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PART |

ltem 1. Description of Business

Company History

The Company was incorporated as a California corporation in 1985. Since 1986, it has operated as the
developer, manufacturer, assembler and distributor of products employing radia flow chromatography ("RFC")
technology.

The Company currently develops, assembles and markets liquid chromatography equipment, resins and
processes for the separation and purification of biopharmaceuticals and food and beverage products. The Company's
columns utilize RFC technol ogy which the Company believes enablesthe purification of greater quantities of product
more efficiently than with conventional chromatography al ong with providing ameasurable economic advantage. The
Company believesthat its patents, know-how and experience indevel oping and applying RFC to unique solutionsfor
its customers give it acompetitive advantage over its competitors.

Withinthe past four years, the Company hasdevel oped specific applicationsof its separationstechnol ogy
for thefood and beverage industry. The Sepralac(TM) processisolates high value proteins from relatively low-value
whey, aliquid byproduct of cheese production. Whey currently sells for approximately 50 cents akilogram and is
typically dried and processed i nto sal eabl e productsfor human consumption or for animal feed. Management believes
isolated proteinsin the whey can be utilized in infant formulaand other productsfor their nutritional, functional and,
insome cases, pharmaceutical value. The Company believesthese proteins can be used to manufacture ahuman infant
formulathat more closely resembles the protein composition of mothers milk and protein-based fat or egg white
substitute. Individual components within the whey are valued at over $400 per kilogram.

The Company hassuccessfully demonstrated inthelab aprocesscalled Sepradebitt(TM) to debitter citrus
juice. The Company has begun to introduce the concept to juice processors for their evaluation. Other food
applications at an early stage of devel opment aretheremoval of certain flavorsfrom beverages such aswine and sake,
improvedsugar refining, therecovery of flavor extractsfrom natural productsand theisolation of nutritional products
from eggsand soy.

In addition to biopharmaceutical applications and food and dairy applications, the Company isexploring
the use of its RFC technology in the environmental management industry. The Company is attempting to develop a
process for the removal of heavy metas from liquid waste. The Company believes that rather than shipping tankers
full of wastewater, a small Sepragen cartridge of concentrated toxic metals could be transported to the recycling
facility.

The Company's ability to develop and market its Sepralac(TM) process for whey separation and other
potential food and environmental products and processeswill be substantially dependent upon its ability to negotiate
partnerships, joint ventures or alliances with established companiesin each market. In particular, the Company will
be reliant on such joint venture partnersor allied companiesfor both market introduction, operational assistanceand
financia assistance. The Company believesthat development, manufacturing and market introduction of productsin
theseindustries, will cost millionsof dollarsand require operational capabilitiesinexcessof thosecurrently available
to the Company. No assurance can be given, however, that the terms of any such alliance will be successfully
negotiated or that any such alliance will be successful.
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Chromatography Overview

Thetwo principa methodsfor separation of componentsfrom liquids arefiltration and chromatography.
Fltration is a physical separations technique which principally utilizes microporous membranes to remove
specifically-sized particles. Microporous membranes are thin, film-like materials with millions of uniform
microscopic holes. Filtration occurs because molecules smaller than the pores pass through the membrane while
larger molecules are restrained. Filtration's specificity is based on the size of the molecule and is therefore less
exacting sincemany different typesof moleculesmay be small enough to passthrough the poresresultinginanimpure
product.

Incontrast, chromatography isachemical separationstechnol ogy which resultsin higher purity separation
than physical separation technologies such asfiltration. Chromatography isperformed in tubular columns containing
chemically coated porous beads (separations media). A liquid mixture containing the target molecules is pumped
through the separations mediato a collection channel at the bottom of the column. Asthe mixture flowsthrough the
column, only the target molecules bind to the surface of the separations media. Because the binding ischemical and
not based on size, the resulting purity of the end product is high.

Conventiona axial flow chromatography isaprocesswheretheliquid mixtureispumpedvertically through
the column. Asaxial flow chromatography processesareincreased in scalefrom laboratory quantitiesto clinical and
commercia production quantities, the capacity of the chromatography column must be increased. The capacity can
beincreased in one of three ways: (i) the height of the column can be increased, which increases the back pressure
required to pump the fluid through the column and lowers the productivity; (ii) the diameter of the column can be
increasedwhich resultsin inefficient separation; or (iii) the number of columns can beincreased which increasesthe
capital and operating costs.

The Company devel oped its RFC technol ogy asameans of solving the scal e-up problems associated with
axid flow chromatography. In RFC, the flow of the liquid is perpendicular rather than paralld to the axis of the
column. The Company believes radia flow technology offers higher volumetric productivity and severa other
technical, economic and safety-related advantages over axial flow chromatography. RFC permits the production
volume to be increased without any significant impairment to the quality of purification and without the use of high
hydrostatic pressure. Typicaly, axial flow chromatography on alarge scaleisrun at flow rates of between 5to 15
column volumes per hour. The flow ratestypically decrease as the column volume increases. RFC isroutinely run
a between 20to 75 column volumes per hour depending on the application. Asaresult, greater quantitiesof purified
molecules can be produced more efficiently than with axial flow chromatography, and the process makes more
efficient useof theseparationsmedia. The Company believesthisfeaturegivesRFC ameasurabl e economic advantage
over axial flow chromatography. Whilestill significant at lower volumes, theimportanceof theseadvantagesincreases
as the volume of the moleculesto be processed increases (or "scaled up") to metric ton or kiloliter quantities and as
the per unit cost of processing such molecules grows rel ative to the selling price of the compounds.

Strategy

The Company hasundertakentorepositionitself strategically inthefour yearssinceits1995initial public
offering. Itsoriginal strategy was to sell RFC equipment and instrumentation primarily to the "scale-up end" of the
rapidly growing biopharmaceutical marketplace while researching applications in the food and dairy markets. The
Company and its competitors discovered that while there has been tremendous growth in the biotechnol ogy industry,
most of it hasbeen at the research and development level sand has not made a sizableimpact on the manufacturing end
of the business. Accordingly, salesof commercial scale equipment by the Company have been significantly lessthan
the Company anticipated. The Company believesthat whilelong-term growth prospectsin thismarket aregood, it has
to complement these prospects with opportunitiesthat do not havelong FDA approval hurdles. Inthe past two years,
the Company has developed Sepralac(TM) to extract higher value proteins from dairy whey and Sepradebitt(TM) to
debitter and de-acidify grapefruit and orangejuice. Theintended businessmodel for the Company for theseproprietary
processes would include royalties, licensing fees, in addition to equipment revenues. The Company has signed
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agreementswith Anchor Productsof New Zealand and Carbery Milk Productsof Ballineen, Ireland to commercialize
the Company's Sepralac(TM) process. Whilethe Seprabitt Processisbeing evaluated by certaininstitutions, asof this
date, no agreements have been reached with any producers and no assurance can be given that the commercialization
of the Sepradebitt(TM) processeswill provide significant revenuesto the Company. The Company's current focusis
to pursueagreementsfor thedairy and juice applicationswith other companiesfollowing thismodel, whiledevel oping
newer applicationsfor the long term.

Biopharmaceutical Industry

The biopharmaceutical market encompassesbiological drugsderived from natural sourcessuch ashuman
plasma, plant and tissue extracts to those derived from genetically engineered microorganisms. Chromatography,
because of its ability to specifically isolate the desired molecules, is used extensively in the biopharmaceutical
industry to purify and isolate biological drugs.

Before abiopharmaceutical product can be sold commercialy, it must be approved by the Food and Drug
Administration (the "FDA") which can take approximately seven to ten years. The FDA approval process requires a
number of well-defined phases. At each phase, more of the biopharmaceutical product is required to be produced.
Inthe discovery state of the process, scientistsisolate and identify acandidate biomoleculewith potential therapeutic
applications. Also, it isnecessary to develop an effective means of isolating small quantities of the target molecule
for testing from cell culture fluid in which genetically engineered cells are grown.

After the therapeutic potential of a biomolecule has been established, clinical trials are conducted to
eva uatethe saf ety and efficacy of the biopharmaceutical inhumans. A manufacturing processisdevel opedto produce
increasing amounts of the pure biopharmaceutical asthe product passesthrough FDA approval and through each phase
of clinical testing and into commercial manufacture.

As the biopharmaceutical product movesthroughthe FDA approval process, it becomesincreasingly less
likely that the manufacturer will change either the manufacturing equipment or process. Thisis becausetheonusis
on the manufacturer to prove that the changes have not effected the process or the product. This can often be atime
consuming and expensivediversion. Accordingly, itiscritical that the Company sell its productsto manufacturersfor
useinbothlaboratory-scale and pilot-scal e devel opment of biopharmaceutical productssothat itsradial flow columns
and systems are part of a newly approved drug manufacturing process.

Food and Beverage I ndustry

The Company believesits RFC technology can be used to devel op abroad range of high volume processes
in the food and beverage industry. RFC alows the production of substantially pure compositions of molecules that
have nutritional or other value and the removal of substances from various foods and beverages that have been
identified as harmful or that adversely affect flavor or other qualities. In many cases, processes for separating and
purifying or removing these molecules are either not currently available or require relatively high levels of capital
investment and ongoing operating expenses.

Separating the Components of Whey.

The Company has devel oped aprocess called Sepralac(TM) for separating and purifying the components
of whey, aby-product of cheese production. Thewhey istheliquid part of the milk remaining after the curds used for
the cheese haveformed and been separated. A substantia portion of theliquid whey isdried and processed into salable
products for human consumption or as animal feed. The remainder of the whey is disposed of as waste.

Whey is comprised of several different componentswhichin their pureform have nutritional, functional

and, in some cases, pharmaceutical value. Whey sdlls for approximately 50 cents a kilogram, but individual
componentswithinthewhey arevalued at over $400 per kilogram. Conventional processing technologiesdo not allow
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for economic separation and purification of each of the components of thewhey. Asaresult, whey isused currently
in dry form in whey protein concentrate ("WPC") and whey protein isolate ("WPI"). WPI is a recent product
introductionindicating anindustry trend towardshigher value, higher purity and higher protein content products. WPC
andWPI areusedininfant formula, foods, soups, beveragesand confectionery and bakery productsfor their nutritional

and functional propertiesincluding emulsification, foaming and gelling. These propertiescan beimprovedif certain
protein components are either isolated in a pure form or removed, depending on certain factors. For example, fat
contained in WPC reduces foamability which is adesired property inice creams, shakes and bakery products.

Using Sepragen's Sepralac(TM) process, the Company believes individual whey components can be
separated moreeconomically. The Company believestheisolated componentscan beused in avariety of applications
to produceimproved end products or entirely new products. There can be no assurance that commercial applications
for whey proteinsisolated using the Company's Sepralac(TM) process can be found, or that such proteins can be sold
at pricesin excess of the costs of development.

Humanized Infant Formula. Commercial infant formulaismadefrom WPC and WPI whichisfortified
with vitamins and minerals. Compared to human milk, the protein composition of this formula contains certain
undesirablecomponentswhileother desirable componentsare presentinvery small quantities. The Company believes
that having access to certain protein components that can be separated using the Sepralac(TM) processwill give the
infant formulamanufacturer theability to produceinfant formulathat moreclosely resembl esthe protein composition
of human milk.

Other Whey Applications. Having the ability to separate the individual proteinsin the whey potentially
creates additional applications for those proteins. Certain protein components could be added to sports drinks to
improve nutritional value without "curdling" or "precipitating." Certain protein components could replace egg whites
since they provide better whippability and gelation characteristics. Additional applications for protein components
include geriatric products where a specialized nutritional profile is desired, meat products where enhanced binding
isrequired and ice creams and shakes where increased whippability is desired.

Debittering Citrus Juice.

The Company has successfully demonstrated a process called Sepradebitt(TM) to debitter and deacidify
citrus juice. A patent wasissued in 1998. The Company has only recently begun to introduce the processto juice
processors for their evaluation and no revenues have been generated from sales of such processes to date. Orange
processing in both Californiaand Floridaresultsin unsgueezed juice that istoo bitter to use. If processors could use
all of thejuiceintheorange, not just that obtained in thefirst squeeze, their economicswould improve. Additionally,
oranges grown in California go through a period of months when they are too bitter to be processed into juice.
Similarly, the bitterness of grapefruit juice preventsits use as an ingredient in mixed juice production. Debittering
grapefruit juice may extend its usage to new applications. The Company has only recently begun to introduce the
process to juice processors for their evaluation and no revenues have been generated from the sale or license of this
process to date.

Other Food Applications.
Other food applicationsat an early stage of devel opment aretheremoval of certainflavorsfrom beverages

suchaswineand sake, improved sugar refining, the recovery of flavor extractsfrom natural productsand theisolation
of nutritional proteins from eggs and soy isoflavones.
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Environmental Industry

Major industrial companies, such ascomputer chip manufacturersand chemical companies, pay recyclers
to transport wastewater in tankers from the manufacturing site to the reclamation facility. Sincethewastestreamis
diluted the manufacturer is paying mostly to transport the water.

The Company's RFC process might be used to concentrate the toxic metals contained in the wastewater
a themanufacturer'ssite. The Company believesthat instead of shipping tankersfull of wastewater, asmall Sepragen
cartridge of concentrated toxic metals could belifted out of the Company's columns and transported to the recycling
facility. The ability of the Company's columns to concentrate toxic metals found in wastewater has been beta-site
tested at major manufacturers. In order to commercialize this process, among other things, the Company needsto
obtainregulatory permits and have accessto arecycling facility. No assurance can be given that the Company will be
ableto obtain the necessary permitsor accessto any recycling facility on termsthat allow for profitable devel opment
of the Company's technology for the environmental industry.

