acute indications, or longer term, for chic conditions

. ZFP TFs may ultimately be controllable by orallyadable small molecules for finer control of théeinded gene target.
ZFP Therapeutic Gene Correction of Monogenic Diseas

Genetic diseases such as X-linked SClesicell anemia, and Gaucher's disease are caysgeldterious DNA sequence mutations
within single genes. "Gene correction" is the pssdey which a mutation, or disease-causing DNA secg, can be repaired by its
replacement with the "correct" DNA sequence, résgonormal gene function. As mentioned above, agireeered ZFPs can be attached to
nuclease domains to create ZFNs. The ZFN is abletmgnize" its intended gene target throughntgireered (ZFP) DNA binding domain
(Figure A). However, instead of regulating the egsion of the target gene (as with a ZFP TF), fid Zauses the gene to be cut near the
ZFP binding site, facilitating the incorporationtbe corrected DNA sequence into the chromosontaltion where the disease-related
mutation previously existed.

While gene correction has been pursuedadamic research laboratories for over a decaglelimical application has been prevented by
the low efficiency of homologous recombination (KHEe biological process of gene replacement. Wthltly an engineered ZFN, HR will
only occur at a rate of approximately once in evarg million cells; this rate is too low to be dihecal use. However, we and our
collaborators have shown that the use of an enggdegFN to cleave the target gene near the defesthquence can increase the efficiency of
targeted HR by several thousafwdd. ZFP Therapeutic gene correction is a revohary technical approach to gene repair becauses A
all ZFPs, can be engineered to recognize virtually target gene in the human genome. We are wot&iggnerate the preclinical data
necessary to evaluate the potential utility of #pproach for X-linked SCID and sickle cell anemia.

THERAPEUTIC PRODUCT DEVELOPMENT
Product Development Strategy

Over the last several years, we have shtbhatZFP TFs can be engineered to bind their taygeés with an optimal level of affinity and
specificity and can regulate these targets in ativaicauses the desired effect at the levelsrgétaell, tissue, and organism. We have
extended these results to preclinical animal moolietésease, including mice, rats, rabbits, and.pife have published some of these data in
peer-reviewed journals, and our partner, Edwaréisstiences, submitted these data to the Unite@sSEdod & Drug Administration (FDA)
along with preclinical toxicology and biodistriboti data as part of an IND application. This IND laggtion was filed on February 10, 2004
to support a Phase I/ll clinical study to investiggthe safety and preliminary efficacy of ZFP Tiesigned to up-regulate the expression of
vascular endothelial growth factor A (VEGF-A) intigmts with PAD. The study will be conducted unte supervision of Robert J.
Lederman, M.D. of the National Heart, Lung and Bldostitute, National Institutes of Health (NIH).eAhtend to develop the necessary
preclinical data to support the filing of additidtdDs for the clinical testing of ZFP Therapeutiogatients with cardiovascular disease,
neurological disorders, cancer, and monogenic déeseincluding X-linked SCID and sickle cell anemia.

Product Development Programs

In addition to the IND application to irite the Phase I/ll PAD clinical trial, we currentigive three preclinical-stage programs (i.e., lead
ZFP TF molecules in animal efficacy studies) and fi

research-stage programs (i.e., cell-based tesiimentify and optimize lead ZFP TF or ZFN molesuler testing in animals).

Clinical Development Therapeutic
Indication Stage Approach Comments
Peripheral artery disease IND ZFP TF up-regulation of Sponsored by our partner, Edwards
(PAD) (February 2004) VEGF-A to induce Lifesciences; evaluating product safety and
angiogenesis, or blood vessel preliminary evidence of increase in blood flow
formation, in the lower in lower extremities of patients with
extremities intermittent claudication, or poor leg function
due to PAC
Diabetic neuropathy Preclinical ZFP TF up-regulation of Evidence from animal models of diabetic
(animal efficacy) VEGF-A to induce growth of  neuropathy suggests that up-regulation of
neuronal cells endogenous VEGF-A may induce the growth
and repair of neuronal cel
Congestive heart failure Preclinical ZFP TF down-regulation of Currently evaluating the preclinical efficacy of

(CHF) (animal efficacy) phospholamban (PLN) to PLN repression to increase the contractility of



Ischemic heart disease (IHD)

X-linked severe combined
immunodeficiency (X-linked
SCID)

Neuropathic pail

Sickle cell anemia (SCA)

Cancer

Amyotrophic lateral sclerosis
(ALS)

Table 1.

Preclinical
(animal efficacy)

Research
(cell-based studies)

Research
(cell-based studies)

Research
(cell-based studies)

Research
(cell-based studies)

Research
(cell-based studies)

increase the contractility of
heart muscl

ZFP TF up-regulation of
VEGF-A to induce
angiogenesis in the ischemic
heart

ZFN-mediated correction of
IL2R y mutations in stem
cells from patients with X-
linked SCID

ZFP TF down-regulation of
cell surface receptors
involved in pain signaling

ZFN-mediated correction of
the RB-globin mutation in stem
cells from patients with SC.

ZFP TF up-regulation of GM-
CSF, delivered via oncolytic
virus, a virus that can Kill
tumor cells, to induce a
systemic antitumor immune
responst

ZFP TF up-regulation of
insulin-like growth factor |
(IGF-I) to slow the
degeneration of motor
neurons
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heart muscle in a rat model of congestive heart
failure

Sponsored by our partner, Edwards
Lifesciences; currently evaluating the
preclinical efficacy of up-regulation of VEGF-
A to induce angiogenesis in a porcine modt
blood flow restrictior

X-linked SCID is caused by loss-of-function
mutations in the IL2Ry gene

Sangamo scientists evaluating various ZFP
TFs for the down-regulation of cell surface
receptors VR1, TrkA, and PN3 to choose the
optimal ZFP TF and target recep

Bone marrow transplantation is the only
efficacious therapy available for SCA patients;
however, most patients lack matched dot

Sangamo scientists evaluating the combing

of ZFP TFs and an Onyx oncolytic virus as a
means to kill tumor cells near the injection site
and stimulate a systemic, cell-mediated,
antitumor response

Evidence from clinical studies of recombinant
IGF-1in ALS patients suggests that up-
regulation of IGF-I could be a viable approach
to ALS treatment

Clinical indications currently targeted by Samw's clinical, preclinical, and research-stagepcodevelopment programs.

Peripheral Artery Disease (PAD)

PAD is the result of inadequate arterialolol flow to the lower extremities. It is seen apactrum of disease, beginning with
asymptomatic reduction in blood flow to the led|daed by the development of intermittent claudicat which limits walking distance;

followed by pain in the absence of exercise; andllfy leading to tissue damage and severely imgairebility. While the condition affects 8-
12 million people in the United States, 80% of thpatients have intermittent claudication and diopnogress to resting pain or critical limb
ischemia. This program is funded and managed bylewelopment partner, Edwards Lifesciences, wieal fdn IND application in

February 2004 to initiate a Phase I/l clinicadtin PAD.

Diabetic Neuropathy

Diabetic neuropathy is a frequent compiaabf diabetes. Left unchecked, diabetic neuropatn lead to impaired sensation in the f
which can result in undiscovered soft tissue damadection, and, ultimately, amputation of the Evextremity. The most common form of
diabetic neuropathy affects approximately 50% dfepds with diabetes, or roughly six million peoplehe United States. In 2001, there w
approximately 82,000 non-traumatic lower-limb angpiatns performed on diabetics in the United Staktbsre are no pharmaceutical
therapies approved by the FDA for the treatmentialbetic neuropathy. Administration of recombingBGF-A or the cDNA encoding
VEGF-A has been observed to retard or partiallerse the condition in preclinical animal modelsiabetic neuropathy. We have initiated
preclinical studies of VEGF-A activation in similpreclinical models to confirm and extend thesdifigs by using our ZFP Therapeutic to
up-regulate the chromosomal VEGF-A gene.

Congestive Heart Failure (CHF)

CHF is a gradual and Ic-term loss of pumping capacity by the heart thatltesn the "backing up" of blood and fluid (edenra}he



lungs and other tissues and organs. This fluid estign can cause shortness of breath, coughindjjreyvef the abdomen and extremities,
fatigue, kidney damage, and kidney failure. Thedence and prevalence of CHF are increasing atsaming rate, with approximately
550,000 new cases in the United States each ydax anrrent patient population of more than 5 wnillAmericans. There is now strong
scientific evidence to suggest that dovegqulation of the gene encoding phospholamban (RiaN)improve the contractility of heart muscl
mammalian animal models of CHF. We have identifiddad ZFP TF inhibitor of PLN for the CHF programd have initiated preclinical
studies in a rodent model of CHF.

I schemic Heart Disease (IHD)

Ischemic heart disease results from inadtgolood flow to the heart. The most common mataféon of this disease is angina, or the
onset of chest pain with exercise. Macrovascularapy, in the form of percutaneous coronary intetiea (angioplasty) or coronary artery
bypass grafting, is available to treat angina; hawepatients with downstream blood flow restrindaare not addressed by these
interventions. Patients who are poor candidatea fevascularization procedure may be candidates liological drug designed to up-
regulate the expression of VEGF-A. There are agprately 1.1 million revascularization proceduresha United States each year, and we
believe that a significant fraction of these paserould potentially benefit from a less invasitrgrapeutic angiogenesis product. Our IHD
program is funded and managed by our partner, Ethnafesciences, and utilizes the same VEGF-tadhgteP TF as the PAD program.
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X-linked Severe Combined | mmunodeficiency (X-linked SCID)

X-linked severe combined immunodeficiergwirare, inherited genetic disease leading tarséiveell and B-cell dysfunction, severe
infection, and death by the age of 2 years. Appnately 50% of these patients harbor a defined nautét the gene encoding the gamma
chain of the interleukin-2 receptor (IL2R. Sangamo scientists are using ZFN-mediated gemeation in an effort to repair this genetic
lesion in hematopoietic stem cells.

Neuropathic Pain

Neuropathic pain comprises a set of chrpaio disorders that cannot be connected to prevdownderlying trauma as is the case with
acute pain. There are several million patients wéhropathic pain in the United States, and thediawgs available show marginal efficacy
and many have very significant side effects. Chrquaiin is a major and underserved market oppoytamiti is now an area of intense focu:
pharmaceutical researchers owing to the discoviesgweral new pain-related pathways and drug targrdcent studies have shown that in
chronic pain, certain proteins in nerve cell membgaare up-regulated or over-expressed. Our ssiieti@ve identified ZFP TF product
candidates that repress the expression of thrdeeé pain targets in cdlesed models. We are incorporating these ZFP T&gane transfe
vectors for testing in pain models during 2004.

Sickle Cell Anemia

Sickle cell anemia is caused by a mutatidine human 3-globin gene that alters the solylili hemoglobin under certain physiological
conditions. The ensuing disease is characterizathtynic hemolytic anemia with episodes of seveia pnd tissue damage often resulting in
kidney failure, liver disease, stroke, and othenplications. According to the National Heart, Luartd Blood Institute of the NIH,
approximately 72,000 people in the U.S. have sickledisease. Moreover, approximately 2.5 millimericans carry the sickle cell trait.
Although there is still no adequate long-term tmezt or cure, some patients may benefit from boagaow transplantation. However, very
few patients have matched donors, and the riskg@¢tion and toxicity are quite high. Sangamo stigts and collaborators are developing
methods for ZFN-mediated correction of the 3-gla@ne mutation that causes sickle cell anemia. Wedallaborating on this program with
the Childrens Hospital Research Institute of Oadklan

Cancer

The American Cancer Society estimatestti@mtncidence of new cancer cases will be approbéind..3 million in 2004, with 565,500
cancer deaths, accounting for 1 of every 4 deattise United States overall. An increasing numbieremes are being identified that appee
be important to the development and spread of rfamys of cancer. We believe our ZFP TF technology potential applications in cancer
therapy, both in regulating endogenous genes aadtinating the body's natural mechanisms for fightlisease. In December 2003, we
exclusively licensed the oncolytic adenovirus tedbgy of Onyx Pharmaceuticals for therapeutic aygtions of ZFP TFs (Armed
Therapeutic Viruses™ or ATV™) in cancer. Sangamerdists are engineering the ATV™ to deliver a ZRPthat up-regulates granulocyte
macrophage colony-stimulating factor (GM-CSF). GI8FCs a powerful immunostimulator and has been shovaugment anti-tumor
immune responses. We believe that the Armed That&péirus generated by combining these two techgiels may have advantages over
other cancer immunotherapies in development andbeaysed to treat cancer both at the tumor sitesgsigmically.
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Amytotrophic Lateral Sclerosis (ALS)

Amyotrophic lateral sclerosis (ALS), alsaled Lou Gehrig's disease, is a progressive, fagatological disease affecting as many as
20,000 Americans, with 5,000 new cases occurrirtgénUnited States each year. The disease beloragslass of disorders known as motor
neuron diseases. ALS occurs when specific nerig icethe brain and spinal cord that control volugitmovement gradually degenerate. The
loss of these motor neurons causes the muscles timalecontrol to weaken and waste away, leadingaralysis. Evidence from preclinical
and clinical studies using recombinant insulin-ljtewth factor | (IGF-I) suggests that the targaiperegulation of IGF-1 could be a viable
approach to the treatment of ALS. This programm ithe cell-based testing stage for selection efd ZFP TF molecule.

Product Development Resources and Infrastructure

As Sangamo makes its transition to a d@ratmnt-stage biotechnology company, we are buildingcapabilities in regulatory affairs,
quality assurance, manufacturing, and clinicalaeg® Our current plan is to establish these céipabiinternally, while relying on thirgharty
contract research organizations and contract maturkxs of ZFP Therapeutic products for toxicolegyl Phase I/1l studies. This will serve
minimize our investment in fixed capital while masizing our flexibility in our selection of gene trsfer systems for the delivery of ZFP TF
genes. Our manufacturing and quality assurancepeet will oversee and audit the manufacturing sting of our experimental products
third-party facilities.

CORPORATE RELATIONSHIPS

We are applying our ZFP technology platfaenseveral commercial applications in which thedurcts provide ourselves and our
strategic partners and collaborators with technmainpetitive, and economic advantages. Where dreshvappropriate, we have established
and will continue to pursue ZFP Therapeutic stiatpgrtnerships and Enabling Technology collaboretiwith selected pharmaceutical and
biotechnology companies to fund internal reseanthdevelopment activities and to assist in prodeselopment and commercialization.

We believe the advancement of our first l@rapeutic into a clinical trial in 2004 comesdimely point in the evolution of the
worldwide pharmaceutical industry. Large pharmacalitompanies face revenue growth challengestiagtcompel them to in-license or
acquire emerging therapeutic technologies. Ouresscn advancing the VEGF program into Phaseliflical trials may bring attention to t
potential of ZFP Therapeutics to address the nagghble, yet high-value targets residing withinrpieceutical research laboratories today.

Strategic Partnership with Edwards Lifesciences Cauoration

In January 2000, we announced a therapprdituct development collaboration with Edwardekdiences Corporation. Under the
agreement, we have licensed to Edwards, on a wimtdwexclusive basis, ZFP Therapeutics for us@eractivation of VEGFs and VEGF
receptors in ischemic cardiovascular and vascutsades. Edwards purchased a $5.0 million notectiraterted, together with accrued
interest, into 333,333 shares of common stockeaatithe of our initial public offering at the IPOige. In March 2000, Edwards purchased a
$7.5 million convertible note in exchange for ehtigf first refusal for three years to negotiateeanse for additional ZFP Therapeutics in
cardiovascular and peripheral vascular diseaset. right of first refusal was not exercised andnieated in March 2003. Together with
accrued interest, this note converted into comntecksat the time of our initial public offering tte IPO price. Through 2001, we received
$2 million in research funding from Edwards andlad$million milestone payment for delivery of adeaFP Therapeutic product candidate.
In November 2002, Edwards signed an amendmenttoriginal
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agreement and agreed to provide up to $3.5 miitimesearch and development funding, including $28llion for research and
development activities performed in 2002 and 200t filing of the IND for PAD in 2004, and the aeliement of other research-related
milestones in 2003, triggered a total of $1.0 miilin milestone payments from Edwards Lifesciendke first quarter of 2004. We have
retained all rights to use our technology for tipexgtic applications of VEGF activation outside sfiemic cardiovascular and vascular
diseases, including use in wound healing and negicdl disorders. Revenues attributable to miles&echievement and collaborative rese
and development performed under the Edwards agreesgze $1.5 million, $2.0 million and $2.5 millidar 2003, 2002 and 2001,
respectively. The remainder of funding relatesato imilestones, one each in the VEGF and phospha@arpbograms. In the future, Sangamo
may receive option fees, milestone payments, rigga#tind additional research funding from this agyera. During each of 2003, 2002 and
2001, the revenues attributable to milestone aelm@nt and collaborative research and developmefarpeed under the Edwards agreement
comprised over 10% of total revenues earned by &ang

Under the Sangamo-Edwards agreement, we lbren responsible for advancing product candidiategreclinical animal testing.
Edwards has responsibility for preclinical devel@mty regulatory affairs, clinical development, dne sales and marketing of ZFP
Therapeutic products developed under the agreerBangamo may receive milestone payments in commmestith the development and
commercialization of the first product under thigeement and may also receive royalties on proghles. As part of the November 2002
amendment to our original agreement, Edwards Liéeees also entered into a joint collaboration wgho evaluate ZFP TFs for t



regulation of a second therapeutic gene targesgfmlamban (PLN), for the treatment of congestiarhfailure. Under the amended
agreement, Sangamo has granted Edwards a riginstofeffusal to Sangamo's ZFP TFs for the regutadioPLN. This right of first refusal
terminates on June 30, 2004. On August 14, 2003%Etwand Sangamo entered into a Third Amendmehetoriginal license agreement.
Under this amendment, Sangamo received paymen¢$earch and development milestones associatedheiiEGF and PLN programs.

There is no assurance that the companitaahieve the development and commercializatioleshdnes anticipated in these agreements.
Edwards has the right to terminate the agreemeayatime upon 90 days written notice. In the ewdriermination, we retain all payments
previously received as well as the right to develod commercialize all related products.

Exclusive License to Oncolytic Vector Technology fim Onyx Pharmaceuticals, Inc.

In April 2001, we announced a strategidatmration with Onyx Pharmaceuticals, Inc. to jlyimesearch and develop novel cancer
therapeutics by using our ZFP TF technology platfand Onyx's oncolytic adenovirus technology. Urtlerterms of the agreement, the two
companies were to conduct studies on an Armed pbeate Virus™ (ATV™) modified to express a ZFP Egually share preclinical and
clinical development costs, and jointly commeralproducts resulting from the alliance. As a riestid change in their strategic direction,
Onyx terminated its internal research activitidatiag to the adenovirus technology and decidedmobntinue co-development of product
candidates under the initial Sangamo-Onyx agreement

In December 2003, we announced that Sandm®@xclusively licensed rights to Onyx's oncalgiilenovirus vector technology to
independently develop ATV products that encode ZFP. In the initial therapeutic application, welveihgineer the ATV to express ZFP 1
designed to up-regulate the expression of humamutpeyte macrophage colony-stimulating factor (GI8HJ}, a powerful activator of the
immune system known to augment anti-tumor immuspagses. The license agreement provides us withsxe worldwide rights for all
therapeutic uses of ATVs encoding ZFP TFs thatlegguhe expression of any target gene. Underettmg of the agreement, Sangamo will
have full responsibility for research and commérdévelopment of the ZFP TF ATV. Onyx will
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receive milestone payments as products advanceimtahrough clinical testing and will receive gatty on product sales. The status of our
initial program is reviewed above under "TherapeRtioduct Development.”

Research Collaboration with Avigen, Inc.

In October 2002, we announced a collabeoeatsearch agreement with Avigen, Inc. to evalpatential therapies for intractable
neuropathic pain based on the combination of SangafitP TFs and Avigen's adeno-associated virdbv€8AV) gene delivery
technology. Under the terms of the agreements, eaipany will bear its own expenses and will stzamg data generated during the term of
the agreement. The status of this program is readewnder "Therapeutic Product Development.”

Enabling Technologies for Drug Discovery

We began marketing our Enabling Techno®tpethe pharmaceutical and biotechnology indust©98. Our Enabling Technology
Agreements are based upon the delivery of an eaggdeZFP TF which is capable of regulating the eggion of a gene for which it is
specifically designed and targeted. These agreentgpitally involve non-exclusive rights to use awenore ZFP TFs for internal research
purposes and provide no commercial rights to owe Z&P technology.

As the emphasis of our pharmaceutical rebeand development has shifted away from targiédatéon to the downstream bottlenecks
of the drug discovery process, we have refocusedpabling Technology products and services towlaede critical areas. Specifically, we
are supplying our partners with ZFP-engineeredaellich over-express a drug target of interestuar in high-throughput compound
screening. Typically, pharmaceutical company regdeas will use a cDNA encoding the drug targentdiiest to create these cell-based drug
screens. However, if the patent covering such ag&\held by a third party, the pharmaceutical campmight be prevented from using the
cDNA for this purpose. The ZFP-engineered cell-Hasestem allows our pharmaceutical partners toescagainst drug targets whose gene
sequence is covered by competitor intellectual @riyp

Enabling Technology Agreements for Pharmaceutical ®tein Production

Protein pharmaceuticals manufactured wahegically modified cells accounted for more tha8.8 billion in annual worldwide sales in
2001. Of this total, monoclonal antibodies accodrite approximately $2.6 billion. Industry expebislieve that the introduction of new
protein pharmaceuticals may lead to a significaortfall in production capacity over the next selgears.

Sangamo scientists have demonstrated #tehigineered mammalian cells may be used to iserse yield of bulk pharmaceutical
protein from systems used for pharmaceutical ad{ilroduction. In January 2002, we announced agesgent with Medarex, Inc. to
develop these cell lines to enhance the produgiigids of monoclonal antibodies. Under this agreetm@edarex provided Sangamo w



research funding in 2002 and 2003, and Sangamdw/i#intitled to milestone payments and, potentiatlyalties on sales of Medarex
antibodies manufactured with our ZFP TF technolddgdarex will receive a non-exclusive license te tbsulting technology, and Sangamo
will have the ability to utilize the technology dollaborations with other partners. Revenues aitzible to collaborative research and
development performed under the Medarex agreemearts $600,000 for both 2003 and 2002 and noned0d 2During both 2003 and 20(
the revenues attributable to collaborative reseanthdevelopment performed under the Medarex agmetsncomprised over 10% of total
revenues earned by Sangamo.
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Plant Agriculture

Sangamo scientists and collaborators heseesiown that ZFP TFs can be used to regulatexpeession of endogenous genes in plants
with similar efficacy as has been repeatedly shvwrarious mammalian cells and animals. The abibtidentify and subsequently regulate
gene expression with engineered ZFP TFs may le#itetoreation of new plants that increase croplgidbwer production costs; are more
resistant to herbicides, pesticides, and plantqeghs; and permit the development of branded dgrrali products with unique nutritional
and processing characteristics. To commercializé ZFs in agricultural biotechnology, we intend éels strategic relationships with
corporate partners having capabilities in the nesealevelopment, and commercialization of agrigalt products.

In January 2001, we announced our firsttpdgriculture collaboration with Renessen LLCoiaf venture between Cargill and Monse
Company. Under the terms of the agreement, Sangaced/ed research funding and milestone paymer260i and 2002. Sangamo and
Renessen scientists expect to report on the optinizofa -tocopherol levels in the seed oil Afabidopsis by using ZFP TFs in 2004.

INTELLECTUAL PROPERTY AND TECHNOLOGY LICENSES

Our success and ability to compete is déeenin part on the protection of our proprietagtinology and information. We rely on a
combination of patent, copyright, trademark, amdi¢rsecret laws, as well as confidentiality agregsand licensing agreements, to establish
and protect our proprietary rights.

We have licensed intellectual property clieel to the design, selection, and use of ZFPZ&RITFs for gene regulation from the
Massachusetts Institute of Technology, JohnsonJahdson, The Scripps Research Institute, Johnsir®phiversity, California Institute of
Technology, and Harvard University. These licerggasit us rights to make, use, and sell ZFPs andT#=Runder nine families of patent
filings. All of these patent families have beerdilin the United States, and four have been filglmationally in selected countries. As of
January 1, 2004, these patent filings have resuit@® issued U.S. patents and 7 granted foreiggnps We believe these licensed patents
and patent applications include several of theyesartl important patent filings directed to desgglection, composition, and use of ZFPs,
ZFP TFs, and ZFNs.

As of March 16, 2004, we had 52 familiesSahgamo-owned patent filings, including 11 issUedl. patents and 14 granted foreign
patents, 73 pending U.S. patent applications anoe®sling foreign patent applications. These pdilimgs are directed to improvements in
the design, composition, and use of ZFPs, ZFP aftd ZFNs. In the aggregate, we believe that oened patents and patent application
well as the issued Sangamo patents and pending®angatent applications, will provide us with astabtial proprietary position in our
commercial development of ZFP technology. If wesrecessful in the development and commercialimadfoour products, we will be
obligated by our license agreements to make mitesémd royalty payments to some or all of the Boes mentioned above. We believe that
total payments under these agreements over thehreet years will not exceed $2.0 million. For siglssociated with our intellectual
property, see "Risks Related to Our Business—Bexcis difficult and costly to protect our propaey rights, and third parties have filed
patent applications that are similar to ours, wencd ensure the proprietary protection of our tetbgies and products.” We plan to continue
to license and to internally generate intelleciraperty covering the design, selection, compasjtamd use of ZFPs; the genes encoding
these proteins; and the application of ZFPs, ZF®, @8Rd ZFNs in ZFP Therapeutics, Enabling Technoépplications, and in plant
agriculture research.

Although we have filed for patents on saspects of our technology, we cannot assure ydypttants will issue as a result of these
pending applications or that any patent that has loe may be issued will be upheld. One of ourifprgpatents, which forms the basis for 1
European Regional
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Phase patents, has been opposed by a third padyyecannot predict the outcome of these opposiiioceedings. Despite our efforts to
protect our proprietary rights, existing patenfpyright, trademark, and trade secret laws afforlg bmited protection, and we cannot assure
you that our intellectual property rights, if cleaded, will be upheld as valid or will be adequatprotect our proprietary technology
information. In addition, the laws of some foreiguntries may not protect our proprietary rightshi® same extent as do the laws of the
United States. Attempts may be made to copy orrsevengineer aspects of our technology or to olatathuse information that we regarc



proprietary. Our patent filings may be subjectriteiferences. Litigation or opposition proceedings/ be necessary in the future to enforc
uphold our intellectual property rights, to detemmthe scope of our licenses, or to determine dlidity and scope of the proprietary rights of
others. The defense and prosecution of intellegitaerty lawsuits, United States Patent and Tradki®@ffice interference proceedings, and
related legal and administrative proceedings intthited States and internationally involve comdkgyal and factual questions. As a result,
these proceedings would be costly and time congyiteipursue and could result in diversion of finahand management resources without
any assurance of success.

However, in the future, third parties magext patent, copyright, trademark, and otherladtlal property rights to technologies that are
important to our business. Any claims asserting ¢lia products infringe or may infringe proprietaights of third parties, if determined
adversely to us, could significantly harm our bess Any claims, with or without merit, could rednlcostly litigation, divert the efforts of
our technical and management personnel, or regaite enter into or modify existing royalty or lic®@ng agreements, any of which could
significantly harm our business. Royalty or licengsagreements, if required, may not be availableeons acceptable to us, if at all. See
"Risks Related to Our Business—Because it is diffiand costly to protect our proprietary rightsdahird parties have filed patent
applications that are similar to ours, we cannsues the proprietary protection of our technologied products.”

We have been advised that our technologygoze us and our collaborators independence ftord-party patent claims to gene
sequences. In general, under United States patentlpatent may be obtained for any new and upefickess, machine, manufacture, or
composition of matter. An underlying theme of Uditgtates patent law, as related to biotechnolagthdt the sequence of a gene, as it exists
in the chromosome, is not new, even when newlyodlisied, unless it is isolated or modified fromnitsmal chromosomal context. As a
result, for over a decade, patent courts havethalito be patentable, a DNA sequence must bégujrisolated or modified. Accordingly,
U.S. patent claims to DNA sequences can cover isnlated, purified or modified nucleic acid sequene.g., a purified DNA fragment or a
DNA sequence inserted into a vector). We have beleised that U.S. patent claims to DNA sequencasotioand cannot, cover gene
sequences as they exist in their natural chromoksenvironment and international patent law is cstgsit with U.S. patent law in this regard.
Most current methods for over-expression of a gergrotein involve introduction, into a cell, ofvactor containing a DNA encoding the
protein to be over-expressed. Since such a veotaams isolated sequences which encode the prat@mould be covered by any patent
claims to those sequences. In contrast, Sanganettsods for oveexpression utilize ZFP TFs that target endogeneugg as they exist in 1
chromosome. As a result, our methods do not reqjué@se of isolated DNA sequences encoding thteiprto be over-expressed and, our
counsel has advised us, do not infringe patentnglad such sequences. Notwithstanding this adwieagalize that others could take a
contrary position which could result in litigatiowhile we believe that we would prevail in any stitigation, the uncertainties involved in
litigation generally make it impossible to providssurance as to the ultimate outcome of such mafiee "Risks Related to Our Business—
Because it is difficult and costly to protect owoprietary rights, and third parties have filedgratapplications that are similar to ours, we
cannot ensure the proprietary protection of ounrtetogies and products."
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COMPETITION

Sangamo is the worldwide leader in theasdg development, and commercialization of DNAdirig proteins for the regulation of ge
expression and gene correction. We are aware of m@mpanies focused on other methods for regulaérng expression and a limited
number of commercial and academic groups purshiaglévelopment of ZFP gene regulation and genecaiwn technology. The field of
applied gene regulation is highly competitive, arelexpect competition to persist and intensifyh@ future from a number of different
sources, including pharmaceutical, agriculturafl Biotechnology companies; academic and reseastituitions; and government agencies
that will seek to develop ZFPs as well as techrielthat will compete with our ZFP technology pbaith.

In July 2001, we strengthened our compeetitiosition by completing our acquisition of Gendlady Gendaq scientists had also focused
their research efforts on regulating genes thrabgtengineering of ZFPs, and they brought signifiealditional know-how and intellectual
property into Sangamo. Despite the Gendaq acauisitnd our strong presence in the field of ZFPrietdgy and intellectual property, any
products that we develop with our ZFP TF technolaglyparticipate in highly competitive markets. khaof our potential competitors in
these markets, either alone or with their collabeegpartners, may have substantially greater fir@ntechnical, and personnel resources
we do, and they may succeed in developing techiedand products that would render our technoldgpotete or non-competitive. In
addition, many of those competitors may have sicgiftly greater experience than we do in their eetipe fields.

Accordingly, our competitors may succeedlitaining patent protection, receiving FDA apptpeacommercializing ZFP Therapeutics
or other competitive products before us. If we campoe commercial product sales, we may be compatjagst companies with greater
marketing and manufacturing capabilities, areaghiich we have limited or no experience. In additiany product candidate that we
successfully develop may compete with existing potsithat have long histories of safe and effeaise

Competition may arise from other drug depetent technologies and therapeutic approachesasusimall-molecules, monoclonal
antibodies or other pharmaceutical proteins, geampy, and other nucleic acid technologies su@ntisense RNA and siRNA. Furthermc
there are alternative approaches to gene corretttadrcould prove technically superior to our geagection technology or be
commercialized more rapidly.

We expect to face intense competition father companies for collaborative arrangements plitdrmaceutical, biotechnology, a



agricultural companies; for establishing relatiapstwith academic and research institutions; amdiéenses to proprietary technology. These
competitors, either alone or with their collaboratpartners, may succeed in developing technolagiesoducts that are more effective or
costly than ours.

Our ability to compete successfully willpdad, in part, on our ability to:

. develop proprietary products;
. obtain access to gene transfer technology on coniatigrreasonable terms;
. develop and maintain products that reach the mdirkétand are technologically superior to or aféomver cost than other

products in the market;

. attract and retain scientific and product developthpersonnel;
. obtain and enforce patents, licenses, or otherr@tapy protection for our products and technolegie
. obtain required regulatory approvals; and
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. formulate, manufacture, market, and sell any prothat we develop.

GOVERNMENT REGULATION

Before commencing clinical investigationshumans, we must submit to, and receive approvai,fthe FDA of an Investigational New
Drug (IND) application. Our partner, Edwards Lifeswes, submitted a Phase I/1l clinical protocolreview by the Recombinant DNA
Advisory Committee (RAC) of the NIH in the fourtluarter of 2003 and filed the first ZFP TherapelliD application with the FDA in
February 2004. We have not applied for regulat@pravals with respect to any of our other technige@r products under development. We
anticipate that the research, development, and @nialization of any therapeutic products develométher alone or with our strategic
partners or collaborators, will be subject to extea regulation in the United States and other titem

Before marketing in the United States, tigrapeutic or pharmaceutical products developeashyust undergo rigorous preclinical
testing and clinical trials and an extensive refgujaclearance process implemented by the FDA utidefederal Food, Drug and Cosmetic
Act. The FDA regulates, among other things, theettgyment, testing, manufacture, safety, efficaegord keeping, labeling, storage,
approval, advertising, promotion, sale, and distidn of biopharmaceutical products. The regulatesiew and approval process, which
includes preclinical testing and clinical trialsezch product candidate, is lengthy, expensiveuaedrtain. Securing FDA approval requires
the submission of extensive preclinical and clihizta and supporting information to the FDA focleéndication to establish a product
candidate's safety and efficacy. The approval m®takes many years, requires the expenditurebstatial resources, involves post-
marketing surveillance, and may involve ongoinguiegments for post-marketing studies.

Clinical trials are lengthy and are typigadonducted in three sequential phases, but thsgghmay overlap or be combined. Each trial
must be reviewed and approved by an independeicsatbmmittee or institutional review board befirean begin. Phase | usually involves
the initial introduction of the investigational drinto healthy volunteers or patients to evaluattain factors, including its safety, dosage
tolerance and, if possible, to gain an early intiticaof its effectiveness. Phase Il usually invalggals in a limited patient population to
evaluate dosage tolerance and appropriate doshgify possible adverse effects and safety riakd, evaluate preliminarily the efficacy of
the drug for specific indications. Phase Il trisiually further evaluate clinical efficacy andttiesther for safety by using the drug in its final
form in an expanded patient population. Later chitrials may fail to support the findings of éarlrials, which would delay, limit or preve
regulatory approvals.

Outside the United States, our ability tarket a product is contingent upon receiving a retang authorization from the appropriate
regulatory authorities. The requirements govertirggconduct of clinical trials, marketing authotiaa, pricing, and reimbursement vary
widely from country to country. At present, foreigrarketing authorizations are applied for at aamai level; although, within the European
Union (EU), registration procedures are availabledmpanies wishing to market a product in more thae EU member state. If the
regulatory authority is presented with adequatd@wie of safety, quality, and efficacy, they willugt a marketing authorization. This foreign
regulatory approval process involves all of th&giassociated with FDA clearance discussed above.

We have begun to hire personnel with exgeih regulatory affairs to assist us in obtairépgpropriate regulatory approvals as required.
In 2003, we hired employees with experience inlpyal and clinical development of therapeutic grams and products. We also intend to
work with our strategic partners and collaboratheg have experience in regulatory affairs to assisn obtaining regulatory approvals for
collaborative products. See Risk Factors—"Our piétherapeutic products are subject to a lengiiy uncertain regulatory process, and if
these potential products ¢



17

not approved, we will not be able to commerciattaese products” and "Regulatory approval, if grdnieay be limited to specific uses or
geographic areas which could limit our ability Engrate revenues."

RESEARCH AND DEVELOPMENT EXPENSES

Over the past three fiscal years, reseanchdevelopment expenses have consisted primésiglaries and related personnel expenses,
laboratory supplies, allocated facilities costhcmntracted research expenses, and expensesédat patsecution, trademark registration and
technology licenses. Research and development sgpavere $10.2 million, $12.2 million and $13.0lirl for 2003, 2002 and 2001,
respectively. Research and development costs idtumrconnection with company collaborator fundetivities are expensed as incurred.
believe that continued investment in research awetldpment is critical to attaining our stratedijestives. We expect these expenses will
increase significantly as we focus increasinghydemelopment of ZFP Therapeutics. The Company sa@dveloping zinc finger nucleases
(ZFN) for therapeutic gene correction as a treatraad possible cure for certain monogenic diseasgditionally, in order to develop ZFP
TFs as commercially relevant therapeutics, we exjoeexpend additional resources for expertisdénrhanufacturing, regulatory affairs and
clinical research aspects of biotherapeutic devetog.

EMPLOYEES

As of February 18, 2004, we had 57 fullgiemployees, all of which are located in Richmd@ajfornia. None of our employees is
represented by a collective bargaining agreementhave we experienced work stoppages. We belfeteour relations with our employees
are good.

AVAILABLE INFORMATION

Sangamo can be found on the internet pt/iwivw.sangamo.com and http://www.expressinglidec We make available free of charge,
on or through our internet site, our annual, qubrtand current reports and any amendments teethesorts filed or furnished pursuant to
Section 13(a) of the Exchange Act as soon as raagppracticable after we electronically file sunhaterial with, or furnish it to, the SEC.
Information contained in Sangamo's internet sitgoispart of this report.

RISKS RELATED TO OUR BUSINESS

We are increasing the focus of our research and delopment programs on human therapeutics, which maincrease operating
expenditures and the uncertainty of our businesdVe are increasing the emphasis and focus of oaarels and development activities on
ZFP Therapeutics and are moving away from our hiisemphasis on Enabling Technology agreementhdrshort term, this change in
resource allocation will reduce our revenues aancemse operating expenditures due to larger fiahoailays to fund preclinical studies,
manufacturing, and clinical research. The transitidll also increase the visibility of our lead thpeutic programs and the potential impac
the stock price of news releases relating to tpesgrams.

Our partner, Edwards Lifesciences, is planning tonitiate Phase I/l clinical testing in our lead ZFP Therapeutic program, and
ZFP Therapeutics have never before been tested inmans. If our lead ZFP Therapeutic fails its initid safety study, it could damage
our ability to attract new investors and corporatepartners. Edwards Lifesciences filed an investigational neugdIND) application with
the U.S. Food and Drug Administration (FDA) on Rebry 10, 2004. Under the FDA's review processFBA has 30 days to comment on
IND filing. The IND application has completed th@ @ay review period and is now active. We expeethincipal investigator to begin
enrolling patients into the Phase I/1l clinicabtrin the second quarter of 2004. The Phase Utysbf our lead therapeutic
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will be a highly visible test of the Company's ZIFRerapeutic approach. Since we have increasedousfon ZFP Therapeutic research and
development, investors will increasingly assesss/tiee of the Company's technology based on theéramd progress of ZFP Therapeutic
products into and through clinical trials. If thitial safety study of our lead therapeutic wagdthHue to safety concerns, this would
negatively affect the value of the Company's stock.

We are conducting proprietary research to discoveZFP Therapeutic product candidates. These programicrease our financial
risk of product failure, may significantly increaseour research expenditures, and may involve conflis with our collaborators and
strategic partners. Our proprietary research programs consist of rebeahich is funded solely by the Company and whleeeCompany
retains exclusive rights to therapeutic productsegated by the research. This is in contrast tmiteof our research programs that may be
funded by corporate partners and in which we mayeshghts to any resulting products. We have cotatliproprietary research since
inception, however, in the past year, our strategy shifted toward placing greater emphasis onrj@tapy research and we expect this tr



will continue in 2004. Conducting proprietary resdmaprograms may not generate corresponding revandienay create conflicts with our
collaborators or strategic partners. The implent@anaf this strategy will involve substantiallyegter business risks, the expenditure of
significantly greater funds than our historic rasbaactivities and will require substantial commémbs of time from our management and
staff.

In addition, disagreements with our colla@tors or strategic partners could develop ovéttsigo our intellectual property with respec
our proprietary research activities. Any confligttwour collaborators or strategic partners coeldiuce our ability to enter into future
collaboration or strategic partnering agreementsragatively impact our relationship with existiow/laborators and strategic partners, wi
could reduce our revenue and delay or terminat@mduct development.

Our potential therapeutic products are subject to dengthy and uncertain regulatory process, and ifiese potential products are
not approved, we will not be able to commercializéhose products.The FDA must approve any human therapeutic prochefisre they ca
be marketed in the United States. The processtmiving regulatory approval is long and uncertaimd a potential product may not
withstand the rigors of testing under the regulatgproval processes.

Before commencing clinical trials in humawg or our commercial partner must submit an Itigaional New Drug (IND) application
to the FDA. The FDA has 30 days to comment on 2. lif the FDA does not comment on the IND, we ar oommercial partner may be:
clinical trials.

Clinical trials are subject to oversightibgtitutional review boards and the FDA and:

. must be conducted in conformance with the FDA'sdgdimical practices and other applicable regulaio

. must meet requirements for institutional reviewrdoaversight;

. must meet requirements for informed consent;

. are subject to continuing FDA oversight;

. may require large numbers of test subjects; and

. may be suspended by us, our commercial partnénedfDA at any time if it is believed that the sedig participating in these

trials are being exposed to unacceptable heakhk dsif the FDA finds deficiencies in the IND dret conduct of these trials.

Clinical trials are lengthy and are typigadonducted in three sequential phases, but thsgshmay overlap or be combined. Each trial
must be reviewed and approved by an independeicsatbmmittee or institutional review board befirean begin. Phase | usually involves
the initial
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introduction of the investigational drug into héglvolunteers or patients to evaluate certain factocluding its safety, dosage tolerance and,
if possible, to gain an early indication of itseffiveness. Phase Il usually involves trials imatéd patient population to evaluate dosage
tolerance and appropriate dosage, identify possitilerse effects and safety risks, and evaluaterpnarily the efficacy of the drug for
specific indications. Phase Il trials usually fuet evaluate clinical efficacy and test furtherdafety by using the drug in its final form in an
expanded patient population. Later clinical trisay fail to support the findings of earlier trialghich would delay, limit or prevent regulat
approvals.

While we have stated our intention to fNE applications during the next several yearss thionly a statement of intent, and we may
be able to do so because the associated produtitietes may not meet the necessary preclinicainegents. In addition, there can be no
assurance that, once filed, an IND application védult in the actual initiation of clinical trials

In addition, our proposed clinical studigl require review from the Recombinant DNA AdviggCommittee, or RAC, which is the
advisory board to the National Institutes of HeatthNIH, focusing on clinical trials involving gertransfer. We will typically submit a
proposed clinical protocol and other product-reldtdormation to the RAC three to six months ptimthe expected IND filing date.