Necessity of Alliances and Partner ships

The Company's ability to develop and market its Sepralac(TM) process for whey separation and other
potential food and environmental products and processeswill be substantially dependent upon its ability to negotiate
partnerships, joint ventures or strategic alliances with established companiesin each market. The Company will be
reliant on such joint venture partners or alied companies for both market introduction, operational assistance and
financia assistance. The Company believesthat development, manufacturing and market introduction of productsin
theseindustrieswill cost millionsof dollarsand require operational capabilitiesin excessof thosecurrently available
tothe Company. Whilethe Company continuesto havediscussionswith anumber of different companies, particularly
thoseinterested inits Sepralac(TM) process, and whileit has established two strategic alliancesin the dairy industry,
there can be no assurance that the Company will be ableto do sointhefutureor that any such partnership, joint venture
or strategic alliance will be successful.

Productsand Systems

The Company is attempting to develop complete processes for the food and environmental markets.
However, for the biopharmaceutical market, its current product offering includes the "tools" needed to develop a
process. workstations for control automation and monitoring the separation processes; resins and other
chromatography media; and processes using RFC technology. The Company currently marketsitslineof Superflo(R)
RFC columns and its QuantaSep(R) computer controlled system.

Superflo RFC Columns. The Company began marketing laboratory-scale RFC columns in 1987.
Superflo(R) columnsarenow availableinlaboratory-scal e, pil ot-scaleand commercial-scal e configurations, from 50
milliliters to 350 liters in volume. The Company believes the linear scalability of Superflo(R) columns from
laboratory-scale research and development work through commercial-scale processing and manufacture operations
is particularly important to pharmaceutical and biotechnology companies seeking to minimize the expense and time
required for commercializing newly discovereddrugs. Of equal importanceisthe ability of Superflo(R) columnsto
be run in commercial-scale settings at relatively high fluid flow rates and relatively low hydrostatic pressures. In
addition, Superflo(R) columnscan beused with many different typesof separationsmediacurrently availablefor liquid
chromatography applications, such as ion exchange, affinity, hydrophobic, reverse phase and other types of
absorption/desorptionreactions. Superflo(R) columnscan berun manually, onthe Company's QuantaSep(R) system
(discussed below) or on other chromatography systems.

Superflo(R) columnsareavailablein both stainlesssteel and high-grade plastic and aredesigned to comply
with the FDA's standards for Good L aboratory Practices ("GLP") and Good Manufacturing Practice ("GMP") for the
manufacture of pharmaceutical sand therapeutic drugs. The pricesof Superflo(R) columnsvary according to material
typeand size. Pricesrange from $500 for laboratory models to more than $100,000 for larger models.
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QuantaSep Computer-Controlled Liquid Chromatography Systems. The Company markets aline of
its QuantaSep(R) computer-controlled chromatography workstations. These systems consist of hardware and
el ectronics, software, pumps, tubing, fittings, sensors, detectors and related equipment. They are capable of control-
ling the flow of multiple liquid inputs through an array of up to three chromatography columns and several process
monitoringinstruments. TheQuantaSep(R) systemsallow thebenefit of computer controlled chemical processdesign
and processing to be applied to liquid chromatography.

Process development, particularly in the biopharmaceutical industry, has traditionally required long
periods to test alternative separation and purification processes. In addition, the problems of converting
laboratory-scale processes to operate at a commercial scale require continual revision to the processes. The
QuantaSep(R) enables a user to automatically perform these tasks. The QuantaSep benchtop liquid chromatography
systems are designed to work with the high flow rates provided by radial flow columns as well as with the precision
needed by new higher performance chromatography media.

The QuantaSep can be used with columns providing flow rates from 100 ml per minute to 40 liters per
minute. The current version of the QuantaSep system is designed to facilitate the devel opment, optimization and
scal e-up of multi-step chromatography protocol sfor many different typesof target biomoleculesandto operate under
the FDA's GL P and GM P drug devel opment and manufacturing environments. The Company hasfurther developedits
QuantaSep technology for application to commercial-scale processing operations.

The QuantaSep system is available in several configurations and can be used with axial flow aswell as
radial flow columns. The price of the current QuantaSep 1000 version of the QuantaSep system rangesfrom $65,000
to $200,000, depending on the various features, sizes and options ordered.

Large Scale QuantaSep. In 1996, the Company developed alarge scal e QuantaSep capabl e of delivering
flow rates of up to 40 liters/minute. This machine can be used to automate and control manufacturing processesin
the biopharmaceutical industry or for pilot scale evaluationsin food applications. It brings all the process features
of flexibility, ease of use and precision fluid handling contained in the QuantaSep(R) to large scale use.

Version 2.x Software. In 1996, the Company devel oped anew software packagefor the QuantaSep system
to address evolving needsfor the use of RFC technology in larger manufacturing processesin biopharmaceutical and
food applications. This "Windows" based software allows a user to run a process, collect data, analyze data and
continuously monitor the process. It operates with a highly interactive graphics process diagram "dashboard." The
Company is currently upgrading the software to add additional capabilities.

SepraSorb Media. Based in part upon the technology acquired in its purchase in June 1994 of certain
assets of BPS Separations, a U.K. company that went into receivership, the Company has commenced devel opment
of consumableresinor mediaproductsfor chromatography columns. Thenovel medianamed SepraSorb(TM) isbased
on a "sponge" as opposed to a "bead" configuration. This configuration has severa significant advantages over
conventiond resins for "front-end" (pre-chromatography) separations of crude biological material. In atypical
chromatographic separation process, cell debrisor aggregatesare removed from theraw material or feed stream prior
to chromatography so as not to foul the chromatography media. This step increases the cost of the operation and
reduces yield because of product l0ss associated with this step. The Company believesthat the unique ability of the
SepraSorb(TM) mediato handle"dirty streams" without clogging will eliminatevarious pre-chromatography stepsand
increaseoveral yield and productivity of many purification processes. Testsshow that SepraSorb(TM) mediainradial
flow columns combine the advantages of RFC and sponge mediatechnol ogiesand increase overall productivity of the
process. TheCompany hasonly recently commercially introduced SepraSorb(TM) cartridgestothebiopharmaceutical
market and there have been no significant sales of this product to date.

SepraPrep Media. For its dairy and biotech applications, the Company has developed a beaded, high

strength, high flow hydrophilic ion-exchange media" SepraPrep." The material is currently in use in the Company's
Sepralac Process. The Company is currently pursuing FDA approval for this mediafor general food usage.

Page 7



Customers, Salesand Marketing

The Company is currently marketing its products to the biotech industry through distributors that are
supported by the Company's direct sales and support staff located in Europe, Asia and the U.S. The Company is
dependent onitsdistributorsfor revenues and as such, its performance would be materially affected if itsdistributors
cease to sell its products or if their performanceis affected.

Manufacturing

The Company has afew "sole source” vendorsthat it depends on and has entered into supply agreements
with two critical vendors. If the supply or quality from these vendors is affected, it could materially impact the
Company's business.

IN 1998 approximately 43% of salesrevenueswerefrom salesto customersinthe United Statesand 57%
to customers outside the United States. Of the Company's 1998 sal es revenues, approximately 85% was attributable
to biotech sector sales and 15% to the dairy sector.

The Company's future growth and profitability inthe biopharmaceutical sector will depend, inlarge part,
onthevelocity of scale-up activitiesin thismarket and in fostering acceptance among its customers of the use of the
Company's products, namely Superflo(R) columns, QuantaSep systems and SepraSorb resins.  Negotiating joint
ventures and alliances in the dairy, food, beverage and environmental industries is expected to drive the Company's
growth in those segments. The Company's success in marketing its products will be substantially dependent on
educating its targeted markets as to the distinctive characteristics and perceived benefits of the Company's products
andtechnology. Therecan beno assurancethat the Company'seffortsor the effortsof otherswith which the Company
aliesitself will be successful, or that the Company's products will ever achieve the level of sales necessary for the
Company to operate profitably.

Resear ch and Development

The Company spent approximately $861,000 and $756,000 on research and development for the years
ended December 31, 1997 and 1998, respectively. Substantially all of the Company's research and development
expendituresto date have related to its QuantaSep systems and Sepralac(TM) and Seprabitt processes.

The Company maintains an on-going research and devel opment program that coversthe following areas:

0 improvements and extensions of existing productswhich expl oit the Company's patentsto
address specific customer needs;

(i) continued development of separation media; and

(iii) continued development of commercial-scale liquid chromatography processes based on
RFC technology for food, dairy and environmental applications.
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Patents, Trademarksand Intellectual Property

The Company considers patent protection of its processesto beimportant to itsbusiness prospects. The
Company currently holdsfourteen patentsand two patent applicationsin the United Statesrel ating to itstechnol ogies.
In addition, the Company holds seven patents and four patent applicationsin various foreign countries.

Thefirst of the Company's patents was issued in 1986 for itsradial flow processes and method relating
to purification columns. Since then, the Company has successfully obtained patents for various other technol ogies.
The Company's patents are issued for the following inventions and have the expiration dates indicated (assuming all
required maintenance fees are paid):

N  U.S Patent Reg. Nos. 4,627,918 (11/4/05); 4,676,898 (11/4/05); 4,840,730 (11/4/05) and
4,865,729 (11/4/05) cover different horizontal or radial flow chromatography methods and
apparatuses.

N U.S Patent Reg. No. 5,462,659 (6/15/13) covering axial flow chromatography columns.

N  U.S. Patent Reg. No. 4,708,782 (9/15/06) covers a combination horizontal or radial flow
chromatography column and electrophoresis apparatus.

N U.S.Patent Reg. Nos. 4,740,298 (11/4/05) and 4,867,947 (9/19/06) cover interfaceapparatusesfor
directing the output of a chromatography column to a point of use/detection and/or identification
such as mass spectrometry device.

N U.S.PatentReg.No. 4,705,616 (9/15/06) coversacombination el ectrophoresi s/ massspectrometry
probe for performing the two processes of electrophoretic separation of a sample followed by
introduction of the separated sample to a mass spectrometry apparatus.

N  U.S. Patent Reg. No. 4,833,083 (11/04/05) covers a packed bed bioreactor for anchorage or
nonanchorage dependent cells, or for immobilized enzymes, that is capable of achieving high cell
densities or concentrations of reaction products.

N U.S. Patent Reg. No. 5,492,723 (2/20/13) covers a method of producing a cross-linked flexible
sponge adsorbent medium.

N U.S. Patent Reg. No. 5,597,489 (3/02/15) coversamethod for removing contaminantsfrom water.

N U.S. Patent Reg. No. 5,817,354 (10/06/98) covers amethod for removing bitter compounds from
citrusjuice.

The Company a so hastwo patent applications pending beforethe U.S. Patent and Trademark Office. The
first relates to a method for the sequential separation of whey proteins; and the second relates to high throughput
debittering.

The Company intends to continue to pursue patent protection for the various technologies it develops.
There can be no assurance that any of the Company'sissued patents will afford protection against a competitor, that
any patents issued or licensed to the Company could not be designed around or invalidated or that the Company's
pending patent applicationswill result inissued patents. |naddition, there can also be no assurancethat any application
of the Company's technology will not infringe patents or proprietary rights of others or that licenses that might be
reguiredfor the Company's processes or productswould be available on reasonableterms. Furthermore, there can be
no assurance that challenges will not be instituted against the validity or enforceability of any patent owned by the
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Company or, if ingtituted, that such challengeswill not be successful. The cost of litigation to uphold the validity and
prevent infringement can be substantial.

The Company believes that patents in certain foreign countries are more difficult and expensive than
obtaining domesti c patentsbecause of differencesin patent laws, and recognizesthat itspatent position therefore may
be stronger in the United States than abroad. In addition, the protection provided by foreign patents, once they are
obtained, may be weaker than that provided by domestic patents, with the attendant risks of infringement of the
Company's patents and loss of market share to infringing competition.

The Company alsoreliesupon unpatented proprietary technol ogy, andinthefuturemay determineinsome
cases that its interest would be better served by reliance on trade secrets or confidentiality agreements rather than
patents. No assurance can be given that others will not independently develop substantially equivalent proprietary
information and techniques or otherwise gain access to such proprietary technology or disclose such technology or
that the Company can meaningfully protect its rights in such unpatented proprietary technology. To the extent that
consultants or other third parties apply technological information independently devel oped by them or by others to
Company projects, disputes may arise as to the proprietary rights to such information which may not be resolved in
favor of the Company.

The Company's name, helix logo, Superflo and QuantaSep trademarks are registered on the Principal
Register of Trademarks maintained by the U.S. Patent and Trademark Office, and applications to register the mark
SepraSorb, Sepragen, "'S"' and Design and Sepraac are pending.

Competition

The Company faces significant competition in three principal areas of its business. With respect to the
Company'sliquid chromatography equipment, resinsand systems, competition comesfrom compani esthat makeliquid
chromatography equipment and systems and compani es that make separation and purification equipment and systems
that compete with liquid chromatography. In the market for liquid chromatography equipment and systems, the
Company's magjor competitors are American Pharmacia Millipore Corporation, BioSepra Inc., Koch Filtration
Products, Perkin-Elmer, in-house development by customers' engineering staff, and anumber of smaller companies.

Withrespect to the Company'sliquid chromatography processesunder devel opment for applicationinthe
food and dairy industries, the Company will face competition from existing producers of whey and other food
ingredients who are attempting to devel op existing separation technology for fractionating dairy ingredients. Such
competitors include overseas companies Danmark Protein, and Immucell Corporation and Davisco International
Incorporated in the United States. In addition, the Company may face competition from companies in the
chromatography equipment industry such as BioSepra, PerSeptive Biosystems and Pharmacia to the extent thedairy
and food industries begin using chromatography separation processes in the future and from companies providing
competing technologies, such as membrane filtration and ion exchange, including Koch filtration Products APV
Pasilac AS, Calgon Carbon Corporation, lonics and Osmonics, Inc., which are currently used in food separation
processes.