Our gene regulation technology is relatively new,rad if we are unable to use this technology in allw intended applications, it
would limit our revenue opportunities. Our technology involves a relatively new approaziyéne regulation. Although we have generated
ZFP TFs for hundreds of gene sequences, we hawrerted ZFP TFs for all gene sequences and mayenatle do so, which could limit t
usefulness of our technology. In addition, while veere demonstrated the function of engineered ZFiiT mammalian cell culture, yeast,
insects, plants, and animals, we have not yet dorie humans, and the failure to do so could @strir ability to develop commercially
viable products. If we, and our collaborators oategic partners, are unable to extend our retutiew commercially important gene



experimental animal models, and human clinicalisgjdve may be unable to use our technology iitsaiihtended applications. Also, delive
of ZFP TFs into cells and organisms, including homan these and other environments is limited bymber of technical challenges, which
we may be unable to surmount. This is a particcii@llenge for therapeutic applications of our texdbgy that will require the use of gene
transfer systems that may not be effective fordtlevery of our ZFP TFs in a particular therapeafiplication.

The expected value and utility of our ZAPSTs in part based on our belief that the targetespecific regulation of gene expression and
targeted gene repair may enable us to develop aherapeutic approach as well as to help scierister understand the role of human,
animal, and other genes in disease and to aideffents in drug discovery and development. We &ksieeve that the regulation of gene
expression and targeted gene insertion will haiigyuh agricultural applications. There is onlylimited understanding of the role of specific
genes in all these fields. Life sciences compamée® developed or commercialized only a few praglircany of these fields based on results
from genomic research or the ability to regulateegexpression. We, our collaborators, or our giatgartners may not be able to use our
technology to identify and validate drug targetscodevelop commercial products in the intendedketst

We are currently engaged in the researdrdaenelopment of a new application of our technglplgitform: ZFP-mediated gene
correction. Using this technique, Sangamo scienkiate engineered gene-specific ZFPs to cut DN#Asgiecific site within a target gene, and
to then replace the adjacent sequences with new.DMNgo doing, we are attempting to "repair” orrfeot" an abnormal or disease-related
mutation or DNA sequence. ZFP-mediated gene cdorect at an early stage of development. Our sigEnhave shown ZFP-mediated gene
correction to work in isolated cells; however, gndicant amount of additional research will be de@ before this technique can be
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evaluated in animals or plants and subsequentigader applications in human healthcare and pdgniculture.

We may be unable to license gene transfer technoleg that we may need to commercialize our ZFP TF ¢dnology.In order to
regulate a gene in a cell, the ZFP TF must beieffity delivered to the cell. We have licensed a@ergene transfer technologies for use with
our Enabling Technologies, which are ZFP TFs usggzharmaceutical discovery research and proteidymtion. We are evaluating these
systems and other technologies which may need tsée in the delivery of ZFP TFs into cells iiovitro andin vivo applications, including
ZFP Therapeutics. However, we may not be ablecem$ie the gene transfer technologies requiredvielafe and commercialize our ZFP
Therapeutics. We have not developed our own gamsfer technologies, and we rely on our abilitemter into license agreements to proy
us with rights to the necessary gene transfer tdolgg. The inability to obtain a license to use gémansfer technologies with entities which
own such technology on reasonable commercial teéfrasall, could delay or prevent the preclinieaaluation, clinical testing, and/or
commercialization of our therapeutic product caatid.

We do not currently have the infrastructure or capaility to manufacture therapeutic products on a conmercial scale.In order for
us to commercialize these products directly, weld/oeed to develop, or obtain through outsourcimgrayjements, the capability to execute
all of these functions. If we are unable to devaloptherwise obtain the requisite preclinicalnidal, regulatory, manufacturing, marketing,
and sales capabilities, we would be unable to tireommercialize our therapeutics products whiauid limit our future growth.

Even if our technology proves to be effective, itid may not lead to commercially viable products.Even if our collaborators or
strategic partners are successful in using ourtERnology in drug discovery, protein productidrerapeutic development, or plant
agriculture, they may not be able to commercialzeresulting products or may decide to use othethads competitive with our technology.
To date, no company has received marketing appvads developed or commercialized any therapeutgricultural products based on
our technology. The failure of our technology toyide safe, effective, useful, or commercially W&@bhpproaches to the discovery and
development of these products would significarithyitlour business and future growth and would aselraffect our value.

Adverse events in the field of gene therapy may natively impact regulatory approval or public perception of our potential
products. Our potential therapeutic products are delivereplatiients as gene-based drugs, or gene therapyliffeal and commercial
success of our potential products will depend it pa public acceptance of the use of gene thef@pihe prevention or treatment of human
diseases. Public attitudes may be influenced bynesléhat gene therapy is unsafe, and, consequenthproducts may not gain the accepte
of the public or the medical community. Negativéliireaction to gene therapy in general couldItésigreater government regulation and
stricter labeling requirements of gene therapy pot&l including any of our products, and could eaaisiecrease in the demand for any
products we may develop.

Our stock price is also influenced by palpierception. Recent reports of serious adversetgeue a retroviral gene transfer trial for
infants with severe combined immunodeficiency (SJdDFrance and subsequent FDA actions puttingedlfials on hold in the United
States had a significant negative impact on thdippkrception and stock price of certain compaimeslved in gene therapy. Stock prices of
these companies declined whether or not the spamfnpany was involved with retroviral gene trangée the treatment of infants with
SCID, or whether the specific company's clinicallsrwere put on hold in connection with these ¢sen

Other potential adverse events in the fidldene therapy may occur in the future that coegult in greater governmental regulation of
our potential products and potential regulatoragelrelating to the testing or approval of our ptt products
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We are at the development phase of operations anday not succeed or become profitabléVe began operations in 1995 and are in
the early phases of ZFP Therapeutic product dewgop. We have incurred significant losses and etitasses for the past three fiscal years
ended 2003, 2002 and 2001 were $10.4 million, $&8lign and $25.2 million, respectively. To dateir revenues have been generated from
Enabling Technology agreements, strategic partaeisfederal government research grants. In 2083ave placed more emphasis on
higher-value therapeutic product development atadaé strategic partnerships and less emphasisiobmiversal GeneTools®
collaborations. This shift in emphasis has the ptd&to increase the return on investment to ¢eckholders by allocating capital resources
to higher value, therapeutic product developmetivities. At the same time, it increases our finahdsk by increasing expenses associated
with product development. In addition, the predatior clinical failure of any single product magve a significant effect on the actual or
perceived value of our shares. Our business igsuty all of the risks inherent in the developmaret new technology, which include the
need to:

. attract and retain qualified scientific and techhigtaff and management, particularly scientifaffstvith expertise to develop
our early-stage technology into therapeutic prosfuct

. obtain sufficient capital to support the expensdefeloping our technology platform and developiegting, and
commercializing products;

. develop a market for our products;

. successfully transition from a company with a resledocus to a company capable of supporting coroialeactivities; and

. attract and enter into research collaborations veiearch and academic institutions and scientists.

Commercialization of our technologies will dependin part, on strategic partnering with other companies. If we are not able to
find strategic partners in the future or our strategic partners do not diligently pursue product devebpment efforts, we may not be able
to develop our technologies or products, which codlslow our growth and decrease our valudlVe expect to rely, to some extent, on our
strategic partners to provide funding in supporbwf research and to perform independent reseatipraclinical and clinical testing. Our
technology is broad based, and we do not curr@uibgess the resources necessary to fully devetbpanmercialize potential products that
may result from our technologies or the resourcesmpabilities to complete the lengthy marketingrapal processes that may be requirec
the products. Therefore, we plan to rely on stiatpgrtnerships to help us develop and commereiaiZzP Therapeutic products. If those
partners are unable or unwilling to advance ougmams, or if they do not diligently pursue prodapproval, this may slow our progress and
defer our revenues. Our partners may sublicenadamdon development programs, which would causeiassd product development to
slow or cease. There can be no assurance thatliMgevable to establish additional strategic cadlabions for ZFP Therapeutic product
development. We may require significant time tause@dditional collaborations or strategic partimrsause we need to effectively market
the benefits of our technology to these futureadmtators and strategic partners, which use the dind efforts of research and development
personnel and our management. Further, each codlao or strategic partnering arrangement willalve the negotiation of terms that may
be unique to each collaborator or strategic parifleese business development efforts may not rasaltollaboration or strategic
partnership.

The loss of our current or any future glgat partnering agreements would not only delaigominate the potential development or
commercialization of products we may derive from tmchnologies, but it may also delay or termirateability to test ZFP TFs for specific
genes. If any strategic partner fails to conduetdbllaborative activities successfully and innagly manner, the
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preclinical or clinical development or commerciatibn of the affected product candidates or resepregrams could be delayed or
terminated.

Our existing strategic partnering agreemeang, and we would expect any future arrangenodmg tbased on the achievement of
milestones. Under the strategic partnering agre&nesm expect to receive revenue for the researdidavelopment of a ZFP Therapeutic
product based on achievement of specific milestofelsieving these milestones will depend, in pantthe efforts of our strategic partner as
well as our own. In contrast, our historic Enablifgchnology agreements only pay us to supply ZF®foFthe collaborator's independent
use, rather than for future results of the collabmt's efforts. If we, or any strategic partneil, ttameet specific milestones, then the strategic
partnership may be terminated, which could decreaseevenues.

If our competitors develop, acquire, or market tecimologies or products that are more effective thanwrs, this would reduce or
eliminate our commercial opportunity. Any products that we or our collaborators or sgat@artners develop by using our ZFP TF
technology platform will enter into highly compétg markets. Even if we are able to generate ZFgrdapeutics that are safe and effective
their intended use, competing technologies mayeptobe more effective or less expensive, whiclthéocextent these competing technolo



achieve market acceptance, will limit our revenppartunities. In some cases, competing technoldgies proven to be satisfactorily
effective and less expensive, as has been thengdstechnologies competitive with our Universalr@eTools®. The effectiveness of these
competing products has reduced the revenues geddrmatour Universal Gene Tools®ompeting technologies may include other methoc
regulating gene expression. ZFP TFs have broadcagiph in the life sciences and compete with abrarray of new technologies and
approaches being applied to genetic research by s@npanies. Competitive technologies include thass to analyze the expression of
genes in cells or tissues, determine gene funatiisapver new genes, analyze genetic informatind,ragulate genes. Competing proprietary
technologies with our product development focusuide:

. For ZFP Therapeutics: small molecule drugs, mon@tlantibodies, recombinant proteins, antisensesiRiWA approaches
. For our Enabling Technology Applications:
. Universal GeneTools®: antisense, siRNA
. high throughput screening: cDNA, naturally occugraell lines
. protein production: gene amplification
. In addition to possessing competing technologiascompetitors include biotechnology companies with
. substantially greater capital resources than ours;
. larger research and development staffs and faslttian ours;
. greater experience in product development and taiming regulatory approvals and patent protectaong
. These organizations also compete with us to:
. attract qualified personnel,
. attract parties for acquisitions, joint ventureothrer collaborations; and
. license the proprietary technologies of academitrasearch institutions that are competitive with technology,

which may preclude us from pursuing similar oppoities.
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Accordingly, our competitors may succeed in obtajnpatent protection or commercializing product®teeus. In addition, any products that
we develop may compete with existing products ovises that are well established in the marketplace

Our collaborators or strategic partners may decidgo adopt alternative technologies or may be unabl® develop commercially
viable products with our technology, which would ngatively impact our revenues and our strategy to deslop these productsOur
collaborators or strategic partners may adoptradtare technologies, which could decrease the niaokgy of ZFP technology. Additionally,
because many of our collaborators or strategicpestare likely to be working on more than one t®raeent project, they could choose to
shift their resources to projects other than ttibeg are working on with us. If they do so, thatubdelay our ability to test our technology
and would delay or terminate the development oépiidl products based on our ZFP technology. Furthe collaborators and strategic
partners may elect not to develop products arisirtgof our collaborative and strategic partneringuagements or to devote sufficient
resources to the development, manufacturing, maketr sale of these products. If any of thesentsyeccur, we may not be able to develop
our technologies or commercialize our products.

Early commercial application in drug discovery resarch of our engineered ZFP TFs delivered to our Uniersal GeneTools®
collaborators have not produced useful results invery caseIn the past, some of our Universal GeneTools® baoltators were unable to
substantiate the effects of our gene regulationrtelogy. Generally, failures were re-evaluatedaatgg@mo by using our most current
approach. In some cases, additional ZFP TFs wesigrked and tested for these targets, and datageserated at Sangamo, or by our
partners, confirming the ability to regulate th&m®ets. However, there can be no assurance thailihge able to regulate all gene targets.
Although we have been able to achieve targeteuaditin or repression of numerous genes, the degjraetivation or repression is not alw:
sufficient to allow our collaborators to realizeeithobjectives. If we are unsuccessful in engimepdFP TFs that achieve positive results for
our collaborators or strategic partners, this waidphificantly harm our business by reducing oweraies.

We anticipate continuing to incur operating losse$or the next several years. If material losses coainue for a significant period,
we may be unable to continue our operationdVe have generated operating losses since we begaations in 1995. The extent of our
future losses and the timing of profitability amrecertain, and we expect to incur losses for theseeable future. We have been engaged in
developing our ZFP TF technology since inceptiohicl has and will continue to require significaasearch and development expenditures.
To date, we have generated our revenues from Wsdal/&eneToo® collaboration agreements, strategic partneringeagests, and feder



government research grants. As of December 31,,2608ad an accumulated deficit of approximatelg.$8nillion. We expect to incur
losses for the foreseeable future. These lossémaikase as we expand and extend our researctieaetbpment activities into human
therapeutic product development. If the time reggito generate significant product revenues aneeelprofitability is longer than we
currently anticipate, we may not be able to sustainoperations.

We may be unable to raise additional capital, whichvould harm our ability to develop our technology ad products. We have
incurred significant operating losses and negatjwerating cash flows since inception and have cloiezed profitability. We expect capital
outlays and operating expenditures to increase theenext several years as we expand our infrasteiand research and ZFP Therapeutic
product development activities. While we believe financial resources will be adequate to sustaincoirrent operations at least through
2005, we may seek additional sources of capitaluhin equity or debt financing. In addition, as weus our efforts on proprietary human
therapeutics, we will need to seek FDA approvaatential products, a process that could cost aeex of $100 million per product. We
cannot be certain that we will be able to obtairaficing on terms acceptable to us, or at all. égadte funds are not available, our business
and our ability to develop our technology and ZHFRefBpeutic products would be harmed.
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Our stock price has been volatile and may continut be volatile, which could result in substantialdsses for investorsDuring the
past two years, our common stock price has fluetliaignificantly, ranging from a low of $2.60 thigh of $5.50 during the year ended
December 31, 2003, and a low of $1.30 to a highl®: 25 during the year ended December 31, 2002tNityl in our common stock could
cause stockholders to incur substantial lossesacdime public market for our common stock may neshbstained, and the market price of our
common stock may continue to be highly volatilee Tharket price of our common stock has fluctuatgdificantly in response to the
following factors, some of which are beyond ourtcoh

. changes in market valuations of similar companies;
. deviations in our results of operations from thagace given by us or estimates of securities atsly
. announcements by us or our competitors of new bamced products, technologies or services or $ogmif contracts,

acquisitions, strategic relationships, joint veatuor capital commitments;

. regulatory developments;

. additions or departures of key personnel,

. announcements by us or our partners providing @sdat the progress or development status of ZFFRajplatics; and

. future sales of our common stock or other secwsrhigthe company, management or directors, ligiaidadf institutional funds

that comprised large holdings of Sangamo stock.

Failure to attract, retain, and motivate skilled pesonnel and cultivate key academic collaborations i delay our product
development programs and our research and developmeefforts. We are a small company with 57 ftilthe employees as of February
2004, and our success depends on our continuety abiattract, retain, and motivate highly quadimanagement and scientific personnel
and our ability to develop and maintain importaiationships with leading research and academiititisns and scientists. Competition for
personnel and academic and other research coltiditsas intense. The success of our technologgldement programs depends on our
ability to attract and retain highly trained pemsehand we have experienced a rate of employeevarrthat we believe is typical of emerg
biotechnology companies. If we lose the servicggep§onnel with the necessary skills, it could gigantly impede the achievement of our
research and development objectives. We are neeptly aware of any plans of specific employee®tioe or otherwise leave the company.
If we fail to negotiate additional acceptable cotieations with academic and other research inigitatand scientists, or if our existing
collaborations are unsuccessful, our ZFP Therapéetielopment programs may be delayed or may roesd.

If conflicts arise between us and our collaboratorsstrategic partners, scientific advisors, or diretors, these parties may act in
their self-interest, which may limit our ability to implement our strategiesIf conflicts arise between our corporate or academi
collaborators, strategic partners, or scientificisars or directors and us, the other party mayraits selfinterest, which may limit our abilit
to implement our strategies. Some of our acadenllalwrators and strategic partners are conduatinliple product development efforts
within each area that is the subject of the collation with us. Our collaborators or strategic pars, however, may develop, either alone or
with others, products in related fields that armpetitive with the products or potential produdtattare the subject of these collaborations.
Competing products, either developed by the cotlaioos or strategic partners or to which the calfalors or strategic partners have rights,
may result in the withdrawal of partner supportdar product candidates.
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Some of our collaborators or strategicpend could also become competitors in the futute.d@llaborators or strategic partners could
develop competing products, preclude us from emgerito collaborations with their competitors, filobtain timely regulatory approvals,
terminate their agreements with us prematurelyaibto devote sufficient resources to the develeptand commercialization of products.
Any of these developments could harm our produceligment efforts.

Because it is difficult and costly to protect our poprietary rights, and third parties have filed patent applications that are similar
to ours, we cannot ensure the proprietary protectio of our technologies and productsOur commercial success will depend in part on
obtaining patent protection of our technology anccessfully defending any of our patents which imayhallenged. The patent positions of
pharmaceutical and biotechnology companies carghdytuncertain and can involve complex legal aactdial questions. No consistent
policy regarding the breadth of claims allowed iotéchnology patents has emerged to date. Accdsding cannot predict the breadth of
claims allowed in patents we own or license.

We are a party to various license agreesatt give us rights under specified patents atelr applications. Our current licenses, as
our future licenses frequently will, contain perfance obligations. If we fail to meet those obligas, the licenses could be terminated. If we
are unable to continue to license these techndagiecommercially reasonable terms, or at all, g be forced to delay or terminate our
product development and research activities.

With respect to our present and any fusutglicenses, since our rights derive from thosatgdito our sublicensor, we are subject to the
risk that our sublicensor may fail to perform itsigations under the master license or fail to infais of useful improvements in, or additions
to, the underlying intellectual property owned hg priginal licensor.

We are unable to exercise the same dedmntrol over intellectual property that we licerfsom third parties as we exercise over our
internally developed intellectual property. We geaig do not control the prosecution of patent &glons that we license from third parties;
therefore, the patent applications may not be jpudse in a timely manner.

The degree of future protection for ourgretary rights is uncertain, and we cannot enthaie

. we or our licensors were the first to make the imias covered by each of our pending patent agiidios;

. we or our licensors were the first to file patepplécations for these inventions;

. the patents of others will not have an adverseceéfa our ability to do business;

. others will not independently develop similar deatative technologies or reverse engineer anyiopooducts, processes or

technologies;

. any of our pending patent applications will resnlissued patents;

. any patents issued or licensed to us or our calébrs or strategic partners will provide a basiscommercially viable
products or will provide us with any competitivevadtages;

. any patents issued or licensed to us will not klehged and invalidated by third parties; or

. we will develop additional products, processesohhologies that are patentable.

Others have filed and in the future arelijiito file patent applications that are similaotas. We are aware that there are academic
groups and other companies that are attemptingweldp technology which is based on the use of fanger and other DNA binding
proteins, and that these groups and companiesfiiedgatent applications. Several patents have ligsied, although we have no current
plans to use the associated inventions. If thesg¢har patents issue, it is possible that
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the holder of any patent or patents granted orethpplications may bring an infringement actionigtaour collaborators, strategic partners,
or us claiming damages and seeking to enjoin comialeactivities relating to the affected produatsl @rocesses. The costs of litigating the
claim could be substantial. Moreover, we cannotligtevhether we, our collaborators, or strategidnmErs would prevail in any actions. In
addition, if the relevant patent claims were upleddralid and enforceable and our products or psEsewere found to infringe the patent or
patents, we could be prevented from making, ugingelling the relevant product or process unles€auld obtain a license or were able to
design around the patent claims. We can give narasee that such a license would be available omuercially reasonable terms, or at all,
or that we would be able to successfully desigmiadahe relevant patent claims. There may be sagmif litigation in the genomics industry
regarding patent and other intellectual propedits, which could subject us to litigation. If wedeme involved in litigation, it could
consume a substantial portion of our manageriaffimaghcial resource:



We cannot guarantee that our intellectuaperty will not be challenged by third parties.ef our licensed foreign patents, which
forms the basis of five European Regional Phasenpsthas been opposed by a third party. We camadict the outcome of these opposition
proceedings. We cannot guarantee that the patntavibe invalidated or that granted claims wittinave to be narrowed to overcome the
opposition.

We rely on trade secrets to protect teatmylvhere we believe patent protection is not ajpiate or obtainable. Trade secrets, howe
are difficult to protect. While we require emplogeacademic collaborators, and consultants to @mtteconfidentiality agreements, we may
not be able to adequately protect our trade seoraither proprietary information or enforce thesaefidentiality agreements.