Withrespect to the Company'sliquid chromatography processesunder devel opment for applicationinthe
environmental management industry, the Company will face competition from providers of competing technologies
currently utilized inthe waste disposal industry, including carbon absorption, membrane filtration, ion exchange and
precipitation. Such competitorswill includelarge established companiesinthe environmental industry suchaslonics,
United States Filter Corporation and Osmonics and many smaller manufacturers. There can be no assurance that the
Company will be able to compete successfully in any of itstarget markets.
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Manufacturing and Supplies

Thehardwarefor the Company's RFC columnsand the software and certain componentsfor the QuantaSep
systemare produced by third party contract manufacturers. The Company assemblestheproductsand performsquality
control. The Company intendsto continueto enter into additional arrangementswith third partiesto manufacturethe
componentsof itsproductsaccording to specificationsprovided by the Company. For example, in 1996, the Company
signedan agreement with asupplier of ion-exchangeresinsheadquarteredin India, to manufacture certain of itsresins.
The Company continues to monitor production at these manufacturing facilities to assure compliance with product
specifications. The Company also entered into an exclusivefive year agreement with avendor to supply column parts
and accessories under a debt repayment and pricing plan. While these agreements alow the Company to command
more attention from its critical vendors, they also create a"sole source” risk if the vendors are unable to meet the
quality or delivery needs of Sepragen customers. There can be no assurance that the Company will be able to enter
into future arrangements, on acceptable terms or at al, for the manufacture of its products by others or that any
manufacturer will be able to meet any demand for such products on atimely or cost effective basis.

The Company currently reliesand intendsto continueto rely on certain suppliersto provide substantially
all of the materials required to produce its products, including, but not limited to, fabricated steel, plastics, wiring,
circuitry and computer hardware. The Company has been and expects to continue to be able to obtain al materials
needed for these purposes without any significant interruption or sudden price increase, athough there can be no
assurancethereof. Theraw materials utilized in the manufacture and assembly of the Company's products are readily
available from awide variety of industry sources.

Inthefuture, the Company may decideto manufacturedirectly certain of itsexisting or proposed products.
Manufactureof the Company'sproductswill requireexpensiveequipment and experienced personnel. Althoughcertain
of the Company's officers have had manufacturing experience with other companies, the Company has limited
manufacturing experience and capabilities. There can be no assurance that the Company will be able to obtain the
requisite financing, attract or retain experienced personnel or be able to establish a suitable manufacturing facility.

Employees

Asof April 15, 1999, the Company employed a staff consisting of 15 full-time employeesand several
contractorsand consultants. Inorder to maximizethe efficiency of thissmall staff, most employees servein various
functions asdifferent needsarise. The Company has not experienced any strikes or work stoppages and considersits
relationship with its employees to be satisfactory. The Company's employees are not covered by any collective
bargaining agreement.

The Company intends to add additional employees on an as needed basis in the areas of research,
production, devel opment, marketing, sales and administration, including aVice President of Operations and a Chief
Financial Officer intheforeseeablefuture. The Company'sfuture successis substantially dependent onits ability to
attract and retain highly competent technical and administrative personnel.

Item 2. Description of Property

The Company leases approximately 23,000 square feet of assembly, laboratory and office space in
HaywardCaliforniafor annual rent of $94,718in1998. Of this space, approximately 13,700 squarefeet areall ocated
to manufacturing, approximately 1,700 squarefeet tothe Company'slaboratories, and approximately 7,600 squarefeet
to the Company's executive and administrative offices. The term of the lease expires on September 30, 2000.
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Item 3. L egal Proceedings

Neither the Company nor its officersor directors are partiesto any pending legal proceedingsinvolving
amatter the outcome of which is expected to have amateria adverse effect on the Company's financial position or
results of operations.

Item 4. Submission of Mattersto a Vote of Security Holders

No matter was submitted to a vote of security holders during the fourth quarter of the Company's fiscal
year ended December 31, 1998.
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PART I

Item 5. Market for Common Equity and Related Stockholder M atters.

(a) Market Information.

The Company's IPO Units, Class A Common Stock, Class A Warrantsand Class B Warrants were quoted
on Nasdag Small Cap Market from March 23, 1995 until August 15, 1997 and are now quoted on the OTC Bulletin
Board (under the symbols SPGNU, SPGNA, SPGNW and SPGNZ). The Company'ssecuritiesweredelisted fromthe
Nasdag Small Cap Market because the Company failed to meet total asset and minimum share price requirementsfor
continuedlisting. Thehighandlow bid pricesfor the PO Units, ClassA Common Stock, Class A Warrantsand Class
B Warrantsasreported by Nasdag areindicated below. Such pricesareinterdeal er priceswithout markups, markdowns
or commissions, and may not necessarily represent actual transactions. Prior to March 23, 1995, the Company was
privately held and its securities were not publicly traded. The Company's securities were first listed on the Pacific
Stock Exchange (Tier 11) on November 22, 1995 (under the symbolsSPN U TT, SPN TT, SPNWSA TT and SPN WS
B TT) and were delisted on July 8, 1998.

ClassA Class A ClassB
PO Units Common Stock Warrants Warrants
1997
First Quarter $1.88 $3.88 $ .88 $1.13 $.75 $.94 $56 $.75
Second Quarter 1.06 1.75 .63 1.38 44 .69 .16 .50
Third Quarter 1.00 1.81 .38 1.44 .38 75 13 .16
Fourth Quarter 1.38 2.00 1.06 2.00 13 44 .06 .13
1998
First Quarter $1.38 $2.19 $1.13 $1.94 $0.19 $0.25 $0.06 $0.1
3
Second Quarter 0.94 2.19 0.88 2.00 0.19 0.19 0.06 0.06
Third Quarter 0.31 1.06 0.38 0.88 0.06 0.12 0.06 0.06
Fourth Quarter 0.38 0.63 0.25 0.62 0.02 0.06 0.02 0.06

Asof April 30, 1999, the last sale price as reported onthe OTC Bulletin Board for the Class A Common
Stock was $0.75; the closest last sale price for IPO Units was as of March 15, 1999 and was $0.75, and the closest
last sale price for the Class A Warrantswere asof March 24, 1999 and was $0.02. Pricesfor ClassB Warrantswere
unavailable.

Prior to March 23, 1995, the Class A Common Stock, Class A Warrants, ClassB Warrantsand | PO Units
werenot publicly traded. Thereisno public market for ClassB or Class E Common Stock and Class E commonisnot
transferrable.

(b) Holders. Asof March 31, 1999, there were 36 record holders of Class A Common Stock, 49 record
holdersof ClassB Common Stock and 17 record holders of ClassE Common Stock. The majority of the outstanding
shares of Class A Common Stock are held of record by nominee holders on behalf of anumber of ultimate beneficial
owners which the Company has been informed exceeds 500.

(c) Dividends. The Company has never paid any cash dividends on its Common Stock and does not
anticipate that it will do so in the foreseeable future.
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On November 3, 1997, the Company completed a private placement of 54 bridge units consisting of
promissory notes and Class C warrantsissued by the Company. No underwriter was used in the bridge unit offering,
however, Dakin Securities Corporation acted as placement agent, and was paid $43,200 of which $35,000 was a
commission and $8,200 was credited as aretainer for future services. Each unit consists of abridge notein theface
amount of $10,000 which bearsinterest at an annual rate of 10% (the"Bridge Notes') and warrantsto purchase 5,000
shares of Class A Common Stock at $1.25 per share (which was increased in 1998 to 10,000 shares per unit due to
the failure of te Company to register the Class C Warrants with the Securities and Exchange Commission in atimely
manner). The Bridge Notes became due six months from issuance and were repaid in 1998. The Class C Warrant
holders have certain rights to require the Company to register their Warrants and underlying shares of Class A
Common Stock issuable upon exercise of the Warrants under the Securities Act of 1933, asamended. The Warrants
may be redeemed for $.05 by the Company if the Target Price for the Company's Class A Common Stock exceeds
$4.00 per share for 30 consecutive business days. The number and price of Class A Common Shares subject to the
Class C Warrants are subject to adjustment if the underlying shares are recapitalized, otherwise adjusted or if there
are subsequent issuances of securities by the Company. The Warrants expire on December 31, 2002. The Company
sold $540,000 of Bridge Notesfrom which it received $505,000 in net proceeds. The offering was made pursuant
to SEC Regulation D and was limited to accredited investors as defined by Regulation D. Debt issuance costsrelated
to these notes of $35,000, plus the fair value of the Class C warrants issued of $110,700 were netted against the
liability and were amortized as additional interest expense over the term of the notes.

On September 1, 1998, the Company sold 175,439 shares of Series A Preferred Stock. All of the shares
of Series A Preferred Stock were sold to Anchor Products Limited of Hamilton, New Zealand ("Anchor"). The
acquisition of Series A Preferred Stock by Anchor was consummated in connection with the execution of a
Commercia License Agreement between the Company and Anchor, whereby the Company licensed to Anchor a
technology that isolates proteins from whey, alow value cheese by-product. The shares of Series A Preferred Stock
were sold for cash in the aggregate amount of $500,000 ($2.85 per share). There were no underwriting discounts or
commissions paid in connection with the transaction.

Thesharesof SeriesA Preferred Stock were sold pursuant to exemptionsfrom registration under section
4(2) and Regulation Sunder the Securities Act of 1933, in atransaction that wasnot publicly offered. AnchorisaNew
Zealand corporation.

The Company's Series A Preferred Stock providesfor both a7.5% dividend and liquidation preferences.
The dividend is payable from time to time at the election of the Board of Directors of the Company subject to the
Company retaining sufficient earnings and profits. The Preferred Stock is also convertible on or before September
30, 2000 into Class A Common Stock, at the conversion rate of $2.86 per share. On any voluntary or involuntary
liquidation, dissolution or winding-up of the Company, the holders of series A Preferred Shares shall receive, out of
the assets of the Company, the sum of $2.86 per Series A Preferred Share, plus an amount equal to any dividend
accrued and unpaid on those series A Preferred Shares, before any payment shall be made or any assets distributed to
the holders of Common Stock. The Series A Preferred Shares shall be redeemabl e at the option of the holders of the
Series A Preferred Shares commencing September 30, 2003 and expiring December 31, 2008, at the cash price of
$2.86 per share, plus any accrued and unpaid dividends on the Series A Preferred Shares which are redeemed. In
addition, each share of Series A Preferred Stock shall be automatically converted into one (1) share of Class A
Common Stock, if not previously redeemed, on January 1, 2009, or at any timethe closing bid price per share of the
Company's Class A Common Stock shall average at least $3.86 per share over ninety (90) consecutive trading days
prior to January 1, 2004. The conversion ratio for the Series A Preferred Stock shall be adjusted in the event of
recapitalization, stock dividend, or any similar event effecting the Class A Common Stock.

Anchor may require the Company to immediately redeem the preferred shares in the event of certain

covenant breaches of the license agreement by the Company. The Company is currently in compliance with all such
covenants and does not anticipate any future material breach.
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On December 15, 1998, the Company issued to Charles Janac 781,457 sharesof Class A Common stock
and Warrantsto purchase 234,667 sharesof ClassA Common Stock at $0.46875 per share (expiring August 19, 2003)
inexchange for the conversion of $366,308 of notes and accrued interest held by Mr. Janac. The sharesof ClassA
Common Stock and warrants were sold pursuant to exemptions from registration under sections 3(a)(11), 4(2) and
4(6) and Regulation D under the Securities Act of 1933, in atransaction that was not publicly offered.

On December 15, 1998, the Company issued to Eliezer Sternheim 520,833 shares of Class A Common
stock and Warrantsto purchase 52,083 shares of Class A Common Stock at $0.48 per share (expiring December 15,
2003) in exchange for $250,000 cash. The shares of Class A Common Stock and warrants were sold pursuant to
exemptions fromregistration under sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, inatransaction
that was not publicly offered.

On December 15, 1998, the Company issued to Armin Ramel, adirector of the Company, 59,946 shares
of Class A Common stock and Warrants to purchase 5,995 shares of Class A Common Stock at $0.48 per share
(expiring December 15, 2003) in exchange for the conversion of $28,774 of notes and accrued interest held by Mr.
Ramel. Thesharesof ClassA Common Stock and warrantswere sold pursuant to exemptionsfrom registration under
sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in atransaction that was not publicly offered.

On December 15, 1998, the Company issued to Henry Edmunds, a director of the Company, 127,471
shares of Class A Common stock and Warrants to purchase 12,747 shares of Class A Common Stock at $0.48 per
share(expiring December 15, 2003) in exchangefor $50,000 cash and the conversion of $11,186 of notesand accrued
interest held by Mr. Edmunds. The shares of Class A Common Stock and warrants were sold pursuant to exemptions
from registration under sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in atransaction that was
not publicly offered.

OnDecember 15, 1998, the Company issued to Marcel Raedts 104,167 sharesof Class A Common stock
and Warrants to purchase 10,417 shares of Class A Common Stock at $0.48 per share (expiring December 15, 2003)
inexchangefor the conversion of $50,000 in amountsowed to Mr. Raedtsfor servicesrendered. The sharesof Class
A Common Stock and warrants were sold pursuant to exemptions from registration under sections 3(a)(11) and 4(2)
and under the Securities Act of 1933, in atransaction that was not publicly offered.

On December 15, 1998, the Company issued to Michael Schneider, principal and director of Romic
Technologies Corp., 275,614 shares of Class A Common stock and Warrants to purchase 27,561 shares of Class A
Common Stock at $0.48 per share (expiring December 15, 2003) in exchangefor the conversion of $132,294 of notes
and accrued interest held by Mr. Schneider. The shares of Class A Common Stock and warrants were sold pursuant
to exemptions from registration under sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in a
transaction that was not publicly offered.

On December 15, 1998, the Company issued to Robert Leach, aformer director of the Company, 32,475
sharesof ClassA Common stock and Warrantsto purchase 3,248 sharesof ClassA Common Stock at $0.48 per share
(expiring December 15, 2003) in exchange for the conversion of $15,588 of notesand accrued interest held by Mr.
Leach. The sharesof Class A Common Stock and warrants were sold pursuant to exemptions from registration under
sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in atransaction that was not publicly offered.
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Item 6.

M anagement's Discussion and Analysisor Plan of Operation

Thefollowing table setsforth selected financial information with respect to the Company for each of the
yearsinthefiveyear period ended December 31, 1998 which have been derived from the audited financial statements
of the Company. Thereportsof Grant Thornton LLP, independent certified public accountants, for the years ended
December 31, 1998 and 1997, are included elsewhere herein and include an explanatory paragraph regarding the
Company's ability to continue as a going concern. The selected financial data set forth below should be read in

conjunction with the financial statements of the Company and related notes thereto, included elsewhere herein.

Selected Financial Data

Statements of Operations

Revenues
Net Loss

Net Loss Per Share

Weighted Average num-
ber of shares outstanding

Balance Sheets
(December 31)
Total Assets
Total Liabilities

Shareholders Equity
(Deficit)
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Y ear Ended December 31
1998 1997 1996 1995 1994
$1,987,086 $1,619,623 $1,002,562 $1,046,256 $1,787,418
$(1,206,340)  $(1,648,514) $(3,579,049) $(2,912,857) $(862,289)
$(0.42) $(0.58) $(1.25) $(1.25) $(1.17)
2,935,679 2,856,431 2,856,431 2,332,283 735,528
1998 1997 1996 1995 1994
$1,320,829 $1,393,036 $1,407,425 $5,086,806 $1,544,152
$1,537,205 $1,898,743 $375,318 $490,012 $3,196,117
$(216,376) $(505,707) $1,032,107 $4,596,694 $(1,651,965)



Thefollowing tableisincluded asan aid to understanding the Company's operating results. Thetable sets
forththe percentageswhich eachitem bearsto revenuesand the percentage changein dollar amountsfromyear toyear.

Percentage Y ear to Y ear Percentage
Relationship to Revenues Increase (Decrease)
Percent of  Percent of Year Year
Revenues  Revenues Ended Ended
Account Name 1998 1997 1998 1997
Revenues 100% 100% 23% (D%
Cost and Expenses
Cost of goods sold 46% 55% 3% 6%
Sdling, general and administrative 61% 93% (19Y% (36)%
Research and development 38% 53% (12)% (42)%
Total costsand expenses 145% 201% (11)% (30)%
Loss from operations (45)% (101)% (45)% (55)%
Interest income and other, net (15)% (L)% 2939% (34)%
Net loss (61)% (102)% (2N% (56)%

Results of Operations
Year Ended|December 31, 1998 Compared to Year Ended December 31, 1997
There were several significant eventsin 1998:
Annual Revenues grew 23% from 1997 and net losses were reduced by 27%.

The Company consummated two commercial agreements with dairy companies showed meaningful
contributions to revenue from dairy activities.

In 1998, net salesincreased by $367,000 or 23% from $1,620,000 in 1997 to $1,987,000in 1998. The
increaseinsalesisduetoasmall increase of salesof itscoreproducts, Radial Flow Chromatography (RFC) equipment
and contribution from licensing revenues received from Anchor products of New Zealand and from Carbery Milk
Products of Ireland for the Sepralac Process.

Gross Margin increased by $345,000 or 47% from $727,000 in 1997 to $1,072,000 in 1998. As a

percentage of sales, gross margin increased by 9% from45% in 1997 to 54%in 1998. Theincreasein gross margin
isprimarily due to the 1998 revenue from license fees that do not have cost of goods associated with them.
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Selling, general and administrative decreased by $285,000 from $1,504,000 in 1997 to $1,219,000 in
1998. Thedecreasewasprimarily duetothe Company'schoosingto sell itsbiotech productsthrough external channels
as opposed to making direct sales.

While the company is still aggressively supporting its existing mix of products and processes through
researchand devel opment efforts, overall research and devel opment expensesdecreased by $105,000 from $861,000
in 1997 to $756,000 in 1998. The decrease was due to the compl etion of several projects and the resultant lowering
of expenditures associated with those projects.

Netinterest expenseincreased by $293,000 dueto amortization of $70,000 of issuancecost, amortization
of thefair value of warrantsissued of $92,000 and $131,000 interest expense related to the Bridge Notes and notes
payable.

Net loss decreased by $442,000 from $1,649,000 in 1997 to $1,206,000 in 1998. The decreasein net
loss was primarily due to the revenue from license fee that does not have cost of goods associated with it and the
reduction of expensesin all departments partially off-set by higher interest expensein 1998.

For the years ended December 31, 1998 and 1997, sales of the Company's products to foreign markets
accountedfor approximately 57% and 55%, respectively, of the Company'ssales. Foreign salesexposethe Company
to certain risks, including the difficulty and expense of maintaining foreign sales distribution channels, barriers to
trade, potential fluctuations in foreign currency exchange rates, political and economic instability, availability of
suitable export financing, accounts receivable collections, tariff regulations, foreign taxes, export licensing
reguirements and other United States and foreign regulationsthat may apply to the export of its products. Inaddition,
the Company may experience difficulties in providing prompt and cost-effective service of its productsin foreign
countries. The Company does not carry insurance against such risks. The occurrence of any one or more of these
eventsmay individually or intheaggregate haveamaterial adverseeffect upon the Company's business, operationsand
financial condition. The Company attempts to mitigate risks applicable to foreign sales by effecting foreign sales
through established independent distributorswith greater experienceand resourcesfor dealing withforeign customers
andforeigntradeissues, and by denominating all salescontractsinU.S. dollars, thereby minimizing risksfromforeign
currency exchange fluctuations.

Inflation

The Company believes that the impact of inflation on its operations since its inception has not been
material.

Volatility of Sales

Inthe last several years, the Company has experienced arelative increase in customer equipment orders
inthethird and fourth quartersand arel ative decreasein ordersinthefirst and second quarters. The Company believes
this fluctuation relates to capital appropriations and spending cyclesin the biopharmaceutical business.

Liquidity and Capital Resour ces

The Company used cashin operations$798,000 and $887,000 during theyearsended December 31, 1998
and 1997, respectively. Cash used in operations in 1998 was the result of the net loss incurred for the year of
$1,206,000, offset by net non-cash expenses of $327,000, and the net change in operating assets and liabilities
resulting in source of cash of $81,000. Cash used in operationsin 1997 wastheresult of the net lossincurred for the
year of $1,649,000, offset by non cash expenses of $105,000 and the change in operating assets and liabilities
resulting in a source of cash of $656,000.

Investing activities used cash of $15,000 in 1997.
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Financing activities provided cash $795,000 and $730,000 during the years ended December 31, 1998
and 1997, respectively. The cash provided in 1998 resulted from the $300,000 i ssuance of Common and $500,000
issuance of preferred stock, $705,000in debt financing, offset by reductionsin debt of $710,000. The cash provided
in 1997 resulted from the issuance of $225,000 in notes payable and the issuance of the convertible bridge debt of
$505,000.

At December 31, 1998 the Company had cash and cash equivalents of $41,100 as compared to $44,400
at December 31, 1997. At December 31, 1998, the Company had working capital deficit of $491,000 as compared
toworking capital deficit of $515,700 at December 31, 1997. Thereduction of theworking capital deficit by $24,700
fromDecember 31, 1997 to December 31, 1998 isprimarily dueto cash infusion from the proceeds of preferred and
common stock and non cash charges partially offset by the payment of the bridge notes and the net loss.

Thisnegative cash out flow from operations must be reversed and working capital increased significantly
inorder for the Company to fund thelevel of manufacturing and marketing required to meet any growth in demand for
its productsfromthedairy, food and beverage, pharmaceutical and biotechnol ogy industriesduring the next two years.
Moreover, the Company requires additional funds to extend the use of its technology to new applications within the
pharmaceutical and biotechnology industries as well as to applications within the food and dairy and environmental
industries and to attract the interest of strategic partnersin one or more of these markets.

Since the PO, the Company has funded its working capital requirements substantially from the net cash
proceeds from the IPO. Prior to the IPO, the Company had funded its activities primarily through sales of its
Superflo(R) columns and QuantaSep(R) systems, loans from its principal shareholders, and private placements of
securities. The PO generated net proceeds of $7,242,000 and the exercise by the underwriter of its over-allotment
option generated additional net proceeds of $1,111,000.

From itsinception, the Company's expenditures have exceeded itsrevenues. Prior to the I PO, the Com-
pany financed its operations primarily through private equity placements in an aggregate amount of approximately
$3,971,000, asubstantial portion of which was purchased by H. Michael Schneider, the secretary and adirector of the
Company until October 1, 1995, and his affiliates, including Romic Environmental Technologies Corporation
("Romic"), an entity controlled by Mr. Schneider. In addition, the Company has historically relied on customers to
provide purchase price advances for development and scale-up of itsradial flow chromatography columns.

On August 19, 1998, the Company completed a debt refinancing transaction whereby the Company
borrowed $550,000 from Mr. K. Charles Janac pursuant to a convertible Secured Promissory Note issued by the
Company (the"Note") in the principal amount of $550,000 and bearing interest at the rate of 9.75% per annum. The
Note was convertible into shares of Class A Common Stock at the option of Mr. Janac on December 15, 1998 by
converting the principal balance and any unpaid interest due under the Note into Class A Common Stock at the rate of
$0.46875 per share. In addition, as further consideration for the loan of funds of the Company, the Company issued
to Mr. Janac awarrant, exercisable at any time on or before August 18, 2003, to purchase up to 234,667 shares of
Class A Common Stock at $0.46875 per share (the "Warrants'). As security for the Note, the Company enteredinto
asecurity Agreement granting Mr. Janac afirst priority security interest inthe property, tangible and intangible of the
Company, as well as a Patent and Trademark Mortgage granting Mr. Janac a security interest in al the patents and
trademarks of the Company. The Company used thefundsloaned by Mr. Janac to retire $532,242 of existing debt and
accrued interest incurred by the Company in connection with a certain bridge financing originaly undertaken by the
Company in October of 1997, to pay legal fees and costs of the transaction, and approximately $7,000 was utilized
for working capital.

On December 8, 1998, the Company paid $200,000 to Mr. Janac as a partial payment of the Note. Mr.
Janac al so agreed to convert the remaining balance of $375,099 of theNotein principal and accruedinterestinto Class
A Common Stock at $0.46875 per share. In consideration of theconversion the Company issued 781,457 of Common
A Shares to Mr. Janac. At the same time Mr. Janac's security interest in the Company's assets was terminated. In
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addition, the Company converted an additional $10,000 of Bridge Note principal and $1,186 accrued interest into
23,304 shares of Class A Common Stock.

The Company's financing requirements may vary materialy from those now planned because of changes
in the focus and direction of research and development programs, relationships with strategic partners, competitive
advances, technologica change, changes in the Company's marketing strategy and other factors, many of which will
be beyond the Company's control. Based on the Company's current operating plan, the Company believesthat it will
be able to fund the Company's operations through July 31, 1999. Accordingly, the Company will have to obtain
additional financing to support its operations. The Company is currently pursuing several avenues to raise capital
including increasing revenues and reducing costs, entering into additional strategic partnershipsand seeking to secure
either debt or equity financing.

Following this strategy, in August 1998, Sepragen announced the signing of a license agreement with
Anchor Products. Under this agreement, Anchor Products will have exclusive manufacturing rights to the Sepralac
Process in Austraia and New Zealand and non-exclusive world wide marketing rights to products produced by the
Sepralac process. Inreturn, Sepragen has received $700,000 out of atotal of about $1 million from Anchor Products,
comprisedof licensefee of $200,000 and an equity investment of $500,000 for the purchase of 175,439 redeemable,
cumulative, preferred stock at $2.85 per share. The preferred stock is convertiblein to Class A Common Stock (on
share for share basis) at any time withinthe next two years and extendible for afurther oneyear at Sepragen’s option.

On October 15, 1998 The Company announced a licensing agreement for the Sepralac process with
Carbery Milk products of Ballineen, County Cork, Ireland. Under the agreement, Carbery will have a manufacturing
and marketing rights to certain products produced from the Sepralac Process. In return the Company will receive a
license fee of $350,000, $200,000 was received in 1998 with the balance over three years at $50,000 per year.

On September 1, 1998, the Company sold 175,439 shares of Series A Preferred Stock.

All of the shares of Series A Preferred Stock were sold to Anchor Products Limited of Hamilton, New
Zedland ("Anchor"). Theacquisition of Series A Preferred Stock by Anchor was consummated in connection with the
executionof aCommercia License Agreement between the Company and Anchor, whereby the Company licensed to
Anchor atechnology that i solatesproteinsfrom whey, alow val ue cheese by-product. The sharesof SeriesA Preferred
Stock weresoldfor cashintheaggregate amount of $500,000 ($2.85 per share). Therewereno underwriting discounts
or commissions paid in connection with the transaction.