Our collaborators, strategic partners, sgidntific advisors have rights to publish data erfidrmation in which we may have rights. If
we cannot maintain the confidentiality of our teclugy and other confidential information in conneotwith our collaborations and strategic
partnerships, then we may not be able to receitenparotection or protect our proprietary inforioat

Regulatory approval, if granted, may be limited tospecific uses or geographic areas, which could litrour ability to generate
revenues.Regulatory approval will be limited to the indicatese for which we can market a product. Furtheceaegulatory approval for a
product is obtained, the product and its manufactare subject to continual review. Discovery ayviously unknown problems with a
product or manufacturer may result in restrictionghe product, manufacturer, and manufacturingitiadncluding withdrawal of the
product from the market. In Japan and Europe, e¢guy agencies also set or approve prices.

Even if regulatory clearance of a prodsgjiianted, this clearance is limited to those $igestiates and conditions for which the product
is useful, as demonstrated through clinical tridf& cannot ensure that any ZFP Therapeutic pratewetloped by us, alone or with others,
will prove to be safe and effective in clinicaktis and will meet all of the applicable regulatoeguirements needed to receive marketing
clearance in a given country.

Outside the United States, our ability tarket a product is contingent upon receiving a retang authorization from the appropriate
regulatory authorities, so we cannot predict whetinevhen we would be permitted to commercialize poduct. These foreign regulatory
approval processes include all of the risks astettiith FDA clearance described above.

Our collaborations with outside scientists may beusject to change, which could limit our access tdeir expertise.We work with
scientific advisors and collaborators at academsearch institutions. These scientists are noeoyrloyees and may have other commitm
that would limit their availability to us. Althougbur scientific advisors generally agree not taadmpeting work, if a
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conflict of interest between their work for us ahdir work for another entity arises, we may |ds&iitservices. Although our scientific
advisors and academic collaborators sign agreements disclose our confidential information,stpossible that some of our valuable
proprietary knowledge may become publicly knowrotigh them.

Laws or public sentiment may limit the production d genetically modified agricultural products in the future, and these laws
could reduce our ability to sell these productsGenetically modified products are currently subjegpublic debate and heightened
regulatory scrutiny, either of which could preventelay production of agricultural products. Weyndavelop genetically modified
agricultural products for ourselves or with ouagdgic partners. The field testing, production, aradketing of genetically modified plants :
plant products are subject to federal, state, Jaal foreign governmental regulation. Regulat@greies administering existing or future
regulations or legislation may not allow producteomd marketing of our genetically modified produats timely manner or under technice
or commercially feasible conditions. In additioagulatory action or private litigation could resinltexpenses, delays, or other impedimen
our product development programs or the commetreitdin of resulting products.

The FDA currently applies the same regujastandards to foods developed through genetimergng as those applied to foods
developed through traditional plant breeding. Geady engineered food products, however, will ibject to pre-market review if these
products raise safety questions or are deemed fimooleadditives. Governmental authorities coulaafer social or other purposes, limit the
use of genetically modified products created with gene regulation technology.

Even if we are able to obtain regulatorprapal for genetically modified products, our sus®ill also depend on public acceptance of
the use of genetically modified products includirggs, plants, and plant products. Claims that tgadly modified products are unsafe for
consumption or pose a danger to the environmentinflaence public attitudes. Our genetically moelifiproducts may not gain public
acceptance. The subject of genetically modifiecanigms has received negative publicity in the Wh@¢ates and particularly in Europe, and
such publicity has aroused public debate. The agveublicity in Europe could lead to greater regoiteand trade restrictions on imports of
genetically altered products. Similar adverse gutgaction in the United States to genetic reseanchits resulting products could result in
greater domestic regulation and could decreasddheand for our technology and products.

If we use biological and hazardous materials in a emner that causes injury or violates laws, we mayebliable for damagesQOur
research and development activities involve therotiad use of potentially harmful biological ma#ds as well as hazardous materi



chemicals, and various radioactive compounds tylgieanployed in molecular and cellular biology. Waitinely use cells in culture and ge
delivery vectors, and we employ small amounts diaigotopes in trace experiments. Although we naéintip-to-date licensing and training
programs, we cannot completely eliminate the riskazidental contamination or injury from the usrage, handling, or disposal of these
materials. In the event of contamination or injumg could be held liable for damages that resali, any liability could exceed our resources.
We are subject to federal, state, and local lavdsragulations governing the use, storage, handdind,disposal of these materials and
specified waste products. To date, we have notreqeed significant costs in complying with regidas regarding the use of these mater

Anti-takeover provisions in our certificate of incaporation and Delaware law could make an acquisitin of the Company more
difficult and could prevent attempts by our stockhdders to remove or replace current managementnti-takeover provisions of
Delaware law, our certificate of incorporation and bylaws and may discourage, delay or prevetigage in control of our company, even
if a change in control would be beneficial to otackholders. In addition, these provisions maytfate or prevent any attempts by our
stockholders to replace or remove our current
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management by making it more difficult for stockdens to replace members of our board of directorparticular, under our certificate of
incorporation our board of directors may issueaip,000,000 shares of preferred stock with rights privileges that might be senior to our
common stock, without the consent of the holdethefcommon stock. Moreover, without any furthetevar action on the part of the
stockholders, the board of directors would havestthority to determine the price, rights, prefees) privileges, and restrictions of the
preferred stock. This preferred stock, if it is eigsued, may have preference over, and harmghésrof, the holders of common stock.
Although the issuance of this preferred stock warlavide us with flexibility in connection with psible acquisitions and other corporate
purposes, this issuance may make it more diffiicula third party to acquire a majority of our datding voting stock. Similarly, our
authorized but unissued common stock is availaiéuture issuance without stockholder approval.

In addition, our certificate of incorpoatt

. states that stockholders may not act by writtersenhbut only at a stockholders' meeting;

. establishes advance notice requirements for norirgafor election to the board of directors or meipg matters that can be
acted upon at stockholders' meetings; and

. limits who may call a special meeting of stockhoéde

We are also subject to Section 203 of teaivare General Corporation Law, which providebjestt to certain exceptions, that if a
person acquires 15% of our voting stock, the peisam "interested stockholder" and may not engagBusiness combinations" with us fao
period of three years from the time the person iaedu.5% or more or our voting stock.

Insiders have substantial control over Sangamo andould delay or prevent a change in corporate contloThe interest of
management could conflict with the interest of otirer stockholders. Our executive officers andades beneficially own, in the aggregate,
28% of our outstanding common stock. As a resudisé stockholders, if they choose to act togettiiihe able to have a material impact on
all matters requiring stockholder approval, inchglthe election of directors and approval of sigaifit corporate transactions. This could
have the effect of delaying or preventing a chasfgeontrol of Sangamo, which in turn could reduwe market price of our stock.

Item 2. Properties

We currently lease approximately 22,000asgdeet of research and office space locatedtatCzahal Boulevard in Richmond,
California. The leases expire in August of 2004. Ndee efforts underway to arrange for facilitieeathe termination of this lease and
believe sufficient space is available locally foe thext 24-36 months.

Item 3. Legal Proceedings

We are not a party to any material litigati

Item 4. Submission of Matters to a Vote of Secity Holders
Not applicable.
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PART Il
ltem 5. Market for the Registrant's Common Stockand Related Stockholder Matters

Our common stock has traded on the Nasasigpihal Market under the symbol "SGMO" since otutiahpublic offering on April 6,
2000.

Information regarding Sangamo's equity cengation plans is set forth in the section entitieguity Compensation Plans" in Sangan
proxy statement to be filed pursuant to RegulatiéA within 120 days of Sangamo's fiscal year emdyhich is incorporated herein by
reference.

The high and low closing prices of our coomstock for each quarterly period during the tast fiscal years as reported by the Nasdaq
National Market were as follow

Common Stock

Price
High Low

Year ended December 31, 2C

First Quarter $ 1028 $ 757

Second Quarter $ 9.2C $ 3.9¢

Third Quarter $ 6.242 $ 1.6f

Fourth Quarter $ 49t $ 1.3C
Year ended December 31, 2C

First Quarter $ 49¢ $ 2.6(

Second Quarter $ 53t $ 24t

Third Quarter $ 40¢ $ 2.6C

Fourth Quarter $ 55 $ 4.0

Holders

As of February 18, 2004 there were appraxély 97 stockholders of record of Sangamo's comsback.
Dividends

Sangamo has not paid dividends on its comsback, and currently does not plan to pay an dagdends in the foreseeable future.
Stock Trading Plans

From time to time our directors, executdfficers and other insiders may adopt stock traghlags pursuant to Rule 10b5-1 of the
Securities Exchange Act of 1934, as amended. Tplass are established to allow individuals to dsifgrtheir investment portfolio while
avoiding conflicts of interest or the appearancarof such conflict that might arise from their giosis with the company. Starting in the first
quarter of 2002, two officers, Edward O. LanphiePresident and CEO, and Peter Bluford, Vice Iéessi of Corporate Development, have
made periodic sales of the Company's stock purgoasuch plans.

Use of Proceeds from the Sale of Registered Secig#

Sangamo's Registration Statement on Foinw8h respect to our initial public offering wasdlared effective on April 6, 2000. In a
public offering managed by Lehman Brothers, Cha&&®Hnow JP Morgan H&Q), ING Barings (how ABN AMRQGAnd William Blair &
Company, Sangamo
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registered and sold an aggregate of 3.5 milliomeshaf our common stock at a public offering p€&15.00 per share for an aggregate
offering of $52.5 million.

Sangamo received net proceeds of approglyndt 7.4 million, after deducting offering expessd $5.1 million. Offering expenses
included underwriting discounts and commission$3¥ million and other offering expenses of $1.4iar. None of the offering expenses
represented direct or indirect payments to directofficers or general partners of Sangamo or tigspciates, to persons owning 10 perce
more of any class of equity securities of Sanganto affiliates of Sangamo.

As of February 18, 2004, Sangamo has usedet proceeds from its public offering of comnstack to invest in short-term and long-
term, interest bearing, investment grade secuyritiegurchase capital equipment and to fund thegdmperations of the company. Sangamo
intends to use the net proceeds of the offeringdsearch and development and general corporgp@ges. A portion of the net proceeds may
also be used to acquire or invest in complemeritasinesses or products or to obtain the right éocasnplementary technologies. Sangamo
has no agreements or commitments with respectyte@ach acquisition or investments and Sangamotisuroently engaged in any material
negotiations with respect to any such transactimme of the net proceeds of the offering is expbttebe paid directly or indirectly to
directors or officers of the Company or their asasigs, to persons owning 10 percent or more ofcdags of equity securities of the Company
or to affiliates of the Company.

Recent Sales of Unregistered Securities

Pursuant to a license agreement betwee@dlifrnia Institute of Technology (Caltech) arslantered into in November 2003, we
issued 25,000 shares of our common stock with &ehaalue of $129,500 to Caltech as partial comsiiten in return for license rights.
Based in part upon the representations of Calteetissued these shares pursuant to the exemptionrégistration provided by Section 4(2)
of the Securities Act of 1933, as amended.
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Item 6. Selected Consolidated Financial Data

The following Selected Financial Data skioloé read in conjunction with "ltem 7. Managemebiscussion and Analysis of Financial
Condition and Results of Operations" and "ltemiBaRcial Statements and Supplementary Data" indwieewhere in this Annual Report
Form 10-K.

SELECTED FINANCIAL DATA

Year Ended December 31,

2003 2002 2001 2000 1999

(in thousands, except per share data)

Statement of Operations Data

Total revenue $ 257¢ % 434: % 488t $ 343  $ 2,18:
Operating expense
Research and developm 10,181 12,21: 12,95: 8,46: 3,991
General and administratiy 3,594 3,81t 3,63¢ 2,60z 1,57¢
Stoclk-based compensatic 567 1,49¢ 3,67¢ 4,852 51¢
Restructuring charge( — 371 — — —
Goodwill impairment(2 — 15,25( — — —
Patent impairment(z — 2,76( — — —
Acquired ir-process research and developn — — 13,06: — —
Total operating expens 14,34¢ 35,90¢ 33,32¢ 15,91¢ 6,08¢
Loss from operation (11,769 (31,565 (28,44) (12,487 (3,900
Interest income, ne 752 1,36¢ 3,192 3,411 131
Other income 584 43t — — —
Net loss (20,437 (29,76 (25,249 (9,06€) (3,775

Deemed dividend upon issuance of convert



preferred stocl — — — (1,500 (4,500
Net loss attributable to common stockholc $ (10,439 $ (29,769 $ (25,249 $ (10,56¢) $ (8,275

| | I I I
Basic and diluted net loss per common sl $ (0.42) $ (1.22) $ (1.09 $ (0.61)) $ (2.3¢)

| | I I I
Shares used in computing basic and diluted netdes
common shar 24,81 24,49: 23,12 17,38 5,991

| | I I I
(1) See Note 3 in the footnotes to consolidated firelrstatements
(2) See Notes 1, 4 and 5 in the footnotes to conselitifsancial statements

Year Ended December 31,
2003 2002 2001 2000 1999
(in thousands)
Stock-Based Compensation
Research and development si-based compensatic $ 451 % 1,15C $ 256: $ 2,88 % 27¢
General and administrative st-based compensatic 11€ 34¢ 1,112 1,967 244
Total stock-based compensation $ 567 $ 1,49¢ $ 367« $ 485 $ 51¢
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December 31,
2003 2002 2001 2000 1999

(in thousands)
Balance Sheet Data
Cash, cash equivalents, marketable securitiesind@est
receivable $ 44.34:  $ 52,57t $ 62,56( $ 64,68. $  7,50:
Working capital 43,71« 52,11t 61,10: 64,475 7,20¢
Total asset 46,23: 56,221 85,017 68,92¢ 9,16
Long-term debr — — — 25C
Accumulated defici (83,297 (72,864 (43,100 (17,85 (8,78%)
Total stockholders' equi 44,66 54,24¢ 82,34¢ 66,89( 7,88z

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

The discussion in "Management's Discusaith Analysis of Financial Condition and Result©pkrations" contains trend analysis,
estimates and other forward-looking statementsiwitie meaning of Section 27A of the Securities #ct933, as amended, and Section 21E
of the Securities Exchange Act of 1934, as amentleeise forward-looking statements include, witHouitation, statements containing the
words "believes," "anticipates,” "expects," "comgl' and other words of similar import or the négabf those terms or expressions. Such
forward-looking statements are subject to known amichown risks, uncertainties, estimates and ddetors that may cause the actual
results, performance or achievements of the Companipdustry results, to be materially differerdgrfi any future results, performance or
achievements expressed or implied by such forwaollihg statements. Actual results could differ matly from those set forth in such
forward-looking statements as a result of, butlinoited to, the "Risk Factors" described in Paiftém 1. You should read the following
discussion and analysis along with the "Selectedigial Data" and the financial statements andsnattached to those statements included

elsewhere in this report.

Overview

We were incorporated in June 1995. Fromimeaption through December 31, 2003, our actisitedated primarily to establishing and
operating a biotechnology research and developorgamnization and developing relationships with canporate collaborators. Our scienti



and business development endeavors currently fmeusvel transcription factors for the regulatidrgene expression. We have incurred net
losses since inception and expect to incur logs#ei future as we continue our research and dewedot activities. To date, we have funded
our operations primarily through the issuance afitycsecurities, borrowings, payments from fedg@lernment research grants and from
corporate collaborators and strategic partnerofAcember 31, 2003, we had an accumulated defi§i83.3 million.

Our revenues have consisted primarily @éneies from our corporate partners for ZFP TFstraotual payments from strategic partners
for research programs and research milestones;eaeral government research grant funding. We a¢xpeenues will continue to fluctuate
from period to period and there can be no assurratenew collaborations or partner fundings wilhtinue beyond their initial terms.

In 2003, we have placed more emphasis ginenivalue therapeutic product development ande@lstrategic partnerships and less
emphasis on our Universal GeneTools® collaboratigvis believe this shift in emphasis has the paaétdiincrease the return on investment
to our stockholders by allocating capital resoutodsigher value, therapeutic product developmetivities. At the same time, it increases
our financial risk by increasing expenses assatiaith product development.
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Research and development expenses consigrily of salaries and related personnel expgrabsratory supplies, allocated facilities
costs, subcontracted research expenses, and eggenpatent prosecution, trademark registraticshtaghnology licenses. Research and
development costs incurred in connection with ¢mlfator funded activities are expensed as incukié believe that continued investmen
research and development is critical to attainiagstrategic objectives. We expect these expengemevease significantly as we focus
increasingly on development of ZFP Therapeutice Tbmpany is also developing zinc finger nucle48Ed) for therapeutic gene
correction as a treatment and possible cure faaicemonogenic diseases. Additionally, in ordedévelop ZFP TFs as commercially relev
therapeutics, we expect to expend additional ressuior expertise in the manufacturing, regulatdfgirs and clinical research aspects of
biotherapeutic development.

General and administrative expenses copsis@rily of salaries and related personnel expsrisr executive, finance and administrative
personnel, professional fees, allocated facilitiests and other general corporate expenses. Asisagcommercial development of our
therapeutic leads we expect the business aspetits @fompany to become more complex. We may berestjun the future to add personnel
and incur additional costs related to the matwftgur business.

Critical Accounting Estimates

The preparation of financial statementsdnformity with accounting principles generally apted in the United States requires
management to make estimates and assumptiondfeztttae reported amounts of assets and liatsliied disclosure of contingent assets
liabilities at the date of the financial statemeamsl the reported amounts of revenues and expduoseg the reporting period. Actual results
could differ from those estimates. Sangamo beli¢givedollowing critical accounting policies havegificant effect in the preparation of our
consolidated financial statements.

Revenue Recognition

In accordance with Staff Accounting BulteNo. 104, "Revenue Recognition," revenue fromaedeactivities made under strategic
partnering agreements is generally recognized raable basis as the services are provided whee th@ersuasive evidence that an
arrangement exists, delivery has occurred, thegsi¢ixed or determinable, and collectibility &asonably assured. Amounts received under
such agreements are deferred until the researcitesare performed. Sangamo's federal governmeeairch grants are typically multi-year
agreements and provide for the reimbursement difgpehexpenses for research and development asatktinder the terms of the grant
agreement. Revenue under grant agreements is lizedgmhen the related research expenses are idc@rant reimbursements are typically
received on a quarterly basis and are subjectetdstuing agency's right of audit.

Sangamo recognizes revenue from its Unalé€egneTools® agreements when ZFP TranscriptiotoFa'ZFP TFs") are delivered to
the Universal GeneTools® collaborators, persuasiigence of an agreement exists, there are nofilleflobligations, the price is fixed and
determinable, and collectibility is reasonably asduGenerally, Sangamo receives partial paymenis these collaborations prior to the
delivery of ZFP TFs and the recognition of theseereies is deferred until the ZFP TFs are deliveteslrisk of ownership has passed to the
collaborator and all performance obligations hagerbsatisfied. Upfront or signature payments reckiypon the signing of a Universal
GeneTools® agreement are generally recognizedlyababr the applicable period of the agreementsaZ@P TFs are delivered.

Milestone payments under research, partgedr licensing agreements are recognized as uvevepon the achievement of mutually
agreed upon milestones, provided that (i) the nules event is substantive and its achievementtiseasonably assured at the inception o
agreement, and (ii) there are no further signifigaerformance obligations associated with the rtoles payment.
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In accordance with Emerging Issues Taské&tsue No. 00-21, "Revenue Arrangements with iplelDeliverables," revenue
arrangements entered into after June 15, 2003irttlade multiple deliverables, are divided intparate units of accounting if the
deliverables meet certain criteria, including wieetthe fair value of the delivered items can beheined and whether there is evidence of
fair value of the undelivered items. In additidme tonsideration is allocated among the separdte afraccounting based on their fair values,
and the applicable revenue recognition criterieoissidered separately for each of the separate ohéccounting.

Sock-Based Compensation

Sangamo accounts for employee and dirsttak options using the intrinsic value methoddonaxdance with Accounting Principles
Board Opinion No. 25, "Accounting for Stock IssuedEmployees” ("APB 25") and has adopted the d&aie-only alternative of Financial
Accounting Standards Board Statement No. 123, "Anting for Stock-Based Compensation” ("FAS 123tpcR® options granted to non-
employees, including Scientific Advisory Board Meenk, are accounted for in accordance with Emerngisiges Task Force Issue No. 96-18,
"Accounting for Equity Instruments That Are IssutedOther Than Employees for Acquiring or in Conijtioie with Selling, Goods or
Services," which requires the value of such opttonise measured and compensation expense to heledcas they vest over a performance
period. The fair value of such options is deterrdinsing the Black-Scholes model. Pursuant to FAS 42 amended by FAS 148,
"Accounting for Stock-Based Compensation—Transion Disclosure,” the effect on net loss and rdlatt loss per share has been
calculated, had compensation cost for stock-basatpensation plans been determined based uponithaliae method prescribed under
FAS 123 (See Note 1—Organization and Summary afifiégnt Accounting Policies).