Thesharesof SeriesA Preferred Stock were sold pursuant to exemptionsfrom registration under section
4(2) and Regulation Sunder the Securities Act of 1933, in atransaction that wasnot publicly offered. AnchorisaNew
Zealand corporation.

The Company's Series A Preferred Stock providesfor both a7.5% dividend and liquidation preferences.
The dividend is payable from time to time at the election of the Board of Directors of the Company subject to the
Company retaining sufficient earnings and profits. The Preferred Stock is also convertible on or before September
30, 2000 into Class A Common Stock, at the conversion rate of $2.86 per share. On any voluntary or involuntary
liquidation, dissolution or winding-up of the Company, the holdersof series A Preferred Sharesshall receive, out of
the assets of the Company, the sum of $2.86 per Series A Preferred Share, plus an amount equal to any dividend
accrued and unpaid on those series A Preferred Shares, before any payment shall be made or any assets distributed to
the holders of Common Stock. The Series A Preferred Shares shall be redeemabl e at the option of the holders of the
Series A Preferred Shares commencing September 30, 2003 and expiring December 31, 2008, at the cash price of
$2.86 per share, plus any accrued and unpaid dividends on the Series A Preferred Shares which are redeemed. In
addition, each share of Series A Preferred Stock shall be automatically converted into one (1) share of Class A
Common Stock, if not previously redeemed, on January 1, 2009, or at any time the closing bid price per share of the
Company's Class A Common Stock shall average at least $3.86 per share over ninety (90) consecutive trading days
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prior to January 1, 2004. The conversion ratio for the Series A Preferred Stock shall be adjusted in the event of
recapitalization, stock dividend, or any similar event effecting the Class A Common Stock.

Anchor may require the Company to immediately redeem the preferred shares in the event of certain
covenant breaches of the license agreement by the Company. The Company is currently incompliance with al such
covenants and does not anticipate any future material breach.

InDecember 1998 Sepragen Corporation converted $604,151 of itsdebt and accrued expensesinto Class
A Common stock. It also sold 625,000 shares of Class A Common Stock in a private transactions, exempt from
securities registration under the Securities Act of 1933, as amended, and rai sed $300,000 of proceeds. In all, atotal
of $904,151 waseither invested or converted in to stock. In consideration of the above, 1,901,962 shares of Class A
Common Stock and 346,718 Warrants to purchase Common Stock wereissued. See Item 5 above

The IPO Units, Class A Common Stock and Class A and Class B warrants were delisted from the Nasdag
SmallCap Market on August 15, 1997 and Pacific Stock Exchange ("PSE™) on July 8, 1998. The Company did not meet
the requirements for continued listing of securities on Nasdag Small Cap Market and Pacific Stock Exchange. Since
August 16, 1997, the IPO Units, Class A Common Stock and Warrants have been trading in the over-the-counter
market. Asaresult, aninvestor will likely find it moredifficult to dispose of or to obtain accurate quotationsasto the
value of the Company's securities. It isaso likely the Company's securities will also be less liquid with aresulting
negative effect on the value of such securities and the ability of the company to raise additional capital.

The Company currently has no credit facility with abank or other financial institution. Historically, the
Company and certain of its customers havejointly borne asubstantial portion of developmental expenseson projects
with such customers through purchase price advances or joint devel opment projects with each party sharing some of
the costs of development. There can be no assurance that such sharing of expenses will continue. The Company
continuesits effortsto increase sales of its existing products and to compl ete devel opment and initiate marketing of
its products and processes now under devel opment.

The Company is seeking to enter into strategic alliances with corporate partners in the industries
comprising its primary target markets (biopharmaceutical, food, dairy and environmental management). The
Company's ability to develop and market its Sepralac process for whey separation and other potential food and
environmental products and processeswill be substantially dependent upon its ability to negotiate partnerships, joint
ventures or alliances with established companiesin each market. In particular, the Company will be reliant on such
joint venturepartnersor allied compani esfor both marketintroduction, operational assistanceand financial assistance.
The Company believesthat development, manufacturing and market introduction of productsin theseindustries, will
cost millions of dollars and require operational capabilitiesin excess of those currently available to the Company.
No assurance can begiven, however, that thetermsof any such alliancewill be successfully negotiated or that any such
aliance will be successful. The Company hopes to enter into alliancesthat will provide funding to the Company for
the devel opment of new applications of its Radial Flow Chromatography (RFC) technology in return for agreements
to purchase its equipment and royalty bearing licenses to the developed applications.

ChargetoIncomein the Event of Conversion of Class E Common Stock

The shares of Class E Common Stock and all shares issuable upon the exercise of options to purchase
Class E Common Stock will be automatically convertedinto ClassB Common Stock if and only if: (&) the Company's
net income before provision for income taxes and exclusive of any extraordinary earnings or charges which would
result from the conversion of the Class E Common Stock (asderived from the Company'sfinancial statementsaudited
by the Company's independent accountants) meets certain thresholds of $5.6 million for the fiscal year ending
December 31, 1998 and increasing to $8.1 million for thefiscal year ending December 31, 1999; or (b) the Bid Price
of the Company's Class A Common Stock for 30 consecutive trading days shall average in excess of certain prices
(ranging from $16.50 to $20.00 per share) during specified periods following March 23, 1995. There can be no
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assurance that such earnings and market price levelswill be attained or that any or al of the Class E Shares will be
converted into Class B Common Stock.

Intheevent any sharesof ClassE Common Stock are converted to ClassB Common Stock and such shares
are held by officers, directors or employees of, or consultants to, the Company, compensation expense will be
recorded for financial reporting purposes as required by generaly accepted accounting principles ("GAAP"). There-
fore, inthe event the Company attains any of the earningsthresholds or the Company's Class A Common Stock meets
certain minimum prices required for the conversion of the Class E Common Stock, such conversion will be deemed
additional compensation expense of the Company. Accordingly, the Company may, in the event of the conversion of
ClassE Common Stock, recogni ze during the periodsin which the earningsthreshol dsare met or are probabl e of being
met or such minimum bid prices are attained, a substantial earnings charge equa to the fair market value of the Class
E Common Stock converted, which charge will have the effect of substantially increasing the Company's loss or
reducing or eliminating earnings, if any, at suchtime. Theconversion of ClassE Common Stock would haveadilutive
effect onearnings(loss) per shareasaresult of theincreasein the number of outstanding shares. Althoughtheamount
of compensation expense recognized by the Company will not affect the Company'stotal shareholders equity or its
working capital, it will increase the accumulated deficit and may have a depressive effect on the market price of the
Company's securities. See Note 12 of the Notesto Financial Statements.

A total of 1,209,894 shares of Common Stock held by the 64 shareholders who owned shares of the
Company prior to the | PO have been designated as Class E Common Stock. The Class E Common Stock was created
in September 1994 to fund a restricted stock dividend with respect to the outstanding shares of Class B Common
Stock. The shares of Class E Common Stock are entitled to five votes per share on all matters to be voted on by
shareholders; provided, that in a election of directors, each shareholder is entitled to cumulative voting. Shares of
Class E Common Stock have no right to sharein dividends or other distributions and are redeemabl e by the Company
at $.01 per share in the event certain earning thresholds or the price of the Company's Class A Common Stock does
not attain certain targets over the next five years. If such earning thresholds or price targets are attained on or before
December 31, 1999, the Class E Common Stock will be automatically converted into shares of Class B Common
Stock.

One-half of the then outstanding shares of Class E Common Stock and one-half of sharesissuable upon
the exercise of optionsto purchase Class E Common Stock will be automatically converted into Class B Common
Stock if and only if:

(& The Company's net income before provision for income taxes and exclusive of any extraordinary
earnings or charges which would result from the conversion of the Class E Shares (as derived from the Company's
financial statements audited by the Company's independent accountants) ("Minimum Pretax |ncome™) amounts to at
least $8.1 millionfor thefiscal year ending December 31, 1999, provided that if additional sharesareissued, earnings
must increase in accordance with the formula set forth below; or

(b) The"Bid Price" (as defined herein) of the Company's Class A Common Stock for any 30 consecutive
trading days shall average in excess of $16.50 during the period commencing with the October 23, 1996 and ending
March 23, 1998 (subject to adjustment in the event of any reverse stock splits or similar events).

For this purpose, the Bid Price is the closing bid price of the Class A Common Stock in the over--
the-counter market, as reported by Nasdag, or the closing sale priceif listed on the Nasdag National Market System
or anational stock exchange.

All shares of Class E Common Stock will be converted into Class B Common Stock if:

(& TheMinimum Pretax Income amountsto at least $9.7 million for thefiscal year ending December 31,
1999, provided that if additional shares are issued, earnings must increase in accordance with the formula set forth
below; or
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(b) The Bid Price of the Company's Class A Common Stock for any 30 consecutive business days shall
average in excess of $20.00 during the period commencing with October 23, 1996 and ending March 23, 1998.

The"Minimum Pretax Income" amounts set forth abovewill be adjusted by multiplying the amount shown
for each fiscal year by afraction, (i) the numerator of which isthe weighted average number of shares of all classes
of common stock of the Company outstanding during the fiscal year for which the determination is being made
(including Class E Common Stock, but excluding any sharesof common stock i ssued upon exercise of options subject
to the Company's 1994 Stock Option Plan adopted August 30, 1994, as amended), and (ii) the denominator of which
isthe sum of: (@) the number of shares of all classes of Common Stock outstanding as of March 23, 1995 and (b) the
number of shares of Class A Common Stock sold pursuant to the |PO. Minimum Pretax Income will be calculated
exclusive of any extraordinary earnings or extraordinary charges, including but not limited to any charge to income
resulting from the conversion of Class E Common Stock to ClassB Common Stock or any chargetoincomeresulting
fromtheissuance of equity securities(restricted or otherwise) to the Company'sdirectors, employeesor consultants.

In the event the foregoing earnings or market price levels set forth above are not met by December 31,
1999, all shares of Class E Common Stock will be immediately redeemed by the Company at $.01 per share after
March31, 2000. The earningslevelsand the share prices set forth above were determined by negotiation between the
Company and its Underwriter and should not be construed to imply or predict any future earnings by the Company or
any increaseinthe market priceof itssecurities. There can beno assurancethat such earningsand market pricelevels
will be attained or that any or all of the Class E Shares will be converted into Class B Common Stock.

Cautionary Statement for Purposes of the " Safe Harbor" Provisions of the Private Securities Litigation
Reform Act of 1995

Thisreport contains or incorporates by reference forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995. Where any such forward-looking statement includes a statement
of the assumptions or bases underlying such forward-looking statement, the Company cautions that, while such
assumptions or bases are believed to be reasonabl e and are made in good faith, assumed facts or bases almost always
vary from the actual results, and the differences between assumed facts or bases and actual results can be material,
depending upon the circumstances. Where, in any forward-looking statement, the Company or its management
expresses an expectation or belief as to future results, such expectation or belief is expressed in good faith and is
believedto have areasonablebasis, but there can be no assurancethat the statement of expectation or belief will result
or be achieved or accomplished. Thewords"believe," "expect,” "estimate,”" "anticipate," and similar expressions may
identify forward-1ooking statements.

Takinginto account theforegoing, thefollowing areidentified assomebut not all of theimportant factors
that could cause actual resultsto differ materially from those expressed in any forward-looking statement made by,
or on behalf of the Company:

I nabilityto Secure Additional Capital. The Company hasincurred operating losseseach fiscal year since
itsinception. The Company must secure additional financing through either the sale of additional securities or debt
financing to continue operations past July 31, 1999. Although the Company is attempting to secure such financing,
there can beno assurancethat such financingwill be availableto Company onreasonabletermsor at al. The Company
has not meet the net asset and capital and surpluslevelsrequired for continued listing of its securities on the Nasdaq
SmallCap Market and the Pacific Exchange Tier |1 and has been delisted from Nasdag and the PSE.  See Item 6
"Management's Discussion and Analysis or Plan of Operation-Liquidity and Capital Resources.”

Competition. In bothitsbiopharmaceutical industry market and in the market for its process systemsfor

food, beverage, dairy and environmental industries, the Company faces intense competition from better capitalized
competitors. See Item 1 "Business-Competition."
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Dependence on Joint Ventures and Strategic Partnerships. The Company's entry into the food, dairy
and beverage market for its process systems will be substantially dependent upon its ability to enter into strategic
partnerships, joint venturesor similar collaborativealliance with established companiesin each market. Asof thedate
of thisreport, no such aliances have been finalized and there can be no assurance that the terms of any such aliance
will produce profits for the Company. See ltem 1 "Business-Necessity of Alliances and Partnerships.”

Datesfollowing December 31, 1999 and beyond (the" Y ear 2000 Problem™).

Many existing computer systemsand applications, and other devices, useonly two digitstoidentify ayear
inthe datefield, without considering theimpact of the upcoming changeinthecentury. Such systemsand applications
could fail or create erroneous results unless corrected. The Company relies on its internal financial systems and
external systems of business enterprises such as customers, suppliers, creditors, and financial systems, both
domestically and globally, directly and indirectly for accurate exchange of data. The Company has evaluated such
systems and believe the cost of addressing the Y ear 2000 Problem will not haveamaterial adverse affect ontheresult
of operations or financia position of the Company. However, even though the interna systems of the Company are
not materially affected by the Y ear 2000 i ssue the Company could be affected through disruption in the operation of
the enterprises with which the Company interacts.

Page 24



Item 7. Financial Statements

(@ Financia Statements. Thefinancial statements of the Company as of December 31, 1998 and for
the two years then ended have been audited by Grant Thornton LLP, independent accountants, as indicated in their
report thereon. The financial statements included in this section are asfollows:
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Balance Sheet as of December 31, 1998 27
Statements of Operations for the years ended December 31, 1998 and 1997 28
Statement of Shareholders' Equity (Deficit) for the years ended December 31, 1998 and 1997 29
Statements of Cash Flows for the years ended December 31, 1998 and 1997 30
Notesto Financial Statements 31
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Report of Independent Certified Public Accountants

To the Board of Directors and Shareholders
Sepragen Corporation:

We haveaudited the accompanying bal ance sheet of Sepragen Corporation (the" Company") asof December 31, 1998,
andtherelated statements of operations, shareholders' equity (deficit), and cash flowsfor each of thetwo yearsinthe
period ended December 31, 1998. These financial statements are the responsibility of the Company's management.
Our responsibility isto express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonabl e assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosures in the
financial statements. An audit asoincludes ng the accounting principles used and significant estimates made
by management, aswell as evaluating the overall financia statement presentation. Webelievethat our audits provide
areasonable basis for our opinion.

Inour opinion, thefinancial statementsreferred to above present fairly, in al material respects, thefinancial position
of Sepragen Corporation as of December 31, 1998, and the results of itsoperationsand its cash flowsfor each of the
two yearsin the period ended December 31, 1998 in conformity with generally accepted accounting principles.

The accompanying financia statements have been prepared assuming the Company will continue as agoing concern.
Asmorefully discussed in Note 2 to thefinancial statements, the Company hasrecurring losses, deficit in equity and
working capital and hasused cashin operating activities, all of whichraise substantial doubt about itsability to continue
as a going concern. Management's plans in regard to these matters are also described in Note 2. The financial
statements do not include any adjustments that might result from the outcome of this uncertainty.

/9 Grant Thornton LLP
San Jose, California
March 18, 1999
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SEPRAGEN CORPORATION
BALANCE SHEET
December 31, 1998

ASSETS

Current assets:

Cash
Accounts receivable, less allowance for doubtful accounts of $20,000
Inventories
Prepaid expenses and other
Total current assets
Furniture and equipment, net
Intangible assets, net

LIABILITIESAND SHAREHOLDERS DEFICIT

Current liabilities:

Accounts payable

Customer deposit

Notes payable, including $135,000 from shareholders
Accrued payroll and benefits

Accrued liabilities

Interest payable

Tota current liabilities

Preferred stock, no par value--5,000,000 shares authorized; and 175,439 series A convertible,

preferred issued and outstanding

Commitments (Note 9):

Class E common stock, no par value--1,600,000 shares authorized; 1,209,894 shares
issued and outstanding; redeemable at $.01 per share (Note 10)

Shareholders deficit:

Class A common stock, no par value--20,000,000 shares authorized; 4,057,216 shares
issued and outstanding

Class B common stock, no par value--2,600,000 shares authorized; 701,177 shares
issued and outstanding

Additional paid in capital
Accumulated deficit
Tota shareholders deficit

The accompanying notes are an integral part of thisfinancial statement.
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$ 41,136
527,845
445,392

32,011
1,046,384
179,258
95,187

$ 1,320,829

$ 965,678
40,797
235,000
156,063
96,623
43,044
1,537,205

500,000

9,752,226
4,065,618

202,220

(14,736,440)

(716,376)
$_ 1,320,829



SEPRAGEN CORPORATION

STATEMENTSOF OPERATIONS

Revenues:
Net sales
Costs and expenses:
Cost of goods sold
Sdling, general, and administrative
Research and development
Total costs and expenses
Loss from operations
Interest expense
Interest income and other, net
Net loss

L oss per common share, basic and diluted

Weighted average common shares outstanding (Note 1)

The accompanying notes are an integral part of these financial statements.
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For theYears
Ended December 31,

1998 1997
$ 1,087,086 $ 1,619,623
915,219 892,225
1,218,808 1,504,481
756,122 861,455
2,890,149 3,258,161
(903,063) (1,638,538)
(303,277) (93,703)
- 83,727
$(1,206,340) $(1,648,514)
$ (042 $ (0.58)
2,935,679 2,856,431



Balance at January 1, 1997

Conversion of Class B Com-
mon Stock into Class A Com-
mon Stock

Issuance of Warrantsin Con-
nection with Bridge Financ-
ing

Net Loss

Balance at December 31,
1997

Issuance of Warrantsin Con-
nection with Bridge Financ-
ing

Conversion of Bridge Debt
into Class A Common Stock
at $.48 per share

Conversion of Shareholder
Debt into Class A Common
Stock at $.48 per share
Conversion of accounts pay-
ableinto Class A Common
Stock at $.48 per share
Issuance of Class A Common
Stock at $.48 per share

Net loss

SEPRAGEN CORPORATION

STATEMENT OF SHAREHOLDERS EQUITY (DEFICIT)

for theyearsended December 31, 1998 and 1997

Common Stock

Class A Common Stock Class B Common Stock  Class E Common Stock

Shares Amount Shares Amount Shares Amount

Additional

Paidin
Capital

Accumulated
Deficit

Total

2149155 $8812701 707276 $4100992  1,209,8%4 $ -
6099 35374  (60%) (35374)

$ --

110,700

$(11,881,586)

(1,648514)

$1,032,107

110,700

(1,6485514)

2155254 $8848075 701,177 $4,065618 1,209,894 $ -

804,760 377,494

368,035 176,657

104,167 50,000

625,000 300,000

$110,700

91,520

$(13,530,100)

(1,206,340

$(505,707)

91,520

377,494

176,657

50,000

300,000

(1,206,340
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Balance at December 31, 4057216 $9,752226 701177 $4065618 1209894 $ - $202,220 $(14,736,440) $(716,376)
1998

The accompanying notes are an integral part of these financial statements.
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SEPRAGEN CORPORATION

STATEMENTSOF CASH FLOWS
for theyearsended December 31, 1998 and 1997

1998 1997
Cash flows from operating activities:
Net loss $(1,206,34- $(1,648,514)
0)
Adjustments to reconcile net loss to net cash used in operating activi-
ties:
Depreciation and amortization 289,151 104,845
Interest expense 37,942 --
Changesin assets and liabilities:
Accounts receivable, net 43,023 (387,063)
Inventories (126,532) 156,032
Prepaid expenses and other 30,473 (49,851)
Accounts payable 379,424 439,568
Customer deposit (269,684) 310,481
Accrued ligbilities 3,903 25,055
Accrued payroll and benefits 10,924 34,172
Interest payable 9,404 24,849
Net cash used in operating activities (798,312) (887,431)
Cash flows from investing activities:
Intangible assets -- (15,178)
Net cash (used in) investing activities -- (15,178)
Cash flows from financing activities:
Proceeds from notes payable from sharehol ders 155,000 125,000
Proceeds from notes payable from third party -- 100,000
Net proceeds from bridge notes payable 550,000 505,000
I ssuance of common stock 300,000 -
Issuance of preferred stock 500,000 --
Decrease in bridge loan (710,000) --
Net cash provided by financing activities 795,000 730,000
Net (decrease) in cash (3,312) (172,609)
Cash at beginning of period 44,448 217,057
Cash at end of period $ 41,136 $ 44,448
Cash paid during the year for interest $ -- $ -
Summary of non-cash investing and financing activities:
Y ear ended December 31, 1998
Conversion of Bridge Debt into Common Stock including accrued $ 377,494 --
interest of $26,285
Conversion of Shareholder Debt into Common Stock including
accrued interest of $11,657 $ 176,657 --
Conversion of Accounts Payable into Common Stock $ 50,000 --
$604,151 -

The accompanying notes are an integral part of these financial statements.
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS

1. Operationsand Summary of Significant Accounting Policies:
Operations:

Sepragen Corporation (the "Company") develops, manufactures and markets proprietary liquid
chromatography columns and computer-controlled liquid chromatography process systems. These productsare used
by the biopharmaceutical industry for the separation and purification of a broad range of molecules.

Summary of Significant Accounting Policies:

Use of Estimates. The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that effect the reported amounts of
assetsand liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Concentrations of Credit Risk: The Company performs ongoing credit eval uationswithin the context of
the industry in which it operates. The Company maintains reserves for potential credit 1osses on customer accounts,
when deemed necessary, and such losses have been within management's expectations.

Approximately 57% and 55% of net salesfor theyearsended December 31, 1998 and 1997, respectively,
were to customers outside the United States.

For theyear ended December 31, 1998, two customersindividually accounted for 16% and 11% of sales.
For theyear ended December 31, 1997, the Company had one customer whoindividually accounted for 21% of sales.

Cash and Cash Equivalents: The Company considers all highly liquid investments with an original
maturity of three months or less to be cash equivalents.

Inventories: Inventories are stated at the lower of cost, using the first-in, first-out method, or market.

Furniture and Equipment: Furniture and equipment are stated at cost. Depreciation of furniture and
equipment is computed using the straight-line method over the estimated useful lives of the assets which range from
two to five years. Maintenance and repairs are charged to expense as incurred while major improvements are
capitalized. Leasehold improvements are amortized over their useful lives or lease term, whichever is shorter.

Costs of assetsdisposed of and the related amounts of accumul ated depreciation are eliminated from the
accountsin the year of disposition, and any resulting gain or lossisincluded in operations.

Intangible Assets: Intangible assets, consisting of internal and purchased patent application costs, are

recorded at cost. These assets are being amortized on the straight-line basis over the estimated useful lives of the
patents of approximately seven years.
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS (Continued)

1. Operationsand Summary of Significant Accounting Policies: (Continued)

Income Taxes: The Company usesan asset and liability approachto financial accounting and reporting for
income taxes. Deferred incometax assetsand liabilities are computed annually for differences between thefinancial
statement and tax bases of assetsand liabilitiesthat will result in taxable or deductible amountsin the future based on
enacted tax laws and rates applicable to the periods in which the differences are expected to affect taxable income.
Vauation allowances are established when necessary to reduce deferred tax assets to the amount expected to be
realized. Income tax expense isthe tax payable or refundable for the period plus or minus the changein deferred tax
assets and liabilities during the period.

RevenueRecognition: TheCompany recognizesrevenuefrom product salesupon shipment and customer
acceptance.

Loss Per Common Share The Company has adopted Statement of Financial Accounting Standards
(SFAS) No. 128, Earnings Per Sharefor al periods presented. 1n accordance with SFAS No. 128, primary earnings
(loss) per share has been replaced with basic earnings (l0ss) per share, and fully diluted earnings (10ss) per share has
been replaced with diluted earnings (loss) per share which includes potentially dilutive securities such as outstanding
options and convertible securities, using the treasury stock method. The assumed exercise of options and warrants
and assumed conversion of convertible securities have not been included in the calculation of diluted loss per share
as the effect would be anti-dilutive.

2. Going Concern:

The Company will be required to conduct significant research, development and testing activitieswhich,
together with expenses to be incurred for manufacturing, the establishment of a large marketing and distribution
presence and other general and administrative expenses, are expected to result in operating losses for the next few
years. Accordingly, there can be no assurance that the Company will ever achieve profitable operations. The
Company'sfinancia statements have been prepared assuming that the Company will continue asagoing concern. The
Company has recurring losses, deficit in equity and working capital and has used cash in operating activities, al of
whichraise substantial doubt about its ability to continue as agoing concern. The Company's continued existenceis
dependent uponits ability to increase operating revenues and/or raise additional equity capital sufficient to generate
enough cash flows to finance operations in future periods. Management is currently in the process of seeking
additiona equity financing with potential investors. There can be no assurance that such additional financing will be
obtained. The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

3. Inventories:

Inventories consist of the following at December 31, 1998:

Raw materials $ 88,358
Finished goods 357,034
$ 445,392
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS (Continued)

4, Furnitureand Equipment:

Furniture and equipment consist of the following at December 31, 1998:

Office equipment $ 79,675
Machinery 77,130
Furniture and fixtures 5,813
L ab equipment 114,033
L easehold improvements 283,691
L ess accumulated depreciation
and amortization (381,084)
$179,258
5. Notes Payable:

Between May 1997 and August 1998, the Company borrowed an aggregate of $400,000 of which
$300,000 are from sharehol ders of the Company, payablewith interest at 9.5% per annum due on March 1, 1999 and
$100,000 froman unrelated party payablewithininterest at 9.5% per annum due on December 31, 1998. In December,
1998, thecompany converted $165,000 of sharehol der debtincludingaccruedinterest of $11,657 into 368,035 shares
of Class A Common Stock. Theremaining balance of theloansremain outstanding. These notes payable are now past
due and subject to collection and additional cost. Terms for repayment and extension are being negotiated.

6. Bridge Notes Payable:

On August 19, 1998, the Company completed a debt refinancing transaction whereby the Company
borrowed $550,000 from Mr. K. Charles Janac pursuant to a convertible Secured Promissory Note issued by the
Company (the "Note") in the principal amount of $550,000 and bearing interest at the rate of 9.75% per annum. The
Note was convertibleinto shares of Class A Common Stock at the option of Mr. Janac on December 15, 1998 by
converting the principal balance and any unpaid interest due under the Noteinto ClassA Common Stock at therate of
$0.46875 per share. In addition, as further consideration for the loan of funds of the Company, the Company issued
to Mr. Janac awarrant, exercisable at any time on or before August 18, 2003, to purchase up to 234,667 shares of
ClassA Common Stock at $0.46875 per share (the"Warrants'). The Company calculated thefair value of theWarrants
a $96,000 and isamortizing thisasinterest expense over thelife of theloan. Assecurity for the Note, the Company
entered in to a security Agreement granting Mr. Janac afirst priority security interest in the property, tangible and
intangible of the Company, aswell asaPatent and Trademark Mortgage granting Mr. Janac asecurity interestin all the
patents and trademarks of the Company. The Company used the funds loaned by Mr. Janac to retire $532,242 of
existing debt and accrued interest incurred by the Company in connection with a certain bridge financing originally
undertaken by the Company in October of 1997, to pay legal fees and costs of the transaction, and approximately
$7,000 was utilized for working capital.