Goodwill and Patents I mpairment

In connection with our acquisition of Gegdamited, in accordance with an independent vahmatwe allocated $15.3 million to
goodwill and $3.4 million to patents with estimateskful lives of 7 years, the term of expected berihe valuation in connection with the
initial purchase price allocation and the ongoimgleation for impairment of goodwill and intangildssets requires significant management
estimates and judgment. The purchase price alttatiocess requires management estimates and jud@sé& expectations for various
products and business strategies. If any of thafgignt assumptions differ from the estimates prigyments used in the purchase price
allocation, this could result in different valuat®for goodwill and intangible assets. Once thelpase price allocation is established, we 1
test goodwill annually for impairment using a twiefsprocess as required by FAS No. 142 "Goodwill @ther Intangible Assets.” In
addition, in certain circumstances, we must as$égsmdwill should be tested for impairment betweemual tests. Intangible assets with
definite useful lives must be tested for impairmierdiccordance with FAS No. 144 "Accounting for thepairment or Disposal of Longived
Assets." When we conduct our impairment tests émdgvill and intangibles, factors that are consideneportant in determining whether
impairment might exist include significant contiuenderperformance compared to peers, significant chaimgesr underlying business a
products, or other factors specific to each assiigbevaluated. Any changes in key assumptionstahewbusiness and its prospects, or
changes in market conditions or other externalitesld result in an impairment charge and suchaage could have a material adverse e
on our consolidated results of operations. We peréal the first of the required annual impairmestddor goodwill as of September 30,
2002, which resulted in a one-time charge beingrdkr the entire balance of goodwill of $15.3 mill. Given that goodwill was determined
to be impaired, we also assessed our long-liveetaésr impairment at that time, resulting in aditidnal one-time charge of $2.8 million
being taken for the entire unamortized balanceatémts.
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Acquisition of Gendaq

On July 4, 2001, we completed our acquisibf Gendaq Limited, a privately held biotechnglagmpany located in the United
Kingdom. We issued 2,124,638 shares of common stoekchange for 100% of the outstanding sharé&sesfdaq's common stock. We also
reserved a total of 125,366 shares for issuance egercise of outstanding Gendaq stock optionschviviere assumed in the transaction.
Gendaq had a research and development organizeitioia focus and research activities similar tasolm February 2002, we made the
decision to begin consolidation of our Gendaq dj@na from the United Kingdom to our Richmond, @ainia headquarters. The decision
followed a postacquisition review that was initiated in Octobef2@vhere we evaluated technology, personnel, castsyarious alternativi
to maximize the synergy between Sangamo and Geldathis review was initiated after the acquisitisas completed, and the final decis
to consolidate was not made until February 2002 dércision had no impact on our accounting foraitguisition reported in 2001. The
Gendagq facility was closed September 30, 2002.

Results of Operations
Years Ended December 31, 2003, 2002 and 2001
Total revenues

Total revenues consisted of revenues froltalzoration agreements, strategic partnershipdegheral government research grants.
Revenues from our corporate collaboration andegjiapartnering agreements were $2.2 million in2@@mpared to $4.1 million in 200



and $4.7 million in 2001. The decrease in 2003 f&f}@2 was principally attributable to lower yearoyear revenues of $1.5 million
associated with Universal GeneTools® agreementgeeidss lower year-over-year revenues of $425,@@dgnized from a therapeutics
partnership with Edwards Lifesciences Corporatl@d{vards"). Revenues associated with Universal Geols® agreements have declined
by $1.5 million as competing technology has beenrooditized and our emphasis has shifted to thetapproduct development. Total
revenues decreased by $542,000 from 2001 to 200&ally due to lower year-over-year revenues42%000 recognized from with
Edwards. The decrease in revenues under the agneeiitie Edwards is due to the maturation of theeagrent which provided for research
funding and certain initial milestones earlierfie tagreement. Revenues attributable to milestomewment and collaborative research and
development performed under the Edwards agreemengt $4.5 million, $2.0 million and $2.5 million f8003, 2002 and 2001, respectively.
Federal government research grant revenues were@RB¥in 2003, $237,000 in 2002, and $155,000 BiLl2The increase in 2003
represented the continuation of two grants, onghe¢h began in 2002 and the other in 2001. We fasontinue to apply for federal
government research grants.

Research and development expenses

Research and development expenses wer2 8illion in 2003, compared to $12.2 million in Z08nd $13.0 million in 2001. The
decrease of $2.0 million from 2002 to 2003 was@pially due to the consolidation of the researdiviies at Gendaq, our wholly owned
U.K. subsidiary, into our Richmond operations dgrihe third quarter of 2002. Specifically, decrebgear-over-year expenses were salary
and benefits of $897,000, lab supplies of $705@tdfacility-related costs of $390,000. The deaexHs$800,000 from 2001 to 2002 was
also principally due to the consolidation of thee@rch activities at Gendaq, our wholly owned Wibsidiary, into our Richmond operations
during the third quarter of 2002. Specifically, tessed year-over-year expenses were salary anéitbeié310,000, lab supplies of
$274,000 and facility-related costs of $190,000. &xpect to continue to devote substantial resourcessearch and development in the
future and expect research and development expemgasease in the next several years if we aceessful in advancing our product
candidates
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into clinical trials. To the extent we collaboratgh others with respect to clinical trials, incses in research and development expenses may
be reduced or avoided.

Our current research and development proegiae focused on the advancement of our ZFP Thddogy for several potential
applications. Among these are ZFP Therapeuticedatiovascular disease, neurological disorders;araend monogenic diseases. ZFP TF-
engineered cell lines for drug screening and pngdedduction, ZFP TFs for the discovery and val@abf genes and drug targets, and ZFP
TFs for applications in agricultural biotechnology.

Below is a summary of our programs anddimeelopment phase of the leading application:

PROGRAM PHASE
ZFF-Therapeutic: Preclinical
Gene correctiol Researcl

ZFP TF-engineered cell lines for small molecule drug disry Research/Marketin
ZFP TF-engineered cell lines for the manufactuohgrotein

pharmaceutical Research/Marketin
Discovery and validation of gene targ Marketing
Agricultural biotechnolog! Researcl

The successful completion of our developnpeograms is subject to numerous technologicdlehges and risks and we cannot
presently estimate anticipated completion dateamgrof our programs. See Risks Related to Ourrigss—"Our potential therapeutic
products are subject to a lengthy and uncertainladgry process, and if these potential produasat approved, we will not be able to
commercialize these products” and "Our gene reigunla¢chnology is relatively new, and if we are bleao use this technology in all our
intended applications, it would limit our revenygportunities."

General and administrative expenses

General and administrative expenses wes@ i$8lion during 2003, $3.8 million in 2002 and.$3nillion in 2001. General and
administrative expenses were consistent over lihéetyear period. We expect that general and adtrative expenses will increase in the
future to support continued growth of our reseancti development efforts.

Restructuring charge

Restructuring charges of $371,000 reladetthe closure of the Gendagq facility were reconte2002. These expenses primarily represent
incremental employee restructuring costs and adosdisposal of fixed assets of $74,0



Impairment charges

During 2002, in accordance with FAS No. li#i2 Company performed the required two-step dnmgirment test of goodwill. In the
first step of the analysis, we compared the cagymue of the Company to its fair value and deteeth that goodwill was impaired. The fair
value of the Company was determined using the ircapproach. The income approach focuses on theneqguoducing capability of an
asset, measuring the current value of the assedlbylating the present value of its future ecorbgnefits such as cash earnings, cost
savings, tax benefits and proceeds from dispositioorporating current equity market conditionghie United States, industry-specific
volatility factors, general equity market forecaste risk-free rate for the use of funds and the
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expected rate of inflation. The Company recogneedmpairment charge of $15.3 million, representhmgentire capitalized balance of
goodwill at the time of the test.

FAS 142 requires that if an impairment tdsggoodwill and any other asset is required atsémme time, impairment tests of all other
assets should be completed and reflected in thigicgrvalue of the Company prior to the completidrihe goodwill impairment test. If it is
determined that an asset is not recoverable, FASIkécts that an impairment loss should be reaeghbased on the excess of its carrying
value over its fair value. Impairment tests of @@mpany's long-lived assets were conducted in decce with FAS 144. Based upon the
results of this review, we concluded that the dagyamount of patents was not recoverable. The Gompecognized an impairment loss of
$2.8 million, representing the entire unamortizathhce of patents. Management assessed all obesa&s being recoverable.

In-process research and development expenses

As a part of Sangamo's $36.7 million cosi¢quire Gendag, $13.1 million was expensed asrels and development in the third que
of 2001. In-process research and development repiethat portion of the purchase price of the iipn related to the research and
development activities which: (i) have not demostetdl their technological feasibility, and (ii) have alternative future uses. Sangamo
recognized an expense of $13.1 million upon consatiom of the transaction.

The amount of in-process research and dpuetnt was determined based on an analysis ugnisitradjusted cash flows expected to
be generated by the products that result fromrtirocess projects. The analysis included foreddsteire cash flows that were expected to
result from the progress made on each of the isge®projects prior to the purchase dates. Theteflcavs were estimated by first
forecasting, on a product-by-product basis, taaenues expected from sales of the first generafi@ach in-process product, as well as
expected expenses to complete in process resaaiafeaelopment for each project. Appropriate opegatxpenses and cash flow
adjustments were deducted from the forecast tdkstigprojected net cash flows for the in proceshnhology. Finally, these net returns were
discounted to a present value at discount ratésrtbarporate both the weighted average cost otalafpelative to the biotechnology industry
and the Company) as well as the product-spec#lcassociated with the purchased in-process rdsaactdevelopment products. The
productspecific risk factors included each product in eglohse of development, type of molecule under dgwveént, likelihood of regulato
approval, manufacturing process capability, sciientationale, pre-clinical safety and efficacy aatarget product profile and development
plan. The overall discount rate used for the pusehaluation ranged from 35% to 50% depending tperstage of completion of each
product and the risks associated with each, whaphesents a significant risk premium to our weidlaeerage cost of capital.

The forecast data in the analysis was basddternal product level forecast information ntained by management in the ordinary
course of managing the business. The inputs usadalyzing in-process research and development based on assumptions, which
management believed to be reasonable but whicimlageently uncertain and unpredictable. These apsans may be incomplete or
inaccurate, and no assurance can be given thaticipated events and circumstances will not occur.

A brief description of projects that weneluded in the in-process research and developaiamge is set forth below. Projects
subsequently added to the research and developipatine are not included. Since the acquisitiotedéhere has been no significant prog
in the development of the projects listed. At tinget of the acquisition, management estimated #search and
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development expenditures of at least $30.0 to $8#lln will be required to complete the in-prosgwojects.

Estimated
Substantial Fair
Phase of Completion Value
Project Description / Indication Development Date (in millions)

HIV Therapeutic product candide Pre-clinical 200¢ % 1.9



Anti-Inflammatory Therapeutic product candide Pre-clinical 2007 34

EPO Therapeutic product candide Pre-clinical 2007 0.6
Insulin Therapeutic product candide Pre-clinical 200¢ 1.2
Functional Genomic Gene regulation produ Pre-marketing 200z 3.2
Agriculture Gene regulation produ Pre-marketing 200t 2.5

$ 13.1

Interest income, net

Net interest income was $752,000 in 2083;ampared to $1.4 million in 2002, and $3.2 millia 2001. The year-over-year decline
over the three-year period reflects lower averagh @nd investment balances (due to the utilizatiarash to fund operations).

Other income

During 2003, other income of $584,000 wasgipally comprised of a gain on foreign curreni@nslation of $298,000, an insurance
settlement of $180,000 related to a equipment #jpglaim and a research and development credifid®,000. During 2002, we recognized
a net gain of $435,000 on foreign currency traimhat Of that gain, $367,000 represents cumulativeency translation recognized as a re
of the closure of our Gendagq facility in the U.KidP to the closure of our Gendagq facility durin@g02, currency translation gains or losses
were reported as a component of equity.

We incurred net operating losses in 200822 and 2001, and consequently we did not payfeagral, state or foreign income taxes.
Liquidity and Capital Resources

Since inception, we have financed our oji@ma primarily through the sale of equity secestipayments from corporate collaborators,
federal government research grants and financitigitees such as a bank line of credit. As of Debem31, 2003, we had cash, cash
equivalents, investments and interest receivalbding $44.3 million.

Net cash used in operating activities wad $nillion in 2003, $8.9 million in 2002, and $58llion in 2001. In all periods, net cash used
in operating activities was primarily due to fungliof net operating losses. During 2003, the useaseh related to the net operating loss of
$10.4 million was partially offset by narash charges and net increases in asset balanggs8ahillion and by amortization on investment
$1.2 million. During 2002, the use of cash reldtethe net operating loss of $29.8 million was iadlyt offset by goodwill and patent
impairment charges of $15.3 million and $2.8 millioespectively, as well as other non-cash chaagdset increases in asset balances of
$2.8 million. During 2001, the use of cash reldtethe net operating loss of $25.2 million was iadyt offset by acquired in-process research
and development expenses recognized related 8ehdaq acquisition of $13.1 million, non-cash cleargnd net increases in asset balances
of $3.2 million as well as amortization of defertdck compensation expenses of $3.1 million.
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Net cash provided by (used in) investintivies was $(623,000) in 2003, $18.9 million i8@, and $2.6 million in 2001. Included in
2001 was $4.7 million of net cash acquired in tem@aq acquisition. Cash was used during thesedsetrdopurchase investments and
property and equipment and was offset by the ni#srand sale of available-for-sale securities.

Net cash provided by financing activitieass$227,000 in 2003, solely related to proceeds fssuance of common stock. Net cash
provided by financing activities in 2002 and 2005583,000 and $662,000, respectively, was relaigmtoceeds from issuance of common
stock, partially offset by payments made for anigiapent loan.

While we expect our rate of cash usagadoeiase in the future, in particular, in supporbwf product development endeavors, we
believe that the available cash resources, fundswed from corporate collaborators, strategicnmasg and federal government research g
will be sufficient to finance our operations thréu2005.

As of December 31, 2003, Sangamo had rexiatipg loss carryforwards for federal income targpses of approximately $35.0 million,
which expire in the years 2010 through 2023. Thenfany also has state operating loss carryforwardpmroximately $4.3 million, which
expire in the years 2004 through 2014. The Compdsty has federal and state research credits of, 837 @nd $945,000, respectively. The
federal research credits will begin to expire ia ylear 2018 through 2023 and the state researdhischawve no expiration date. Utilization of
the Company's net operating loss may be subjestitistantial annual limitation due to the ownergitipnge limitations provided by the
Internal Revenue Code and similar state provisiBosh an annual limitation could result in the exidn of the net operating loss before
utilization.



Contractual Obligations and Commercial Commitments

As of December 31, 2003 we had contraabhfations and commercial commitments as followgt{ousands):

Payments Due by Period

Less than More than
Contractual Obligations Total 1 year 1-3 years 3-5 years 5 years
Operating lease $ 41€ $ 41€ $ — $ — 3 —
License obligation 1,13¢ 37¢ 75€ — —
Total contractual obligatior $ 1,55 $ 794 % 75€ — —

Operating leases consist of base rentiéilities we occupy in Richmond, California.
License obligations consist of ongoinghise maintenance fees and royalties due from sB&SR TFs.
Recent Accounting Pronouncements

In January 2003, the FASB issued FASB pritation No. 46, "Consolidation of Variable Intetr&ntities, an Interpretation of ARB
No. 51". The Interpretation establishes accourgimigance for consolidation of variable interesiters that function to support the activiti
of the primary beneficiary. Interpretation 46 applto any business enterprise, both public ané@farjthat has a controlling interest,
contractual relationship or other business relatigmwith a variable interest entity. The provisaf Interpretation No. 46 are effective
immediately for all variable interests in variabléerest entities created before February 1, 20@Bn® later than the first fiscal period
beginning after June 15, 2003 for all variableri@sts in variable interest entities created befateruary 1, 2003. The adoption of
Interpretation 46 did not have a material impacbanconsolidated financial position, results oéigiions or cash flows
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In March 2003, the EITF reached a consenaussue No. 00-21, "Revenue Arrangements withtilglel Deliverables”, which provides
guidance on accounting for arrangements involvitegdelivery or performance of multiple productsys®s and/or rights to use assets.
Specifically, EITF 00-21 addresses: (1) how to datee whether an arrangement with multiple delitéga contains more than one unit of
accounting, and (2) how the arrangement consiaeratiould be measured and allocated among theagepanits of accounting. The
provisions of Issue 00-21 are effective for reveauangements entered into in fiscal periods beggafter June 15, 2003. We believe that
the adoption of EITF 00-21 did not have a mateénmgdact on our results of operations or financiaipon.

ltem 7A. Quantitative and Qualitative Disclosures about Market Risk

Our exposure to market risk for changeisterest rates relates primarily to our cash edeaita and investments. The investments are
available for sale. We do not use derivative finahiostruments in our investment portfolio. Weeatipt to ensure the safety and preservation
of our invested funds by limiting default and mdrkisks. Our cash and investments policy emphadigeslity and preservation of principal
over other portfolio considerations. We select staeents that maximize interest income to the exgensible within these guidelines. We
satisfy liquidity requirements by investing exceash in securities with different maturities to afaprojected cash needs and limit
concentration of credit risk by diversifying ouvastments among a variety of high cregliality issuers. We mitigate default risk by inweg
in only investment-grade securities. The portfalicdludes marketable securities with active secondaresale markets to ensure portfolio
liquidity. All investments have a fixed interesteand are carried at market value, which approt@meost. If market interest rates were to
increase by one percent from December 31, 2003athealue of our portfolio would decline by lesgmn $200,000. The modeling technique
used measures the change in fair values arisimg &roimmediate hypothetical shift in market intérases and assumes ending fair values
include principal plus accrued interest. We recpgdia gain on foreign currency translation of $208,and $435,000 for 2003 and 2002,
respectively. No foreign currency translation gairese recorded during 2001.
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

The Board of Directors and Stockholders
Sangamo BioSciences, Inc.

We have audited the accompanying conselidbilance sheets of Sangamo BioSciences, In€.xcember 31, 2003 and 2002, and
related consolidated statements of operationskistdders' equity, and cash flows for each of theegtyears in the period ended Decembe
2003. These financial statements are the respdihsifi the company's management. Our responsiligito express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance aiitliting standards generally accepted in the UrStates. Those standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and gignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statementieneed to above present fairly, in all materialpests, the consolidated financial position of
Sangamo BioSciences, Inc. at December 31, 2002@02, and the consolidated results of its operatan its cash flows for each of the
three years in the period ended December 31, 20@®nformity with accounting principles generadlgcepted in the United States.

/sl Ernst & Young LLP

Palo Alto, California
January 30, 2004
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SANGAMO BIOSCIENCES, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share amounts)

December 31,

2003 2002
Assets
Current asset:
Cash and cash equivale! $ 9,80: $ 17,63¢
Marketable securitie 34,05 34,50¢
Interest receivabl 48¢€ 432
Accounts receivabl 65€ 1,09¢

Prepaid expenst 284 427



Total current asse 45,28t 54,09¢
Property and equipment, r 90¢€ 1,79:
Other asset 41 33¢

Total asset $ 46,23: $ 56,22"

I
Liabilities and stockholders' equity
Current liabilities:
Accounts payable and accrued liabilit $ 81t $ 937
Accrued compensation and employee ben 63€ 66¢
Deferred revenu 12C 37t
Total liabilities 1,571 1,981
Commitments and contingencies (See Note 7 in Not€&onsolidated Financial
Statements
Stockholders' equity
Common stock, $0.01 par value; 80,000,000 shartbeoazed, 24,954,243 and
24,740,713 shares issued and outstanding at Dec&hp2003 and 2002,
respectively 127,92 127,23«
Deferred stock compensati Q) (231)
Accumulated defici (83,297 (72,869)
Accumulated other comprehensive inca 32 107
Total stockholders' equit 44,66 54,24¢
Total liabilities and stockholders' equ $ 46,23: $ 56,22’

See accompanying Notes to Consolidated Financial Statements.
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SANGAMO BIOSCIENCES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)

Year ended December 31,

2003 2002 2001
Revenues
Collaboration agreemen $ 2,208 $ 4,10¢ 4,73C
Federal government research gre 374 237 15¢
Total revenue 2,57¢ 4,34: 4,88t
Operating expense
Research and development (excludes $451, $1,15823662 of stock-
based compensation expense for 2003, 2002 and &&jiectively’ 10,181 12,21: 12,95:
General and administrative (excludes $116, $349%4nti 2 of stock-
based compensation expense for 2003, 2002 and g&jiectively’ 3,59/ 3,81¢ 3,63¢
Restructuring charg 371 —
Stocl-based compensatic 567 1,49¢ 3,674
Goodwill impairment — 15,25( —
Patent impairmer — 2,76( —



Acquired ir-process research and developn

Total operating expens:

Loss from operation
Interest income, ne
Other income

Net loss

Basic and diluted net loss per sh

Shares used in computing basic and diluted netdesshar

— — 13,06:
14,34¢ 35,90¢ 33,32¢
(11,769 (31,56%) (28,447

752 1,36€ 3,19:

584 43E —

$  (1043) $ (29,769 $ (25,249
.| | .|
$ (0.42) $ 129 $ (1.09)
.| | .|

24,81 24,49: 23,12
| | |

See accompanying Notes to Consolidated Financial Statements.
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SANGAMO BIOSCIENCES, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Balances at December 31, 2C

Issuance of common stock upon exercise of optiadsaaarrants,
net of repurchases

Issuance of common stock under employee stock psechlan
Issuance of common stock for purchase of Gel

Assumption of Gendagq common stock options, lessit value
of unvested options

Repayment of note receivable from stockho

Repayment of note receivable from employee

Forgiveness of notes receivable from stockholder
Amortization of deferred stock compensation andingsf non-
qualified stock options

Reversal of deferred compensation due to emplameinations
Comprehensive los

Unrealized gain on investments

Translation adjustment

Net loss

Comprehensive los

Balances at December 31, 2001

Issuance of common stock upon exercise of optiadsazarrants,
net of repurchase

Issuance of common stock under employee stock psechlan
Deferred stock compensation

Amortization of deferred stock compensation andingsf non-
qualified stock options

Reversal of deferred compensation due to emplomeinations
Comprehensive los

Unrealized loss on investments

Translation adjustment

Net loss

Comprehensive los

Balances at December 31, 2002

Issuance of common stock upon exercise of optioeisof
repurchase

Issuance of common stock in connection with licemyeement
Issuance of common stock under employee stock psechlan
Amortization of deferred stock compensat