On December 8, 1998, the Company paid $200,000 to Mr. Janac as a partial payment of the Note. Mr.
Janac also agreed to convert theremai ning bal ance of $366,308 of the Notein principal and accruedinterest into Class
A Common Stock at $0.46875 per share. In consideration of the conversion the Company issued 781,457 of
CommonA Sharesto Mr. Janac. At the sametimethe UCC filing granting Mr Janac security interest inthe Company's
assets was removed. In addition, the Company converted an additional $10,000 of Bridge Debt principal and $1,186
in accrued interest into 23,304 shares of Class A Common Stock.
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS (Continued)

7. Convertible Preferred Stock
On September 1, 1998, the Company sold 175,439 shares of Series A Preferred Stock.

All of the shares of Series A Preferred Stock were sold to Anchor Products Limited of Hamilton, New
Zedland ("Anchor"). The acquisition of Series A Preferred Stock by Anchor was consummated in connection with the
execution of a Commercial License Agreement between the Company and Anchor, whereby the Company licensed
Anchor atechnology that i solatesproteinsfrom whey, alow val ue cheese by-product. The sharesof SeriesA Preferred
Stock weresoldfor cashintheaggregate amount of $500,000 ($2.85 per share). Therewereno underwriting discounts
or commissions paid in connection with the transaction.

Thesharesof SeriesA Preferred Stock were sold pursuant to exemptionsfrom registration under section
4(2) and Regulation Sunder the Securities Act of 1933, in atransaction that wasnot publicly offered. AnchorisaNew
Zealand corporation.

The Company's Series A Preferred Stock providesfor both a7.5% dividend and liquidation preferences.
The dividend is payable from time to time at the election of the Board of Directors of the Company subject to the
Company retaining sufficient earnings and profits. The Preferred Stock is also convertible on or before September
30, 2000 into Class A Common Stock, at the conversion rate of $2.86 per share. On any voluntary or involuntary
liquidation, dissolution or winding-up of the Company, the holders of series A Preferred Shares shall receive, out of
the assets of the Company, the sum of $2.86 per Series A Preferred Share, plus an amount equal to any dividend
accrued and unpaid on those series A Preferred Shares, before any payment shall be made or any assets distributed to
the holders of Common Stock. The Series A Preferred Shares shall be redeemabl e at the option of the holders of the
Series A Preferred Shares commencing September 30, 2003 and expiring December 31, 2008, at the cash price of
$2.86 per share, plus any accrued and unpaid dividends on the Series A Preferred Shares which are redeemed. In
addition, each share of Series A Preferred Stock shall be automatically converted into one (1) share of Class A
Common Stock, if not previously redeemed, on January 1, 2009, or at any time the closing bid price per share of the
Company's Class A Common Stock shall average at least $3.86 per share over ninety (90) consecutive trading days
prior to January 1, 2004. The conversion ratio for the Series A Preferred Stock shall be adjusted in the event of
recapitalization, stock dividend, or any similar event effecting the Class A Common Stock.

Anchor may require the Company to immediately redeem the preferred shares in the event of certain
covenant breaches of the license agreement by the Company. The Company is currently in compliance with all such
covenants and does not anticipate any future material breach.

8. Class A Common Stock:

The Company issued 625,000 of its Class A Common Stock at $.48 per share, to two individual investors
inDecember, 1998. Net proceedswere $300,000. In addition to thewarrantsissued to Mr. Janac in connection with
the debt financing described in Note 6, the Company hasissued an additional warrantsto purchase 112,951 shares of
Class A Common Stock to other shareholders and creditors who converted outstanding debt into common stock in
December, 1998. The warrants were issued on substantially the same terms as those i ssued to Mr. Janac.
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS (Continued)

9. Stock Options:

The Company hasissued non-qualified stock optionsto purchase shares of the Company'scommon stock
to certain employees, consultants, and directors. The optionsvest over aperiod of two to ten yearsand expirethrough
1999. Shares sold under the existing stock option agreements are subject to variousrestrictions asto resale and right
of repurchase by the Company. Generally, the exercise priceisnot lessthan thefair value of the common stock at the
date of grant.

In August 1994 and June 1996, the Board of Directors of the Company adopted the 1994 and 1996
Sepragen Corporation Stock Option Plans(the" Stock Option Plans'). The Stock Option Plansprovidefor theissuance
of options covering up to 400,000 and 250,000 shares of Class A common stock (subject to adjustmentsin the event
of stock splits, stock dividends and similar dilutive events), respectively. Options may be granted under the Stock
Option Plans to employees, officers or directors of, and consultants and advisors to, the Company. Options will be
granted under the Stock Option Plans within the sole discretion of the Board of Directors.

Options granted to employees may either be incentive stock options (as defined in the Internal Revenue
Code of 1986, as amended) or nonqualified stock options. The purchase price of Class A common stock subject to
an option shall be determined by the Board of Directors at the time of grant, provided that the purchase price of
incentive stock optionsis not lessthan the fair market value of the Company's Class A common stock on the date of
grant. Subject to the foregoing, the terms of each option and theincrementsin whichit is exercisable are determined
by the Board of Directors, provided that no option may be exercised before one year or after ten yearsfrom the date
of grant. To the extent that the aggregate fair market value, as of the date of grant, of the shares for which incentive
stock options become exercisable for the first time by an optionee during any calendar year exceeds $100,000, the
portion of such option which isin excess of the $100,000 limitation will be treated as a nonqualified stock option.
In addition, if an optionee owns more than 10% of thetotal voting power of all classes of the Company's stock at the
time theindividual is granted an incentive stock option, the purchase price per share cannot be lessthan 110% of the
fair market value on the date of grant and the term of theincentive stock option cannot exceed fiveyearsfrom the date
of grant.

The following table summarizes the Company's stock option activity for the years ended December 31:

1998 1997

Weighted- Weighted-
Average Average
Exercise Exercise
Shares Price Shares Price
Outstanding at beginning of year 804,505 $2.58 712,114 $4.19
Granted 455,000 0.40 361,750 121
Forfeited (__66,876) 2.64  (269,359) 4.49
Outstanding at end of year 1,192,629 $1.37 804,505 $2.58

Options exercisable at year-end 459,629 466,311
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS (Continued)

9. Stock Options: (Continued)
Thefollowing tablesummarizesinformation about the Company'sstock optionsoutstanding at December
31, 1998:
Options Outstanding Options Exercisable
Number Average  Weighted- Number Weighted-
Outstanding  Remaining Average Outstanding Average
at December Contrac- Exercise  at December 31, Exercise
31, 1998 tual Life Price 1998 Price
Range of Exercise Pric-
€s
$0.38 to $0.55 707,961 2.28 $0.40 174,961 $.45
$0.88 to $1.50 245,400 351 0.94 45,400 1.22
$2.38 to $5.00 239,268 5.05 4.65 239,268 4.65
Total 1,192,629 3.09 $1.37 459,629 $2.71

At December 31, 1997, the Company has aright to repurchase 1,494 shares of Class B common stock
and 2,298 shares of Class E common stock, held by the president of the Company, upon the exercise of stock options
granted to certain employees of the Company, at arepurchase price of $.033 per share.

InOctober, 1998, the Company reduced the exercise price of Stock optionsfrom $0.88 ~ $7.62 per share
to the fair market value of $0.38 per share for specific individuals.

The Company applies APB Opinion 25, "Accounting for Stock Issued to Employees’, and related
interpretations in accounting for its Stock Option Plans. Compensation expenseis recorded when the exercise price
of optionsislessthan thefair value of the common stock at the measurement date, or when options previously issued
aremodified.

The following informationis provided in accordance with SFAS No. 123, "Accounting for Stock-based
Compensation." If the compensation cost for these planshad been determined based onthefair value at the grant dates
for awards consistent with themethod of SFA S Statement 123, the pro formaeffect on the Company's net lossand net
loss per share in 1998 and 1997 would have been:

1998 1997
Net |oss as reported $(1,206,340) $(1,648,514)
Pro forma $(1,380,375) $(1,932,927)
Net loss per share, as reported $(0.42) $(0.58)
Pro forma $(0.48) $(0.68)
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS (Continued)

9. Stock Options: (Continued)
The weighted average fair value of options granted during 1998 and 1997 was $0.35 and $0.82,

respectively. The fair value of each option granted in 1998 and 1997 was estimated on the date of grant using the
Black-Scholes option-pricing model with the following assumptions:

Risk freeinterest rate 4.12% to 6.8%
Expected life 2to 6 years
Volatility 113%- 121%
Dividend yield -

10. Income Taxes:

Deferred tax assets are comprised of the following at December 31, 1998:

Net operating loss carryforwards $5,143,000
Intangibles 190,000
Research and development credit carryforwards 312,300
Compensation related to stock options 125,100
Other differences between financial reporting
and tax basis of assets and liabilities 75,000
5,845,400
Va uation allowance (5,845,400)
Net deferred tax assets $ -

Dueto the uncertainty of the realization of the net deferred tax assets, the balance has been fully
reserved. The vauation allowance increased by $485,200 for the year ended December 31, 1998.
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SEPRAGEN CORPORATION
NOTESTO FINANCIAL STATEMENTS (Continued)

10. Income Taxes: (Continued)

The difference between the income tax benefit at the Federal statutory rate and the Company's
effective tax rate isas follows:

For the years ended December 31:

1998 1997
Statutory federal income tax rate 34% 34%
State income taxes 6 6
Change in valuation alowance (40)% (40)%

At December 31, 1998, the Company had net operating loss carryforwards avail able to reduce its future
taxableincome of approximately $14,015,000, for federal income tax purposes, and $6,364,000 for Californiastate
franchise purposes. These net operating losses expire at various times through 2013.

For federal and state tax purposes, the Company's net operating loss and tax credit carryforwards could
be subject to certain limitationson annual utilization dueto changesin ownership, asdefined by federal and statelaws.

11. Commitments:

The Company currently rents its office and production facility under an annual operating lease which
expires September 30, 2000. Rental expense for the years ended December 31, 1998 and 1997 was $86,599 and
$83,893, respectively.

The minimum rental commitment remaining on the leased property is asfollows:
Y ear Ending December 31

1999 96,071
2000 75,098
$171,169

OnAugust 30, 1994, the Company enteredinto an employment agreement with Vinit Saxena, itsPresident.
The agreement isfor asix year term (expiring September 2000). Mr. Saxenaisto receive a salary of $125,000 per
annum, plus a bonuses of up to $25,000 per annum. In addition, the agreement includes certain other insurance and
severance benefits.

12. Restricted Shares:

The Company has 1,209,894 restricted shares of Class E common stock issued and outstanding at
December 31, 1998. These shareswill convert to Class B common stock upon the Company's attainment of certain
predetermined earnings or market price targets. In the event the Company attains any of the predetermined earnings
or market price targets, the fair market value of these shares at the time they are converted to Class B common stock
will be deemed additional compensation expense to the Company to the extent such shares are held by officers,
directors, consultants or other employees of the Company. The Company will, in such event, recognize a substantial
non-cash charge to earnings which could have the effect of significantly increasing the Company's loss or reducing
or eliminating earnings, if any, at such time. If these predetermined earnings and market price targets are not met by
December 31, 1999, the shares will be redeemed by the Company at $.01 per share.
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Iltem 8. Changesin and Disagr eementswith Accountants on Accounting and Financial Disclosure.

(i) Effective January 13,1998, Coopers& Lybrand L L P, wasdismissed asindependent accountantsfor
Sepragen Corporation.

(ii) Commencing with the audit report and thefinancial statementsfor the Company'sfiscal year ended
December 31, 1996, Coopers& Lybrand LLP'sopinion on thefinancia condition of the Company was modified due
to recurring losses and cash flow deficienciesfrom operationsthat rai sed substantial uncertainty asto the Company's
ability to continue as a going concern, as more fully described in Note 1 to the Company's financial statements for
such period.

(iii) The decision to change the Company's independent accountants was approved by the Board of
Directors of the Company.

(iv) There have been and are no current disagreements with Coopers & Lybrand LLP on any matter of
accounting principles or practices, financial statements disclosure, or auditing scope or procedure.

Effective February 6, 1998, Grant Thornton LLP, was engaged as principal independent accountant for
Sepragen Corporation.
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PART 111

Iltem 9. Directors, Executive Officers, Promoters and Control Persons; Compliance with
Section 16(a) of the Exchange Act

The Company's Officers and Directors are elected annually to serve until the next annual meeting of
shareholders and thereafter until their successors are elected. The number of Directors presently authorized by the
Bylaws of the Company isfive.

Name, Offices and Position First
with the Company or Principal Becamea
Occupation and Dir ector ships Age | Director
VINIT SAXENA 43 1985

President, Chief Executive Officer, Chief Financial Officer, Chairman of
the Board and Director of the Company since 1985. Heistheinventor of
the Company's original radial flow chromatography technology. His
background includes several years as a biochemical engineer, product
marketing manager, and most recently as a product marketing manager
for industrial chromatography with Bio-Rad Laboratories (from
1980-1984) and a manager of production and bioengineering for
Bio-Response (now Baxter Healthcare) (from 1984-1985). Mr. Saxena
hasan M.S. in Chemica Engineering from Syracuse University and an
M.B.A. from the University of Cdliforniaat Berkeley. Mr. Saxenaalso
serves as adirector of Scan Incorporated of Mountain View, California, a
privately-held artificial intelligence medical imaging company.