Vesting of non-qualified stock options

(In thousands, except share amounts)

Common Stock Note Accumulated
Receivable Deferred Other Total
from Stock Accumulated Comprehensive  Stockholders'
Shares Amount Stockholder  Compensation Deficit Income Equity

22,147,39 $ 89,76« $ (463) $ (4,697 $ (17,85) $ 137 $ 66,89(
195,84: 36¢ — — — — 36¢
35,67¢ 321 — — — — 321
2,124,63i 34,87« — — — — 34,87«
— 1,73¢ — (684) — — 1,05(
(17,900 (267) 267 — — — —
(3,600 (53) — — — — (53)
— — 19€ — — — 19€
— 59€ — 3,07¢ — — 3,67¢
— (177) — 177 — — —
— — — — — 12¢ 12¢
147 147
- - - — (25,249 — (25,249
(24,979
24,482,05 127,16: — (2,125 (43,100 413 82,34¢
176,56¢ 21€ — — — — 21€
82,091 252 — — — — 252
— 23z — (232) — — —
— 48¢ — 1,342 — — 1,831
— (1,11¢€) — 784 — — (332
— — — — — (158) (158)
— — — — — (148) (148)
_ — — — (29,769 = (29,769
— — — — — — (30,070
24,740,71 127,23: — (231 (72,869 107 54,24¢
71,57¢ 14 — — — — 14
25,00( 13C — — — — 13C
116,95: 213 — — — — 213
— — — 21k — — 21k
— 38€ — — — — 38€



Reversal of deferred compensation due to emplameitations — (52 — 15 —
Comprehensive los

Unrealized loss on investments — = — — _
Other than temporary loss — — — _
Net loss — — — — (10,437

Comprehensive loss —_ — — — _

(37)

(81
(6)
(10,439

(10,509)

Balances at December 31, 2003 2495424 $ 127,927 $ — 3 @ s (83,29) $

323

44,66

See accompanying Notes to Consolidated Financial Satements.
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SANGAMO BIOSCIENCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year ended December 31,

2003 2002 2001
Operating activities:
Net loss $ (10,437 $ (29,769 $ (25,249
Adjustments to reconcile net loss to net cash usegerating activities:

Depreciatior 847 95E 992
Amortization of patents — 36C 23¢
Amortization of premium / discount on investment 1,14¢ 79€ 18&
Net (gain) loss on disposal of property and equiptr (112) 74 —
Realized loss on investme 6 — —
Issuance of common stock in connection with licesgpeemen 13C — —
Gain on currency translation — (367) —
Goodwill impairment — 15,25( —
Patent impairment — 2,76( —
Amortization of deferred stock compensat 17¢ 1,19¢ 3,07¢
Other stock-based compensation 38¢ 301 59€
Forgiveness of notes receivable 18¢ — 19€
Acquired in-process research and development — — 13,06:

Changes in operating assets and liabilit
Interest receivabl (56) 534 205
Accounts receivable 44C (33%) 78¢
Prepaid expenses and other assets 24¢ (236) 201
Accounts payable and accrued liabilities (122) (329) 78
Accrued compensation and employee ben 33 2 (25)
Deferred revenue (255) (76) (265)
Net cash used in operating activit (7,440 (8,87¢) (5,929

Investing activities:

Purchases of investmer (44,807 (36,289 (55,539
Maturities of investments 44,02¢ 50,68 54,89
Sales of investments — 4,467 —
Proceeds from disposal of property and equipment 21€ 79 —
Purchases of property and equipment (64) (69) (1,409
Net cash acquired in Gendag acquisi — — 4,65¢€
Net cash provided by (used in) investing activi (623) 18,87t 2,60€

Financing activities:



Proceeds from issuance of common stock 227 46€ 69C

Payments on equipment loan — (285) (28)
Net cash provided by financing activiti 227 183 662

Effect of exchange rate changes on cash — (187) 147

Net increase (decrease) in cash and cash equis. (7,83¢€) 9,99t (2,507)

Cash and cash equivalents, beginning of period 17,63¢ 7,64¢ 10,15!
Cash and cash equivalents, end of pe $ 9,80: $ 17,63¢ $ 7,64¢

Noncash investing and financing activities:

Deferred compensation related to stock opt $ — % 23z $ 684

Shares tendered as repayment of note receivalteshareholder

©*
|
©*
|
©*
w
N
o

Supplemental disclosures:

Cash paid for interest

“
|
©
w
©
|

Non-cash disclosure related to the acquisition of &daq:

Tangible assets acquired $ — — 475
Acquired ir-process technolog — — 13,062
Goodwill and other intangible assets acqu — — 18,60¢
Liabilities assumed — — (879
Deferred stock compensation — — 684
Common stock and options issued — — (36,609
Cash received in acquisition, net of $781 transaatiosts pai $ — & — & (4,65€)

See accompanying Notes to Consolidated Financial Statements.
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SANGAMO BIOSCIENCES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization and Summary of Significant Acconting Policies
Sangamo and Basis of Presentation

Sangamo BioSciences, Inc. ("Sangamo") weasrporated in the State of Delaware on June 225 39d is focused on the development
and commercialization of novel transcription fastéor the regulation of gene expression. Our gegelation technology platform is enabled
by the engineering of a class of transcriptiondescknown as zinc finger DNA binding proteins ("ZFP Potential applications of Sangamo's
technology include pharmaceutical discovery, dgmalent of human therapeutics and plant agricultBasgamo will require additional
financial resources to complete the developmentcanamercialization of its products including ZFPefépeutics.

Sangamo is currently working on a numbedpo§-term development projects that will involwgerimental and unproven technology.
The projects may require several years and sulstexpenditures to complete and ultimately maybsuccessful. We plan to finance
operations with available cash resources, fundsived under federal government research grantd&Janckrsal GeneTools® collaborations
and strategic partnerships, and from the issuaheguoty or debt securities. Sangamo believesiteatvailable cash, cash equivalents and
investments as of December 31, 2003, along witleebga revenues from Universal GeneToots®aborations and strategic partnerships,
be adequate to fund its operations through 2008g&wao will need to raise substantial additionaltedpo fund subsequent operations and
complete the development and commercializatiomsgbiioducts either through significant corporatengaships, sales of zinc finger DNA
binding protein transcription factors ("ZFP TFs8f pharmaceutical discovery, government researahtgior issuance of equity securities.
Sangamo may seek to raise additional capital wbheditions permit, however there is no assurancdifghwill be available on favorable
terms, if at all



The consolidated financial statements ithelthe accounts of Sangamo and its wholly ownedidislny, Gendaq Limited, after
elimination of all material intercompany balances &ransactions.

The preparation of financial statementsdnformity with generally accepted accounting piptes requires management to make
estimates and assumptions that affect the amoeptsted in the financial statements and the accogipg notes. Actual results could differ
from those estimates.

Cash and Cash Equivalents

Sangamo considers all highly liquid invesirts purchased with original maturities of threenthe or less at the purchase date to be cast
equivalents. Sangamo's cash and cash equivalentsantained with three financial institutions. Ba&sjuivalents of $9.8 million and
$17.6 million at December 31, 2003 and 2002, respeyg, consist of deposits in money market investimraccounts and corporate operating
accounts.

Marketable Securities

Sangamo classifies its marketable secaritteavailable-for-sale and records its investmanfair value in accordance with Statement of
Financial Accounting Standards ("FAS") No. 115, tAanting for Certain Investments in Debt and EqGigcurities.” Available-for-sale
securities are carried at estimated fair value dasequoted market prices. Debt securities are &tedunortized cost and the discount /
premium is accounted for using the straight-linglrod. Realized gains and losses and declines ireyatiged to be other-than-temporary on
available-for-sale securities are included in iestincome. Unrealized holding gains and lossefaladed in accumulated other
comprehensive
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income. Interest on securities classified as abhiléor-sale is also included in interest incoméjack is determined using the specific
identification method. Through December 31, 20G8)1g&imo has recorded $6,000 in other than templtossgs on its investments.

The table below summarizes our availabtestde securities (in thousands):

Gross
Unrealized Estimated
Amortized Cost Gains Fair Value

December 31, 200:
US government investmen
Maturing within 1 year $ 7,57¢ $ 8 $ 7,58¢

Maturing between 1 and 2 years 6,251 19 6,27(
Total government investmer 13,82¢ 27 13,85¢
Corporate debt investmen

Maturing within 1 year 14,17¢ 2 14,177

Maturing between 1 and 2 years 6,022 3 6,01¢
Total corporate investmer 20,19% @ 20,19¢
Total availabl-for-sale investmeni $ 34,02¢ 26 34,05:

I I I
December 31, 200:
US government investmen

Maturing within 1 year $ 11,65¢ 35 11,69:

Maturing between 1 and 2 years 1,81z 13 1,82t
Total government investmer 13,47( 48 13,51¢
Corporate debt investmen

Maturing within 1 year 19,89 52 19,94¢

Maturing between 1 and 2 years 1,03t 5 1,04C
Total corporate investmer 20,92¢ 57 20,98¢
Total availabl-for-sale investmeni $ 34,39¢ 10t 34,50¢




Gross unrealized losses on available-fa-sacurities at December 31, 2003 and 2002 wermaterial.
Property and Equipment

Property and equipment are stated at tasst,accumulated depreciation and amortizationrégtion is calculated using the straight-
line method based on the estimated useful livakefelated assets (generally three to five yebm)leasehold improvements, amortizatio
calculated using the straight-line method basethershorter of the useful life or the lease term.

Impairment of Long-Lived Assets

Effective January 1, 2002, the Company sstbpAS No. 144 "Accounting for the Impairment dsfsal of Long-Lived
Assets” ("FAS 144"). FAS No. 144 addresses thenfifed accounting and reporting for the impairmendlisposal of long-lived assets and
supercedes FAS No. 121 "Accounting
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for the Impairment of Long-Lived Assets and Long+d Assets to Be Disposed Of." The primary objestiof FAS No. 144 are to develop
one accounting model based on the framework estaddliin FAS No. 121 for long-lived assets to bpagd of by sale, and to address
significant implementation issues. The adoptiofr A5 No. 144 did not have an impact on the Compatorisolidated financial statements.

Gooduwill and Other Intangible Assets

Goodwill represents the difference betwdnpurchase price and the fair value of the negtasacquired in connection with our Gendaq
acquisition on July 4, 2001. In June, July, and ¥81@001, respectively, the Financial Accountingngeards Board issued FAS No. 141,
("FAS 141"), "Business Combinations," FAS No. 14@podwill and Other Intangible Assets" and FAS Md4, "Accounting for the
Impairment or Disposal of Long-Lived Assets." FA8.N41 prohibits the use of the pooling-of-intesasiethod for business combinations
initiated after June 30, 2001, and includes catéor the recognition of intangible assets sepbrétem goodwill. FAS No. 142 is effective
for fiscal years beginning after December 15, 2@t includes requirements to test goodwill aneifimite lived intangible assets for
impairment, rather than amortizing them. Accordingloodwill was not amortized and was reviewedfigpairment in accordance with FAS
No. 142 as of January 1, 2002 for the transitiamglairment test and September 30, 2002 for the @rimpairment test. The entire balance
goodwill was written off in September of 2002 asmapairment charge as a result of the annual impetit test (See Note 4 in Notes to
Consolidated Financial Statements).

Other intangible assets represents thevédire of patents purchased in connection withGbeadaq acquisition. In accordance with
FAS 142, patents were being amortized on a strdiightasis over the estimated useful life of seyears, and were also reviewed for
impairment as of September 30, 2002, in accordaiitbeFAS 144. As a result, the unamortized balasfgeatents was written off in
September of 2002 as an impairment charge (SeeSNatélotes to Consolidated Financial Statements).

Reclassifications

Certain reclassifications of prior yeartabaes have been made to conform to the curremtpyeaentation. These reclassifications ha
effect on prior years net loss or stockholders tgqui

Foreign Currency Translation

Sangamo translates the assets and liabiliti its foreign subsidiary stated in local fuactl currencies to U.S. dollars at the rates of
exchange in effect at the end of the period. Resgmaund expenses are translated using rates ofrgelvaeffect during the period. Gains and
losses from translation of financial statementsod@nated in foreign currencies, if material, wareliided as a separate component of other
comprehensive income (loss) in the statement ekbmlders' equity until closure of the Gendagq facih September 2002. Subsequently,
gains and losses from translation of Gendaqg's filmhstatements are recorded as other income.

The Company records foreign currency tretisas at the exchange rate prevailing at the ditiee transaction. Monetary assets and
liabilities denominated in foreign currency areaeslated at the exchange rates in effect at tlenba sheet date. Foreign currency transa
gains and losses are
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recorded through profit and loss and gains of ¥X¥@and $435,000 were recorded during 2003 and,268@ectively. No foreign currency
translation gains were recorded during 2001.

Comprehensive Loss

Comprehensive loss is comprised of netémskother comprehensive income (loss). Comprebehsss for the years ended
December 31, 2003, 2002 and 2001 is included istitement of stockholders' equity. Comprehensiss includes all changes in equity
during a period from non-owner sources. These iteiade unrealized gains / (losses) on investmantsforeign currency translation
adjustments.

Revenue Recognition

Sangamo recognizes revenue from its Unal&gneTools® agreements when ZFP TranscriptiotoFa'ZFP TFs") are delivered to
the Universal GeneTools® collaborators, persuasitigence of an agreement exists, there are nofilleflobligations, the price is fixed and
determinable, and collectibility is reasonably asduGenerally, Sangamo receives partial paymeoits these collaborations prior to the
delivery of ZFP TFs and the recognition of theseeneies is deferred until the ZFP TFs are delivefée.risk of ownership has passed to the
collaborator and all performance obligations haserbsatisfied at the time revenue is recognized.

In accordance with Staff Accounting BulteNo. 104, "Revenue Recognition," revenue fromasdeactivities made under strategic
partnering agreements is generally recognized raable basis, as the services are provided whae th persuasive evidence that an
arrangement exists, delivery has occurred, thepsifixed or determinable, and collectibility sasonably assured. Amounts received in
advance under such agreements are deferred wntiéslearch services are performed. Sangamo's fgde@enment research grants are
typically multi-year agreements and provide for teienbursement of qualified expenses for reseanchdavelopment as defined under the
terms of the grant agreement. Revenue under ggaeements is recognized when the related qualiedarch expenses are incurred. Grant
reimbursements are received on a quarterly or nhob#sis and are subject to the issuing agenatd df audit.

Milestone payments under research, partgedr licensing agreements are recognized as vevepon the achievement of mutually
agreed upon milestones, provided that (i) the rules event is substantive and its achievementtiseasonably assured at the inception o
agreement, and (ii) there are no performance diige associated with the milestone payment.

In accordance with Emerging Issues Taské&tsue No. 00-21, "Revenue Arrangements with iplelDeliverables," revenue
arrangements entered into after June 15, 2003irttlade multiple deliverables, are divided intparate units of accounting if the
deliverables meet certain criteria, including wieetthe fair value of the delivered items can beheined and whether there is evidence of
fair value of the undelivered items. In additidme tonsideration is allocated among the separdt® afraccounting based on their fair values,
and the applicable revenue recognition criteriacaresidered separately for each of the separate afh@ccounting.
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Research and Development Expenses

Research and development expenses cofsissts incurred for Company-sponsored as welb#atmorative research and development
activities. These costs include direct and reseselzlied overhead expenses, which include salaridther personnel-related expenses,
facility costs, supplies and depreciation of faiei and laboratory equipment, as well as the @ofstnding research at universities and other
research institutions, and are expensed as incu@@sts to acquire technologies that are utilizedesearch and development and that have ne
alternative future use are expensed as incurred.

Stock-Based Compensation

Sangamo accounts for employee and dirsttak options using the intrinsic value methoddoadance with Accounting Principles
Board Opinion No. 25, "Accounting for Stock IssuedEmployees” ("APB 25") and has adopted the d&ale-only alternative of FAS
No. 123, "Accounting for Sto-Based Compensation." Stock options granted toemployees, including Scientific Advisory Board
Members, are accounted for in accordance with Emgigsues Task Force Issue No. 96-18, "Accourfindquity Instruments That Are
Issued to Other Than Employees for Acquiring, o€onjunction with Selling, Goods or Services," whiequires the value of such option:
be measured and compensation expenses to be réeaxdecy vest over a performance period. Thesdire of such options is determined
using the Black-Scholes model. The following tabiestrates, pursuant to FAS No. 123, as amendedAfy No. 148, "Accounting for Stock-
Based Compensation—Transition and Disclosure,effect on net loss and related net loss per stedeebmpensation cost for stock-based
compensation plans been determined based upoaithafue method prescribed under FAS No. 123:

Year ended December 31,

2003 2002 2001



(in thousands, except per share data)

Net loss:
As reportec $ (10,43) $ (29,769 $ (25,249
Add: stock-based employee compensation expe
included in reported net lo: 567 1,49¢ 3,674
Less: stock-based employee compensation exp:
determined under the fair value based me (2,51 (2,909 (8,370
Pro forma net los $ (12,38) $ (31,179 $ (29,949

Basic and diluted net loss per sh

As reportec $ 0.42) $ 1.22 $ (1.09)
Pro forma $ 050 $ 127 % (1.30

The above pro forma effect may not be regméative of that to be expected in future yeass,td subsequent years including additional
grants and related vesting. The fair value fopptions granted in 2003, 2002, and 2001 was estuirattthe date of grant using the Black-

Scholes method
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following the Company's initial public offering amding the minimum value method for periods prattte initial public offering with the
following weighted-average assumptions:

Year ended December 31,

2003 2002 2001
Risk-free interest rat 3.1% 3.8% 5.0%
Expected life of optiol 5 yre 5 yre 5 yre
Expected dividend yield of stor 0% 0% 0%
Expected volatility 1.0¢ 1.C 0.8

The Company amortizes deferred compensagoiaining to employee stock options over theeetpe employees' vesting period using
the graded vesting method.

Income Taxes

Sangamo accounts for income taxes as remtjbiy FAS No. 109, "Accounting for Income Taxestider this method, deferred tax assets
and liabilities are determined based on differere®/een financial reporting and tax bases of ass#d liabilities. Deferred tax assets and
liabilities are measured using enacted tax ratddams that will be in effect when the differeneae expected to reverse. Deferred tax assets
are reduced by a valuation allowance when, in gigion of management, it is more likely than natteome or all of the deferred tax assets
may not be realized.

Net Loss Per Share

Basic and diluted net loss per share in&diom for all periods is presented under the resménts of FAS No. 128, "Earnings per Share."
Basic net loss per share has been computed ugngeighted-average number of shares of common statsitanding during the period, less
shares subject to repurchase. The following tatdsegmts the calculation of historical basic andtdd net loss per common share (in

thousands, except per share data):

Year ended December 31,

2003 2002 2001

Net loss $ (10,43) $ (29,769 $ (25,249



Basic and diluted
Weighted-average shares of common stock

outstanding 24,81¢ 24,575 23,34:
Less: weighte-average shares subject to repurct (5) (84 (222)
I I I

Shares used in computing basic and diluted netdek
share 24,81 24.,49: 23,12
I I I
Basic and diluted net loss per sh $ (042 3 (122 $ (1.09
I I I
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Recent Accounting Pronouncements

In January 2003, the FASB issued FASB pritation No. 46, "Consolidation of Variable Intetr&ntities, an Interpretation of ARB
No. 51". The Interpretation establishes accourgimigance for consolidation of variable interesiters that function to support the activiti
of the primary beneficiary. Interpretation 46 applto any business enterprise, both public anéfarjthat has a controlling interest,
contractual relationship or other business relatigmwith a variable interest entity. The provisaf Interpretation No. 46 are effective
immediately for all variable interests in variabierest entities created before February 1, 20@Bn@ later than the first fiscal period
beginning after June 15, 2003 for all variableri@sts in variable interest entities created bef@teruary 1, 2003. The adoption of
Interpretation 46 did not have a material impacbanconsolidated financial position, results oégtions or cash flows.

In March 2003, the EITF reached a consenaussue No. 00-21, "Revenue Arrangements withtilglel Deliverables”, which provides
guidance on accounting for arrangements involvitegdelivery or performance of multiple productsys®s and/or rights to use assets.
Specifically, EITF 00-21 addresses: (1) how to datee whether an arrangement with multiple delitéga contains more than one unit of
accounting, and (2) how the arrangement consiaeratiould be measured and allocated among theagepanits of accounting. The
provisions of Issue 00-21 are effective for revearangements entered into in fiscal periods beggafter June 15, 2003. The adoption of
EITF 00-21 did not have a material impact on osuls of operations or financial position.

2. Major Customers, Partnerships and Strategic liances

In January 2000, we announced a therapprdituct development collaboration with Edwardekdiences Corporation ("Edwards").
Under the agreement, we have licensed to Edwanda,veorldwide, exclusive basis, ZFP Therapeuticaié® in the activation of VEGFs and
VEGF receptors in ischemic cardiovascular and Vascliseases. Edwards purchased a $5 million hateconverted, together with accrued
interest, into common stock at the time of ourahipublic offering at the IPO price. In March 2Q@xXwards purchased a $7.5 million
convertible note in exchange for a right of firstusal for three years to negotiate a licensedditinal ZFP Therapeutics in cardiovascular
and peripheral vascular diseases. That right sf fefusal terminated in March 2003. Together w&ithrued interest, this note converted into
common stock at the time of our initial public offgy at the IPO price. Through 2001, we receivedriion in research funding from
Edwards and a $1.4 million milestone payment fdivdey of a lead ZFP Therapeutic product candidatéNovember 2002, Edwards signed
an amendment to the original agreement and agoegavide up to $3.5 million in research and depeient funding, including $2.95 millic
for research and development activities performe2i02 and 2003. Under the Edwards agreement, Bemgecognized $500,000 related to
the achievement of research-related milestondseifidurth quarter of 2003. We have retained alitego use our technology for therapeutic
applications of VEGF activation outside of ischeméediovascular and vascular diseases, includiegrugzound healing and neurological
disorders. Revenues attributable to milestone &ehient and collaborative research and developnerfinmed under the Edwards
agreement were $1.5 million, $2.0 million and $2ilion for 2003, 2002 and 2001, respectively. Tamainder of funding relates to two
milestones, one each in the VEGF and phospholampizagrams. In the future, Sangamo may receive opées, milestone payments,
royalties and additional research funding from #gseement. During each of 2003, 2002 and 2001, the
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revenues attributable to milestone achievementaliidborative research and development performel@uthe Edwards agreement
comprised over 10% of total revenues earned by &ang

Under the Sangamo-Edwards agreement, we Iheen responsible for advancing product candidategreclinical animal testing.
Edwards has responsibility for preclinical devel@mty regulatory affairs, clinical development, dne sales and marketing of ZFP
Therapeutic products developed under the agreeiBangamo may receive milestone payments in cormmeatith the development and
commercialization of the first product under thigeement and may also receive royalties on proshles. As part of the November 2(



amendment to our original agreement, Edwards Liéeses also entered into a joint collaboration wighto evaluate ZFP TFs for the
regulation of a second therapeutic gene targesgfmlamban (PLN), for the treatment of congestiarhfailure. Under the amended
agreement, Sangamo has granted Edwards a riginstofeffusal to Sangamo's ZFP TFs for the regutadioPLN. This right of first refusal
terminates on June 30, 2004. On August 14, 2003%Etand Sangamo entered into a Third Amendmehetoriginal license agreement.
Under this amendment, Sangamo received paymen¢$earch and development milestones associatedheiiEGF and PLN programs.

There is no assurance that the companitaahieve the development and commercializatiolestdnes anticipated in these agreements.
Edwards has the right to terminate the agreemetyatime upon 90 days written notice. In the ewd#riermination, we retain all payments
previously received as well as the right to develod commercialize all related products.

In January 2002, Sangamo signed a non-gixeluesearch and license agreement with Medamex('IMedarex") to use ZFP TF gene
regulation technology to increase the expressiantibodies in mammalian cell lines. Under the agrent, Medarex provided research
funding in 2003 and 2002 and Sangamo will be etitb milestone payments and, potentially, roysitie sales of Medarex antibodies
manufactured using Sangamo technology. In June,2@®%igned a collaboration agreement with Medéwedevelop fully human antibody
therapeutics for certain cell surface receptorseRees attributable to collaborative research awtldpment performed under the Medarex
agreements were $600,000 for both 2003 and 2002amel for 2001. During both 2003 and 2002, themees attributable to collaborative
research and development performed under the Medgreements comprised over 10% of total revenaasd by Sangamo.

In April 2001, we announced a strategidatmration with Onyx Pharmaceuticals, Inc. to jlyimesearch and develop novel cancer
therapeutics by using our ZFP TF technology platfand Onyx's oncolytic adenovirus technology. Urtlerterms of the agreement, the two
companies were to conduct studies on an Armed pbkeata Virus™ (ATV™) modified to express a ZFP Egually share preclinical and
clinical development costs, and jointly commeralproducts resulting from the alliance. As a restid change in their strategic direction,
Onyx terminated its internal research activitidatiag to the adenovirus technology and decidedmobntinue co-development of product
candidates under the initial Sangamo-Onyx agreement

In December 2003, we announced that Sandm®@xclusively licensed rights to Onyx's oncalgiilenovirus vector technology to
independently develop ATV products that encode ZFP. In the initial therapeutic application, welveihgineer the ATV to express ZFP 1
designed to up-regulate the expression of humamutpeyte macrophage colony-stimulating factor (GI8HJ}, a powerful activator of the
immune system known to augment anti-tumor immuspagses. The license agreement provides us withsxe worldwide rights for all
therapeutic uses of ATVs encoding ZFP
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TFs that regulate the expression of any target.dénder the terms of the agreement, Sangamo wik fiall responsibility for research and
commercial development of the ZFP TF ATV. Onyx wéteive milestone payments as products advaneceint through clinical testing and
will receive a royalty on product sales. The statusur initial program is reviewed above under &fdpeutic Product Development.”

At December 31, 2003, receivables from corapany equaled 76% of total accounts receivaldeofdDecember 31, 2002 and 2001,
receivables from one company equaled 75% and 928pectively, of total accounts receivable.

3. Acquisition of Gendaq Limited

On July 4, 2001, Sangamo completed theisitigm of the outstanding shares of Gendaq Limitedrivately held biotechnology
company located in the United Kingdom, in a pureh@ansaction. Sangamo issued 2,124,638 sharesmwhon stock in exchange for 100%
of the outstanding shares of Gendaq's common s&artgamo also reserved a total of 125,366 sharéssicance upon exercise of
outstanding Gendag stock options, which were asdumthe transaction. Gendaq is a research andagewent organization focused on
regulating genes through the engineering of trapten factors known as zinc finger DNA binding peims (ZFPs).

Sangamo's total cost to acquire Gendagawpsoximately $36.7 million based on the fair maskadue of $16.41 per share of Sangamo's
common stock. The stock price used to value thergis issued was based on an average price dtminfgw days before and after May 30,
2001, the day Sangamo and Gendaq announced amegteender which Sangamo received an option tohasee all of the outstanding stc
of Gendaq. The purchase price also included thengstson of certain stock options and transactiostso

The cost to acquire Gendaq was allocatébde@ssets acquired and liabilities assumed aitgptd their respective fair values, with the
excess purchase price being allocated to goodivib. allocation of the aggregate purchase pricebaasd in part on an independent valuz
analysis, which was obtained for purposes of asgishanagement with the allocation of the purchasee to the fair value of purchased
assets and assumed liabilities.

The purchase cost of Gendaq is as followthpusands):

Value of securities issue $ 34,87
Assumption of Gendaq's common stock opti 1,73¢



Less intrinsic value of unvested optic (684)

Transaction costs and expen 781
Total $ 36,70:
|
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The purchase price allocation is as folldinghousands):

Annual
Useful Life Amortization of
Amount (In years) Intangibles
Net tangible assets of Gend $ 5,03¢
Intangible assets acquire
Patents 3,35¢ 7 $ 48C
In-process research and development 13,06: — —
Goodwill 15,25( — —
Total purchase price allocatit $ 36,70¢ $ 48C
I I

In-process research and development repieteat portion of the purchase price relatedhéoresearch and development activities
which: (i) had not demonstrated their technologfeakibility, and (ii) had no alternative futureesss Sangamo recognized an expense of
$13.1 million upon consummation of the transaction.

The amount of in-process research and dpuwetnt was determined based on an analysis ugnisitradjusted cash flows expected to
be generated by the products that result fromrfmacess projects. The analysis included foreddsteire cash flows that were expected to
result from the progress made on each of the isge®projects prior to the purchase dates. Theteflcavs were estimated by first
forecasting, on a product-by-product basis, taaenues expected from sales of the first generafi@ach in-process product, as well as
expected expenses to complete in process resaaiafeaelopment for each project. Appropriate opegatxpenses and cash flow
adjustments were deducted from the forecast tdkstigporojected net cash flows for the in proceshnhology. Finally, these net returns were
discounted to a present value at discount ratésrtbarporate both the weighted average cost otalafpelative to the biotechnology industry
and the Company) as well as the product-spec#lcassociated with the purchased in-process rdsaactdevelopment products. The
productspecific risk factors included each product in eplahse of development, type of molecule under dgveént, likelihood of regulato
approval, manufacturing process capability, sciientationale, pre-clinical safety and efficacy aatarget product profile and development
plan. The discount rates used to determine thevdire of the in-process projects ranged from 36%0%, depending upon the stage of
completion of each product and the risks assochatddeach, which represents a significant riskngten to our weighted average cost of
capital.

The forecast data in the analysis was basedternal product level forecast information mained by management in the ordinary
course of managing the business. The inputs usadalyzing in-process research and developmenbasasd on assumptions, which
management believed to be reasonable but which weeeently uncertain and unpredictable. Theseraptons may be incomplete or
inaccurate, and no assurance can be given thaticipated events and circumstances will not occur.

A brief description of projects that weneluded in the in-process research and developatemge is set forth below. Projects
subsequently added to the research and develoipafine are not included. Since the acquisitiotedtnere has been no significant prog
in the development of
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the projects listed below. Management estimatetrédsearch and development expenditures of at $38s0 to $35.0 million will be required
to complete the in-process projects.

Estimated
Substantial Estimated Fair
Phase of Completion Value

Project Description/Indication Development Date (in millions)




HIV Therapeutic product candide Pre-clinical 200¢ $ 1.8

Anti-Inflammatory Therapeutic product candide Pre-clinical 2007 34
EPO Therapeutic product candide Pre-clinical 2007 0.¢
Insulin Therapeutic product candide Pre-clinical 200¢ 1.2
Functional Genomic Gene regulation produ Pre-marketing 200z 3.2
Agriculture Gene regulation produ Pre-marketing 200t 2.5

$ 13.1

The following table represents unauditen forma condensed combined financial results ofapms as if the Gendaq acquisition had
occurred as of January 1, 2001.

The unaudited pro forma condensed combiimegicial information is presented for illustratigparposes only and is not necessarily
indicative of the operating results or financiakpions that would have occurred if the transactiad been consummated at the dates
indicated, nor is it necessarily indicative of fugwperating results or financial position of tleendined companies and should not be
construed as representative of these amounts Joluture dates or periods. In the opinion of mamaget, this information is presented in
conformity with accounting standards generally ptee in the United States. Loss from operationsratdoss include amortization of
acquired deferred compensation and intellectugdgny. The pro forma financial information excludegrocess research and development
expense, due to its non-recurring nature, and drslamortization of goodwill (in thousands, exqeptshare amounts):

Year Ended December 31, 2001 (pro-forma)

Total revenue $ 5,04(
Loss from operation $ (30,049
Net loss $ (26,89)
Basic and diluted net loss per sh $ (1.13)
Shares used to compute basic and diluted net Ersshare 24,19

In February 2002, Sangamo made the decisibegin consolidation of certain Gendaq operativom the United Kingdom to its
Richmond, California headquarters. The decisiolofatd a post-acquisition review that was initiate@ctober 2001 where Sangamo
evaluated technology, personnel, costs, and vasdftematives to maximize the synergy between Sagand Gendag. As this review was
initiated after the acquisition was completed, #ralfinal decision to consolidate was not madel tetbruary 2002, the decision had no
impact on accounting for the acquisition repor@@001. The final decision made in February 200&ed to the rationalization of positions
in the United Kingdom; at that time there were fpyees at Gendag. In the first quarter of 20@&gamo recorded restructuring expense
of $190,000 related to this rationalization in adamce with EITF 94-3, "Liability Recognition fore@ain Employee Termination Benefits
and Other Costs to Exit an Activity (Including Gant Costs Incurred in a Restructuring)." The workéoreduction charge included
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incremental restructuring charges for the employ&bkese employees primarily worked on researchdenelopment and administrative
activities to be continued by employees at the Camgjs headquarters. As of September 30, 2002athiléty in the United Kingdom was
closed and all of the employees were terminateced-assets at the U.K. facility were either displosieor returned to the Richmond facility.
Loss on sale of property and equipment of $74,@80lted from the disposition of U.K. assets. Restming costs in the third quarter of this
year included additional employee retention co&l167,000 reflecting unexpectedly high participatin the employee retention progre
From the date of the acquisition until the closofr¢he Gendagq facility, cumulative gains of $360,@@re reported as a component of
consolidated stockholders' equity. At the timehef €losure, the entire balance of cumulative gaifooeign currency translation was
reclassified out of stockholders' equity and ineldidh other income. All restructuring expenses veknéng the year ended December 31,
2002.

4. Goodwill

During the year ended December 31, 200a¢caordance with the provisions of FAS No. 142 (sSete 1), the Company performed the
required two-step annual impairment test of gooldilthe first step of the analysis, after compgrihe carrying value of the Company to its
fair value, it was determined that goodwill recatdyy the Company was impaired. After the seconp steomparing the implied fair value
of the goodwill to its carrying value, the Compargognized an impairment loss of $15.3 million resenting the entire capitalized balance
of goodwill in the third quarter of 2002.

The fair value of the Company was determhinging the income approach. The income approanlsés on the income-producing
capability of an asset, measuring the current vafube asset by calculating the present valuésdiiture economic benefits such as cash
earnings, cost savings, tax deductions, and predeenh disposition. Value indications are developgdliscounting expected cash flows to
their present value at a rate of return that inorates the riskree rate for the use of funds, the expected rhiflation, current equity mark
conditions in the United States, increased bioteldgy sector volatility, general equity market foasts and business and operational
assumptions specific to Sangar



5. Intangible Assets

Statement No. 142 requires that if an immpant test of goodwill is required, the fair valud#sall assets and liabilities should be reflected
in the carrying value of the company prior to tlkenpletion of the goodwill impairment test. In detéming these fair values, the Company's
long-lived assets were reviewed for impairmentdocadance with FAS No. 144 by comparing the undisted cash flows associated with
the intangible assets to their carrying value thidate whether such assets are recoverable sifigéiermined that an asset is not recoverable,
FAS No. 144 directs that an impairment loss shaeldecognized based on the excess of its carrdhgewver its fair value. Based upon the
results of this review, management has concludataperational adjustments, including, but nottédito, the post-acquisition review and
rationalization of Gendaq, has rendered the cagrgmount of patents to be not recoverable. Aftenmaring the carrying value of patents to
their fair
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value, the Company recognized an impairment lo§2d million representing the entire unamortizathhce of patents. Management
assessed all other assets as being recoverable.

December 31, 2002

Gross Net

Carrying Accumulated Carrying

Value Amortization Impairment Value
Patents $ 3,35¢ $ 50¢ $ (2,760 $ —

6. Property and Equipment

Property and equipment consist of the foilhg:

December 31,

2003 2002

(in thousands)

Laboratory equipmer $ 1,712 % 1,781
Furniture and fixture 71€ 70t
Leasehold improvemen 1,65¢ 1,65¢
4,08¢ 4,15(

Less accumulated depreciati (3,182) (2,357)
$ 920€ $ 1,79¢

7. Commitments

Sangamo occupies office and laboratoryespacier operating leases in Richmond, Californgd éxpire in 2004. License obligations
consist of ongoing license maintenance fees analtieg due from sales of ZFP TFs. Consolidated egpense for 2003, 2002 and 2001 was
$620,000, $615,000, and $633,000, respectivelyurEuhinimum payments under contractual obligatems commercial commitments at
December 31, 2003 consist of the following (in thands):

Payments Due by Period

Less than More than
Contractual Obligations Total 1 year 1-3 years 3-5 years 5 years
Operating lease $ 41€ $ 41€ $ — 3 — 3 —
License obligation 1,13¢ 37¢ 75€ — —
Total contractual obligatior $ 1550 $ 794 % 75¢ $ — % —]

8. Stockholders' Equity



Convertible Preferred Stock

All outstanding convertible preferred stadaverted into common stock upon consummatioh®Qompany's initial public offering in
April 2000. The Company has 5,000,000 preferredeshauthorized, which may be issued at the Bodrsisetion.
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Common Stock
At December 31, 2003, the Company had nstanding common stock subject to the company'sractnal right of repurchase.
Warrants

Warrants to purchase 74,570 shares of camstoxk were outstanding at an exercise price d@fier share, and were exercisable
through October 2002. The warrants to purchase aamstock were issued in connection with a 1997dwrian transaction. Sangamo had
reserved common stock for issuance upon exercideeofarrants. 50,728 of the warrants were exaitdigdore expiration in 2002. As of
December 31, 2003, there were no warrants outstgndi

Stock Option Plan

Sangamo's 2000 Stock Option Plan (the "Z0pton Plan"), which supersedes the 1995 Stocko@lan, provides for the issuance of
common stock and grants of options for common sto@&mployees, officers, directors and consultartie. exercise price per share will be
less than 85 percent of the fair value per shammofmon stock on the option grant date, and thempérm will not exceed ten years. If the
person to whom the option is granted is a 10 pémstexckholder, then the exercise price per shaltenat be less than 110 percent of the fair
value per share of common stock on the option gtatd, and the option term will not exceed fiverge®ptions granted under the 2000
Option Plan generally vest over four years at @ chi25 percent one year from the grant date aedlurty-sixth per month thereafter and
expire ten years after the grant, or earlier upopleyment termination. Options granted pursuarth&2000 Option Plan may be exercised
prior to vesting, with the related shares subjeangamo's right to repurchase the shares thatrfwested at the issue price if the option
holder terminates employment. The right of repusehapses over the original option vesting perasddescribed above. A total of 5.8 milli
shares are reserved for issuance pursuant to 6GQgtion Plan. The number of shares authorizedfaance automatically increases on the
first trading day of the fiscal year by an amoumba to 3.5 percent of the total number of shafesiocommon stock outstanding on the last
trading day of the preceding fiscal year.

As a part of Sangamo's acquisition of Ggndatstanding Gendaq stock options were replagexptions to purchase a designated
number of shares of Sangamo Stock. The share eef@arveplacement of Gendaq options was 125,36&shwaith the number of shares and
exercise price per share adjusted to reflect amjidic of the exchange ratio of the acquisition. Buthe termination of the Gendag employees
in 2002, there were no Gendaq options outstandiraf ®ecember 31, 2003.
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A summary of Sangamo's stock option agtifatlows:
Options Outstanding
Shares available Weighted-average

for grant of Number of exercise per

options shares share price
Balance at December 31, 2C 1,635,76 1,890,28: $ 4.8¢
Additional shares authorized 775,15¢ — —
Options granted (718,00() 718,000 $ 10.2(
Options exercised — (109,19) $ 12.8¢
Shares repurchased 10,767 — 8 0.2C
Options canceled 124,60: (124,60) $ 9.34
Balance at December 31, 2C 1,828,29! 2,374,48. $ 6.32
Additional shares authorized 856,87 — —
Options granted (535,75() 535,75( $ 6.31

Options exercised — (95,94¢ $ 0.31



Options canceled 253,55¢ (253,55) $ 9.14

Balance at December 31, 2C 2,402,97. 2,560,73. $ 6.2€
Additional shares authorized 865,92! — —
Options granted (652,700 652,70 $ 4.08
Options exercised — (72,49 $ 0.1¢
Shares repurchased 917 — % 0.2
Options canceled 179,68t (179,68f) $ 7.9¢

Balance at December 31, 2C 2,796,79 2,961,25. $ 5.81

There were no shares subject to Sangaigbsaf repurchase as of December 31, 2003. Thghteil-average fair value per share of
options granted during 2003, 2002, and 2001 was2$%7.55, and $10.20, respectively.

The following table summarizes informatisith respect to stock options outstanding at Deaar3ii, 2003:

Options Outstanding and Exercisable

Weighted Average

Remaining
Contractual Life

Range of Exercise Price Number of Shares (In Years)
$ 0.0%-$ 0.17 635,08 4.3C
$ 0.2:-$ 3.81 519,39 8.11
$ 3.9¢$ 6.0¢ 501,62! 9.47
$ 6.9¢$ 7.4¢ 501,50( 7.5t
$ 7.57-$11.4¢ 495,90( 7.2€
$ 11.75-$38.0( 307,75( 6.2C
2,961,25; 7.0¢
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As permitted by FAS No. 123, Sangamo actfar its stock option and stock incentive plamaécordance with APB 25 and recogn
no stock compensation expense for options graniédexercise prices equal to the fair market vaifiSangamo’'s common stock at the date
of grant. In 2000 and 1999, Sangamo granted optmesployees with exercise prices below the falug of Sangamo's common stock.
Accordingly, the Company recognized deferred stamkipensation of $6.8 million in 2000. Deferred &toompensation is being amortized
to expense over the vesting term of the optionguie graded vesting method.

In 2003, 2002 and 2001, respectively, Sammgranted 10,000, 6,000, and 32,500 nonqualifiedmon stock options to consultants at
exercise prices that range from $2.42 to $7.5%pare for services rendered. Such options aredadlin the option tables disclosed above.
The options generally vest over four years at@ 0&25 percent one year from the grant date aedhurty-sixth per month thereafter and
expire ten years after the grant date. Total nolifipaastock-based compensation expense was $388¥BD1,000 and $596,000 in 2003,
2002 and 2001, respectively. The fair value of ¢hgstions was determined using the Black-Scholedairend periodic adjustments as the
options vest.

Employee Stock Purchase Plan

The Board of Directors adopted the 2000 Byge Stock Purchase Plan in February 2000, effecipon the completion of Sangamo's
initial public offering of its common stock. Sangameserved a total of 400,000 shares of commork $twdssuance under the plan. Eligible
employees may purchase common stock at 85 pertém tesser of the fair market value of Sangaroofamon stock on the first day of the
applicable two-year offering period or the last @dyhe applicable six-month purchase period. Heerve for shares available under the plan
will automatically increase on the first tradingyd# the second fiscal quarter each year, beginmrP01, by an amount equal to 1 percer
the total number of outstanding shares of our comatock on the last trading day of the immediapebceding first fiscal quarter.

Common Stock
At December 31, 2003, the Company has vedeshares of common stock for future issuancelasnfs:

2000 Stock Option Pla 5,758,05!



2000 Employee Stock Purchase F 870,68"

6,628,73
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9. Comprehensive Loss

For the years ended December 31, 2003, 2082001, comprehensive loss was as follows @ughnds):

Year ended December 31,

2003 2002 2001
Net loss $ (10,43) $ (29,769 $ (25,249
Unrealized gain/(loss) on investme (81) (15¢) 12¢
Change in foreign currency translation adjustn — 21¢ 147
Other than temporary lo 6 — —
Reclassification of loss on foreign currency tratish
adjustmen — (367) —
Comprehensive los $ (10,508 $ (30,070 $ (24,979

10. Loans to Officers

On May 10, 2002, Sangamo advanced its fo@héef Scientific Officer a $250,000 housing laamder a Secured Promissory Note. The
note bore interest at six percent per annum ancbheiag forgiven 25 percent annually beginning i@20The entire amount of the housing
loan and accrued interest was forgiven and a ktlettarge of $263,000 was recorded during 2003.

11. Income Taxes

Deferred income taxes reflect the net féeces of temporary differences between the cagyimounts of assets and liabilities for
financial reporting purposes and the amounts ugethfome tax purposes. Significant componenth@f@ompany's deferred tax assets a
follows:

Deferred tax assets:

December 31,

2003 2002

Deferred tax asset
Net operating loss carryforwar $ 12,16 $ 9,60(
Research and development credit carryforwards 1,69 70C
Capitalized research 1,76 1,13(
Other reserves and accruals 581 22C
16,20¢ 11,65(
Valuation allowanct (16,206 (12,650
Net deferred tax asse $ — 3 —

Realization of deferred tax assets is ddpetupon future earnings, if any, the timing ambant of which are uncertain. Accordingly,
the net deferred tax assets have been fully difget valuation allowance. The valuation allowamméased by $5,000 and $2,000 for the
periods ended December 31, 2003 and 2002, resphctAs of December 31, 2003, Sangamo had net tipgrass carryforwards for federal
income tax purposes of approximately $36.0 millidrich expire in the years 2010 through 2023. Then@any also has state operating loss
carryforwards of approximately $4.0 million whi
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expire in the years 2004 through 2014. The Compésty has federal and state research credits of, 88F@nd 945,000, respectively. The
federal research credits will begin to expire ia year 2018 through 2023 and the state researdhschave no expiration date. Use of the net
operating loss may be subject to substantial anim#htion due to the ownership change limitatigmevided by the Internal Revenue Code
and similar state provisions. The annual limitatiould result in the expiration of the net opemtioss before use. However, managemen
not determined if the use of the net operating t@ssyforwards will be limited.

12. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilitiessist of the following:

December 31,

2003 2002
Accounts payable $ 13¢ $  28¢
Accrued professional fees 31¢ 271
Accrued research and collaboration expense 154 29¢
Accrued severance 152 —
Other 51 85

Net deferred tax asse $ 81t $ 937

13. Quarterly Financial Data (Unaudited)

The following table sets forth certain udied quarterly financial data for the eight questended December 31, 2003. The unaudited
information set forth below has been prepared erstime basis as the audited information and inslal@djustments necessary to present
fairly the information set forth herein. The opérgtresults for any quarter are not indicativeasults for any future period. All data is in
thousands except per common share data.

Fiscal Year 2003 Fiscal Year 2002
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Revenue:! $ 551 $ 51€ $ 507 $ 1,00: $ 501 $ 36€ $ 1,01z $ 2,46¢
Expense! $ 3,622 $ 4221 $ 347 $ 3,032 $ 5,452 $ 434 $ 22,6142)$ 3,49¢
Net loss $ (28993 (B3279% (258)% (1.680)% (448)% (363)D% (20940 $ (70€)
Net loss per share( $ 0.12 $ 0.19 % 0.10 % (0.0 $ 0.1 $ 0.19 $ 0.8Y) % (0.09)

Q) Net loss per share is calculated based on the wegigiverage number of common shares outstandimggdilne quarter.

2) Q3 2002 expenses include the write-down of patemtsgoodwill of $18.0 million.
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Item 9. Changes in and Disagreements with Accotants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

(@) Evaluation of Disclosure Controls and Proceagtes



The Company's management, with the padimp of the Company's Chief Executive Officer &rihcipal Financial Officer, evaluated
the effectiveness of the Company's disclosure otséind procedures as of the end of the periodredvgy this report. Based on that
evaluation, the Chief Executive Officer and Priratipinancial Officer concluded that the Companysgldsure controls and procedures as of
the end of the period covered by this report haenldesigned and are functioning effectively tosjg® reasonable assurance that the
information required to be disclosed by the Compiamgports filed under the Securities Exchange&934 is recorded, processed,
summarized and reported within the time periodsi§ipd in the SEC's rules and forms.

(b) Change in Internal Control over Financial Rgorting

No change in the Company's internal cordver financial reporting occurred during the Comypa most recent fiscal year that has
materially affected, or is reasonably likely to evélly affect, the Company's internal control ofiaancial reporting.

(c) Limitations on the Effectiveness of InternalControls

The Company believes that a controls systenmatter how well designed and operated, cammatide absolute assurance that the
objectives of the controls system are met, andvatuation of controls can provide absolute asswrdhat all control issues within a company
have been detected.

66

PART 1lI

Certain information required by Part Illamitted from this Report on Form 10-K since wesimd to file our definitive Proxy Statement
for our next Annual Meeting of Stockholders, pursi@a Regulation 14A of the Securities Exchange #2934, as amended (the "2004
Proxy Statement"), no later than April 29, 2004] aertain information to be included in the Proxsit&ment is incorporated herein by
reference.

Iltem 10. Directors and Executive Officers of th&kegistrant

The information required by this item comieg our directors, executive officers, Sectioncbénpliance and code of ethics is
incorporated by reference to the information sehfin the sections titled "Election of Director8Executive Officers of the Company,”
"Section 16(a) Beneficial Ownership Reporting Coanpte” and "Code of Ethics" in our 2004 Proxy Statat.

ltem 11. Executive Compensation

The information required by this item redjag executive compensation is incorporated byregfee to the information set forth in the
sections titled "Executive Compensation” in our 2800xy Statement.

Item 12. Security Ownership of Certain BeneficibOwners and Management and Related Stockholder Médrs

The information required by this item redjag security ownership of certain beneficial ovsnand management is incorporated by
reference to the information set forth in the gectitled "Security Ownership of Certain Benefidialvners and Management” and "Equity
Compensation Plans" in our 2004 Proxy Statement.

Item 13. Certain Relationships and Related Trarections

The information required by this item redjag certain relationships and related transactisiscorporated by reference to the
information set forth in the section titled "Cert&elationships and Related Transactions" in c0AZ®roxy Statement.

Item 14. Principal Accountant Fees and Services

The information required by this item redjag principal auditor fees and services is incoaped by reference to the information set f
in the section titled "Principal Auditor Fees arehfices" in our 2004 Proxy Stateme
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PART IV
Item 15. Exhibits, Financial Statement Schedulesnd Reports on Form 8-K

(@  The following documents are filed as part of thapart:
1. Financial Statements—See Index to ConsolidatednEinbStatements in Iltem 8 of the report.
2. Financial Statement Schedules—None.
3. See Index to Exhibits.

(b) Reports on Form 8-K and form 8-K/A:

On October 28, 2003 we furnished a Current Repofiarm 8-K containing a copy of our earnings redefas the period ended
September 30, 2003 pursuant to Item 12 (Resul@pefations and Financial Condition). On Novemb&(®3, we filed a Form 8-
K/A to correct a clerical error.

(c) See the Index of Exhibits

(d) See the Financial Statements beginning on pagé th?zsd-orm 10-K

68

SIGNATURES

Pursuant to the requirements of Secti®mr 15(d) of the Securities Exchange Act of 1984, registrant has duly caused this amend
to be signed on its behalf by the undersignedetimo duly authorized, on March 31, 2004.

SANGAMO BIOSCIENCES, INC

By: /s/ EDWARD O. LANPHIER I

Edward O. Lanphier Il
President, Chief Executive Officer and Director
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Index to Exhibits

Exhibit
Number Description of Document

2.1* Agreement for the Sale and Purchase of all theetb8hare Capital of Gendaq Limited betw
Sangamo and Certain Shareholders of Gendaq Lindttdd June 28, 200

3.1  Amended and Restated Certificate of Incorporal
3.2  Amended and Restated Bylav
4.1%  Form of Specimen Common Stock Certific:

10.1#4~ 2000 Stock Incentive Pla



10.z40

2000 Employee Stock Purchase P

10.z [Intentionally left blank]
10.4f  Form of Indemnification Agreement entered into kextw Sangamo and each of its directors
executive officers
10.5f  Triple Net Laboratory Lease, between Sangamo aimt Richmond R&D Associates I, LLC,
dated May 23, 199°
10.€t  Form of collaboration agreeme
10.7t+ License Agreement, between Sangamo and Baxterhidaadt Corporation, dated January 11,
2000.
10.&tF Sublicense Agreement, by and between Sangamo &anddw & Johnson, dated May 9, 19
10.¢t++ Second Amendment to License Agreement between 8angad Edwards Lifesciences LLC
(formerly Baxter Healthcare Corporation), dated &dimber 14, 200:
10.1(¢  Financial Assistance Award from U.S. Departmen€ofmmerce, dated March 31, 19
10.12F  Notice of Grant Award from National Institute ofl&tgy and Infectious Diseases, dated Au
9, 1999.
10.12tf Patent License Agreement between Sangamo and Meassts Institute of Technology dated
May 9, 1996, as amende
10.13tf License Agreement between Sangamo and the Johrigriddpniversity dated July 16, 1998,
amended
10.14t++ First Amendment to Research Funding Agreement levdangamo and Edwards Lifescier
LLC (formerly Baxter Healthcare Corporation), datéovember 14, 200:
10.15* Employment Agreement, between Sangamo and Edwalkdrphier II, dated June 1, 19¢
10.1¢3~ 1995 Stock Option Plai
10.1%F  Research Funding Agreement, by and between SangadhBdwards Lifesciences LLC
(formerly Baxter Healthcare Corporation), datedudam 11, 2000
10.1&*  Employment Agreement, between Sangamo and Alanfé/éth.D., dated March 17, 20(
10.1¢¢  License Agreement by and between The Scripps Reséastitute and Sangamo, dated March
14, 2000,
70
10.2(+" Employment Agreement between Sangamo and Carl P4bD,, dated September 12, 20
10.21tt Third Amendment to Research Funding Agreement betvBangamo and Edwards
Lifesciences LLC (formerly Baxter Healthcare Coigtayn), dated August 14, 20C
21.1++ Subsidiaries of the Compar
23.1 Consent of Ernst & Young LLP, Independent Auditt
31.1 Rule 13i-14(a) Certification of Chief Executive Office
31.2 Rule 13i-14(a) Certification of Principal Financial Office
32.1 Certification Pursuant to 18 U.S.C. Section 1:




T Confidential treatment has been granted for ceitdormation contained in this document pursuardrimrder of the Securities a
Exchange Commission. Such information has beentednénd filed separately with the Securities andhiarge Commission.

Tt Confidential treatment has been requested foriodritormation contained in this document. Sucloiniation has been omitted and
filed separately with the Securities and Exchangmfission.

" Indicates management contract or compensatorygslamrangement.

¥ Incorporated by reference to Sangamo's Registr&iatement on Form S-1 (Reg. No. 333-30314), andet
* Incorporated by reference to Sangamo's CurrentfRepd-orm 8-K dated July 4, 2001.

+ Incorporated by reference to Sangamo's Annual RepoForm 10-K, filed March 29, 2002.

++ Incorporated by reference to Sangamo's Annual RepmoForm 10-K, filed March 27, 2003.
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Exhibit 10.21

NOTE : Portions of this Exhibit are the subject of a Cafidential Treatment Request by the Registrant to e Securities and Exchange
Commission (the “Commission”). Such portions havbeen redacted and are marked with a “[***]” in place of the redacted language
The redacted information has been filed separatelwith the Commission.

THIRD AMENDMENT TO
LICENSE AGREEMENT

This is the Third Amendment to the License Agreenfdre “Agreement”) between Sangamo BioSciences, (lIsangamo”) and
Baxter Healthcare Corporation (“Baxter”), datedulay 11, 2000. This Third Amendment shall be effecas of August 14, 2003.
RECITALS

WHEREAS, the Agreement was assigned by Baxter to Edwaifdsdiences LLC (“Edwards”) pursuant to a Reorgatidm
Agreement between Baxter International Inc. and &dw Lifesciences Corporation dated March 31, 2000;

WHEREAS , a First Amendment to the License Agreement (tFrmendment”) was entered into by Sangamo and Edisvar
effective October 16, 2001; and

WHEREAS , a Second Amendment to the License Agreement gi8ka&mendment”) was entered into by Sangamo andatv
effective November 14, 2002.

NOW, THEREFORE, for good and valuable consideration, the receigtsufficiency of which is hereby acknowledged, the
Agreement is hereby amended as follows:

1. Delete paragraph 4.2.2 from the 8dddmendment to the License Agreement and insertdtiowing new paragraph 4.2.2:

4.2.2 Within thirty (30) days ¢t first achievement of each of the following reskand development milestones,
EDWARDS shall pay to SANGAMO the following miles®payments:




@) One million four hundred thousandalsl ($1,400,000) upon delivery to EDWARDS by SANG@®A of data
satisfactory to both Parties demonstrating the ldgweent of a lead ZFP therapeutic product candidatesupporting pre-clinical
data in a therapeutically-relevant angiogenesisiahimodel;

(b) Fifty thousand dollars ($50,000) upon completiod drlivery of the items specified in Paragraphb). &6 more
specifically set out in the Second Amended Schedlatached hereto, and demonstration of effica@ypivotal animal study. This
study is to be defined after the pilot study datalgsis and consultation with the FDA,;

(c) Fifty Thousand Dollars ($50,000) upmmmpletion and delivery of the items specifie®thedule 3 attached
hereto;

(d) Four Hundred Thous&ullars ($400,000) upon the completion and deliterEDWARDS of the research
vector constructs (other than the VOP32E clinicaistruct) developed by SANGAMO, together with tksaxiated cloning designs
and vector map reports, provided that such paysteadt be due no earlier than January 15, 2004.

2. Delete Amended Schedule 2 and insert the @&th8kecond Amended Schedule 2.

3. The Agreement, as amended in thet Bimendment, the Second Amendment and this Frinéndment, together with the
Research Funding Agreement between SANGAMO and EBW3 dated January 11, 2000, as amended in theAfteshdment thereto,
represent the entire agreement between the paiitiesespect to its subject matter and supersdgeial agreements and understandings
between the parties.




4, All other terms and conditions shathain the same.

EDWARDS LIFESCIENCES LLC SANGAMO BIOSCIENCES, INC.
Name: Name:

Title: Title:

Date: Date:




Second Amended Schedule 2 to License Agreement
(Exhibit B to Research Funding Agreement)

Development of *** and *** lotsfor preclinical use containing a ZFP transgene construct which upregulates VEGF-A in humans.
Q1-Q4 2003 (Sangamo specific activities and costs)

1. *** data analysis from animal studies through the pivotal animal gtudth a target turnaround of two weeks.

2. Finalized reports on***. The format and content is flexible but in $igfent detail and quality to be referenced in INIhgs.

3. Animal study reports from the studies performed through Q1 2003. Thm& and content is flexible but in sufficient desand
quality to be referenced in IND filings.

4. Storage and formulationof *** and *** as needed to support animal studtesough pivotal animal study.

5. Technology/materials transferto GMP analytical and manufacturing facility to duze, test, and qualify investigational product.
No GMP analytical validation or manufacturing neéakie place at Sangamo.

*** Certain information on this page has been oattand filed separately with the Commission purst@aa request for Confidential
Treatment.




Schedule 3 to License Agreement
(Exhibit C to Research Funding Agreement)

Development of *** and *** |ots for preclinical use containing a ZFP transgene construct which down-mgulates Phospholamban
(PLN) by ZFPs in cell models.

Q1 2003(Sangamo specific activities and costs)

1. Progress report of ZFP developmenivhich may include design considerations, candid&tes, gene assay development, cell screening,

and Dnasel accessibility mapping.

2. Sequence definition reportescribing the mapping of the transcription initiatsites, locus cloning, sequencing, and sequaligement

across ***,
Q2-Q4 2003 (Sangamo specific activities and costs)

1. Report on ZFP cell screening and optimization of ls.

2. ** analysis report with the *** on two cell lines (to be agreed upatowing sufficient specificity.

3. Activity report of PLN showing down-regulation of PLN in cell culture ugitwo cell lines (to be agreed upon).

4. Master research banksfor *** and control transgene (bgal-GFP) make buwittal vector and plasmid constructs — for each $ppp
narrative on the method of construction, map, atplisnces of transgene, testing and qualification-@LP), and 20 vials for each bank.

5. Lots for early animal testing for *** and control transgene (bgal-GFP) make twtslof both *** and *** constructs — ***,

6. **development report describing methods and supporting data for anabfsSiLN *** in cell culture and animal tissue (magat,
rabbit, and/or pig). This will include sufficiedetail to be able to duplicate the procedure inclgd**, controls, and specific
methodology.

*** Certain information on this page has been oattand filed separately with the Commission purst@aa request for Confidential
Treatment.
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Exhibit 23.1
CONSENT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

We consent to the incorporation by refeeeincthe Registration Statements (Form S-8 No.38B96 and 333-64642) and in the
Registration Statement (Form S-3 No. 333-11306233868066) and in the related prospectuses of@aadBioSciences, Inc. of our report
dated January 30, 2004, with respect to the cafeeld financial statements of Sangamo BioSciergesincluded in its Annual Report
(Form 10-K/A) for the year ended December 31, 2003.

/sl ERNST & YOUNG LLP

Palo Alto, California
March 29, 2004
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Exhibit 31.1

CHIEF EXECUTIVE OFFICER CERTIFICATE

I, Edward O. Lanphier Il, certify that:

| have reviewed this annual report on Form 10-Kf&angamo BioSciences, Inc. (the "Registrant");

Based on my knowledge, this report does not comtajnuntrue statement of a material fact or om#itée a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading
with respect to the period covered by this report;

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

The registrant's other certifying officer and | aesponsible for establishing and maintaining disete controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hgd)) for the registrant and have:

@ Designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being prepared,;

(b) [Paragraph omitted pursuant to SEC Release No8238-and 34-47986];

(c) Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimgport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regimanternal control over financial reporting tlegcurred during the
registrant's most recent fiscal quarter that hatenadly affected, or is reasonably likely to maadly affect, the
registrant's internal control over financial rejpugt and

The registrant's other certifying officer and | kalisclosed, based on our most recent evaluatiornierhal control over
financial reporting, to the registrant's auditansl ¢he audit committee of the registrant's boardictors:

(@)  All significant deficiencies and material weaknessethe design or operation of internal contra¢iofmancial reportin
which are reasonably likely to adversely affectbgistrant's ability to record, process, summaaizé report financial
information; and

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

Date: March 30, 2004

/s/ EDWARD O. LANPHIER I

Edward O. Lanphier Il
President, Chief Executive Officer and Director
(Principal Executive Officer
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Exhibit 31.2

PRINCIPAL FINANCIAL OFFICER CERTIFICATE

I, Greg S. Zante, certify that:

| have reviewed this annual report on Form 10-Kf&angamo BioSciences, Inc.

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

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

The registrant's other certifying officer and | a@sponsible for establishing and maintaining disete controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hgd)) for the registrant and have:

(@) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being prepared,;

(b) [Paragraph omitted pursuant to SEC Release N0o8238-and 34-47986]

(c) Evaluated the effectiveness of the registrantdassire controls and procedures and presentedsimeport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regimanternal control over financial reporting tleeturred during the
registrant's most recent fiscal quarter that hatenadly affected, or is reasonably likely to maadly affect, the
registrant's internal control over financial rejugt and

The registrant's other certifying officer and | kalisclosed, based on our most recent evaluationierhal control over
financial reporting, to the registrant's auditansl ¢he audit committee of the registrant's boardigctors:

(@)  All significant deficiencies and material weaknessethe design or operation of internal contra¢iofmancial reportin
which are reasonably likely to adversely affectrdgistrant's ability to record, process, summaaizé report financial
information; and

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

Date: March 30, 2004

/sl GREG S. ZANTE

Greg S. Zante
Senior Director, Finance and Administration
(Principal Financial and Accounting Office
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Exhibit 32.1

Certification Pursuant to 18 U.S.C.8§1350, as Adoptec



Pursuant to 8906 of the Sarbanes-Oxley Act of 2002

Each of the undersigned hereby certifiesyant to 18 U.S.C. § 1350, as adopted pursuadh®6b of the Sarbanes-Oxley Act of 2002 in
his capacity as an officer of Sangamo BioScienlees,(the "Company"), that:

(1) the Annual Report of the Company on Form 10-K/Atfe period ending December 31, 2003, as filed thiéhSecurities and
Exchange Commission (the "Report") fully compliaghvthe requirements of Section 13(a) or 15(d)hef Securities Exchange
Act of 1934; and

(2) the information contained in the Report fairly pmets, in all material respects, the financial cbadiand results of operations
of the Company.

/sl EDWARD O. LANPHIER I

Edward O. Lanphier I

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

Date: March 30, 200

/sl GREG S. ZANTE

Greg S. Zante

Senior Director, Finance and Administration
(Principal Financial and Accounting Officer)
Date: March 30, 200
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