ARMIN RAMEL* 73 1986
Director of the Company in September 1986 and was elected as Secre-
tary of the Company on 1995. He has been employed since July 1993 as
Vice President of Product Development of Scios Novalnc., a
publicly-held biotechnical company. From November 1982 to June
1993, Dr. Ramel was employed by Genentech, hislast position there
being Senior Director of the Process Science Division from April 1991
to June 1993. From 1969 to October 1982, Dr. Ramel was employed in
various positions at Hoffmann - LaRoche, Inc., hislast position there
being Director of the Biopolymer Research Department from 1977, to
October 1982. Prior to 1969, he was a professor at the University of
Basel, Switzerland and State University of New Y ork at Buffalo. Dr.
Ramel holdsaPh.D. in physical chemistry from the University of Basel.
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Occupation and Dir ector ships

KRIS VENKAT.

Dr. Venkat has been Chairman and Chief Executive officer of Phyton,
Inc. aprivately held company engaged in commercializing plant cell
culture technology since 1992. From 1976 through 1990, Dr. Venkat
served in various management positions with H.J. Heinz Company includ-
ing corporate director of science and technology from 1986 to 1990. Dr.
Venkat currently serves on the Board of Directors of Phyton, Inc.,
Androx Corporation, Biotechnology Trading Company, Biotechnology
Consortium of India Limited and Krystos group. Dr. Venkat also serves
on the faculty of the department of chemical and biochemical engineeri-
ng at Rutgers University. Dr. Venkat hasaM.S. degreeand Ph.D. in
Biochemical Engineering from Rutgers University.

Age

52

Became
Dir ector

September 1997

HENRY N. EDMUNDS.

Dr. Edmunds served as Vice President of corporate development and
Chief Financial Officer of SangStat Medical Corporation, aMenlo Park,
Cdlifornia based company, since 1992. From 1985 until 1992, Dr.
Edmunds was Director of Business development and business manager of
Genencor, Inc., a South San Francisco, California biotechnology com-
pany. Dr. Edmunds received his Ph.D. in Biotechnology from the Uni-
versity of California, Berkeley and his M.B.A. from the Stanford School
of Business.

56

September 1997

JOHN WALKER.

Mr. Walker successfully managed and sold companiesin separations and
dairy fields. He founded the Northern Californiaregion of TEC (The
Executive Committee, an organization dedicated to the empowerment of
CEOs). He mentors six new chairpersons of TEC. Heaso runshis
consulting firm John Walker and Associates, which provides, among
other things, strategic planning and management assistance to high tech
companies. Mr. Waker hasaB.A. in Industrial Engineering from Geor-
giaTech and an M.B.A. from Stanford University.

53

December 1998

Member of the Compensation Committee and Audit Committee.

Robert L eachresigned asadirector of the Company effective December 1, 1998. Quirin Mirandahasnot
been employed by the Company since September 4, 1998.

The Company is currently seeking to employ a Vice President of Manufacturing and a Chief Financial
Officer. Althoughthe Company hashad discussionsregarding such employment with certainindividuals, no assurance
can be given that the Company will be able to employ any of these or other individuals for these positions.

All directors hold office until the next annual meeting of shareholders and the election and qualification
of their successors. Directors receive compensation for serving on the Board of Directors as described below.
Pursuant to the Underwriting Agreement with Blair, the Company is required to appoint a nominee of Blair to the
Board of Directorsfor aperiod of five yearsfrom March 23, 1995. Blair has not yet selected such adesignee. The
Company has established audit and compensation committees, amgjority of whose members must be non-employee
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directors. Dr. Ramel and Mr. Leach serve on the audit and compensation committees. Officersare elected annually
by the Board of Directors and serve at the discretion of the Board (and in the case of Mr. Saxena and Dr. Miranda,
pursuant to their employment agreements).

Indemnification

Pursuant to the Company's Articlesof Incorporation, asamended, Bylaws and certain written agreements
dated October 27, 1994, officers and directors of the Company will be indemnified by the Company to the fullest
extent allowed under Californialaw for claims brought against them in their capacities as officers or directors. The
Company has obtained directors and officers liability insurancein September 1998. No assurance can be given that
the Company will be ableto maintain such insurance at areasonable price. Indemnificationwill not be provided if the
officer or director does not act in good faith and in a manner reasonably believed to be in the best interests of the
Company, or, with respect to any criminal proceedings, if the officer or director had no reasonabl e cause to believe
his conduct was lawful. Accordingly, indemnification may be sought for liabilities arising under the Securities Act.
The Underwriting Agreement for the Company's | PO contains provisions under which the Company and Blair have
agreed to indemnify each other (including officersand directors) for certainliabilities, including liabilitiesunder the
Securities Act. Insofar as indemnification for liabilities arising under the Securities Act may be permitted for
directors, officers and controlling persons of the Company pursuant to the foregoing provisions or otherwise, the
Company has been advised that in the opinion of the Securities and Exchange Commission, such indemnification is
against public policy as expressed in the Securities Act and may, therefore, be unenforceable.

Compliancewith Section 16(a) of the Exchange Act

Thefollowing directors and officer have not filed updated reports pursuant to Section 16(a) of the Exchange Act:

Vinit Saxena Form5
Armin Ramel Form5
*Quirin Miranda Form 5
*Robert Leach Forms3and 5
Henry Edmunds Forms3and 5
Kris Venkat Forms3and 5
John Walker Form 3

*=Resigned during 1998
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Item 10. Executive Compensation

Compensation of Directors

Members of the Board of Directorswho are not employees of the Company will receive an annual cash
fee of $3,000 plus $500 for each meeting of the Board of Directors and any of its committees attended by such
director, and will also be entitled to reimbursement of reasonable expensesincurred in attending such meetings.

Compensation of Executives
Employment Agreements

On August 30, 1994, the Company entered into employment agreements with Mr. Vinit Saxena as its
President and Chief Executive Officer, and Dr. Q. R. Miranda, itsVice President of Corporate Research. Mr. Saxena's
agreement isfor asix-year term and Dr. Miranda's agreement isterminabl e after 30 dayswritten notice. Mr. Saxena
andDr. Mirandaareto receive salaries of $125,000 and $90,000 per annum, respectively, plusbonusesup to $25,000
and $18,000 per annum, respectively. Such compensation may be increased and bonuses may be given upon the
gpprova of the Board of Directors of the Company. Mr. Saxenaand Dr. Miranda have each agreed to devote their full
time and efforts to their employment with the Company. Each of them will be entitled to participate in employee
benefit plans.

Dr. Miranda has not been employed by the Company since September 4, 1998.

The Company has theright to terminate either agreement for cause or as aresult of death or permanent
disability. Except in the case of termination for cause, upon early termination of their agreements, Mr. Saxena and
Dr. Miranda will be entitled to receive their salary plus fringe benefits for a period of 36 months and 12 months,
respectively, from the date of termination and any bonuses prorated through the date of termination, so long as they
do not violate the nondisclosure and nonsolicitation provisionsof their agreements; provided, however, any salary and
benefits to be received after termination will be reduced by any salary and benefits such persons receive from any
successor position during the post-termination payment periods.

Mr. Saxena and Dr. Miranda have agreed not to disclose to anyone confidential information of the
Company during the term of their employment or thereafter and will not compete with the Company during theterm
of their employment. All work, research and results thereof, including, without limitation, inventions, processes or
formulae, conceived or devel oped by Mr. Saxenaor Dr. Miranda during the term of employment which arerelated to
the business, research, and development work or field of operation of the Company, shall be the property of the
Company.

Key-Person Life Insurance

The Company has obtained key-person lifeinsurance coverage in the face amount of $2,000,000 on Mr.
Saxena naming the Company as beneficiary under such policy. The Company agreed with itsUnderwriter to maintain
such policy in force for at least three years from March 23, 1995.

1994 Stock Option Plan

On August 30, 1994, the Board of Directors and the sharehol ders of the Company adopted and approved
the 1994 Stock Option Plan. The 1994 Stock Option Plan provides for the grant of incentive stock options ("1SOs")
withinthe meaning of Section 422 of the Internal Revenue Code of 1986, asamended (the"Code"), and non-qualified
stock options ("NQSOs") to certain employees, officers, directors, consultants and agents of the Company. The
purpose of the 1994 Stock Option Planisto attract and retain qualified employees, agents, consultants, officers and
directors.
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Thetotal number of sharesof ClassA Common Stock with respect to which optionsmay be granted under
the 1994 Stock Option Plan is400,000. The shares subject to, and available under, the 1994 Stock Option Plan may
consist,inwholeor in part, of authorized but unissued stock or treasury stock not reserved for any other purpose. Any
shares subject to an option that terminates, expires or lapses for any reason, and any shares purchased upon exercise
of an option and subsequently repurchased by the Company pursuant to the terms of the options, become availablefor
grant under the 1994 Stock Option Plan.

The 1994 Stock Option Planisadministered by the Board of Directorsof the Company, which determines,
inits discretion, among other things, the recipients of grants, whether a grant will consist of 1SOs or NQSOs, or a
combination thereof, and the number of shares of Class A Common Stock to be subject to suchoptions. The Board
may, initsdiscretion, delegateitspower, dutiesand responsibilitiesunder the 1994 Stock Option Planto acommittee
consisting of two or more directorswho are " non-employee directors" within the meaning of Rule 16b-3 promulgated
under the Exchange Act. Theexercisepricefor ISOsmust beat |east 100% of the fair market value per share of Class
A Common Stock on the date of grant, as determined by the Board.

Options may be exercisable for aterm determined by the Board, which may not be less than one year or
greater than 10 yearsfrom the date of grant. No options may be granted under the 1994 Stock Option Plan later than
10 years after the 1994 Stock Option Plan's effective date of August 30, 1994. 1SOs are not transferable other than
by will or the laws of descent and distribution. NQSOs may be transferred to the optionee's spouse or linea
descendants, subject to certain restrictions. Options may be exercised during the holder'slifetime only by the holder
or his or her guardian or legal representative. Options may be exercised only while the original optionee has a
relationship with the Company which confers eligibility to be granted options or within 90 days after termination of
such relationship with the Company, or up to six months after death or total and permanent disability. Intheevent the
Company terminates such relationship between the original optionee and the Company for cause (as defined in the
1994 Stock Option Plan), all options granted to the optionee terminate immediately. In the event of certain basic
changesin the Company, including a change in control of the Company (as defined in the 1994 Stock Option Plan),
at the discretion of the Board, the Board may make certain adjustments to the outstanding stock options.

The 1994 Stock Option Plan contains certain limitations applicable only to | SOs granted thereunder to
satisfy specific provisions of the Code. For example, the aggregate fair market value, as of the date of grant, of the
shares to which | SOs become exercisable for the first time by an optionee during the calendar year may not exceed
$100,000. Inaddition, if an optionee owns morethan 10% of the Company'sstock at thetimetheindividual isgranted
an S0, the exercise price per share cannot be less than 110% of the fair market value per share and the term of the
option cannot exceed five years.

Options may be paid for in cash, by check or, in certain instances, by delivering an assignment of shares
of ClassA Common Stock having avalue equal to the option price, or any combination of the foregoing, as stipulated
in the option agreement entered into between the Company and the optionee. At the discretion of the Board, the
Company may |oan to the optionee some or all of the purchase price of the shares acquired upon exercise of anoption
granted under the 1994 Stock Option Plan.

The Board may modify, suspend or terminate the 1994 Stock Option Plan; provided, however, that certain
material modifications affecting the 1994 Stock Option Plan must be approved by the sharehol ders, and any change
inthe 1994 Stock Option Plan that may adversely affect an optionsrightsunder an option previously granted under the
1994 Stock Option Plan requires the consent of the optionee.

1996 Stock Option Plan
OnJune 28, 1996, the Board of Directorsand the shareholders of the Company adopted and approved the
1996 Stock Option Plan. The 1996 Stock Option Plan providesfor thegrant of incentive stock options("1SOs") within

the meaning of Section 422 of the Internal Revenue Code of 1986, as amended (the " Code"), and non-qualified stock
options ("NQSOs") to certain employees, officers, directors, consultants and agents of the Company. The purpose of
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the Stock Option Plan is to attract and retain qualified employees, agents, consultants, officers and directors. The
terms of this plan are substantially similar to the 1994 Stock Option Plan.

Thetotal number of sharesof ClassA Common Stock with respect to which optionsmay be granted under
the 1996 Stock Option Plan is 250,000. The shares subject to, and available under, the 1996 Stock Option Plan may
consist, inwholeor in part, of authorized but unissued stock or treasury stock not reserved for any other purpose. Any
shares subject to an option that terminates, expires or lapses for any reason, and any shares purchased upon exercise
of an option and subsequently repurchased by the Company pursuant to the terms of the options, become availablefor
grant under the 1996 Stock Option Plan.

Options Granted under 1994 and 1996 Stock Option Plans

Asof December 31, 1998 the Company had outstanding 1,196,629 options to purchase shares of Class
A Common Stock to five directors, 11 employees and seven consultants at prices ranging from $0.38 to $5.00 per
shareunder the 1994 and 1996 Stock Option Plans. To accommodatethe additional grantsof stock options, theBoard
of Directorsisin the process of establishing anew Stock Option Plan which will be subject to sharehol der approval
and will authorize 650,000 shares of Class A Commons Stock (of which 250,000 will be issuable to directors and
officers) to be issued under a new stock option plan.

Other Outstanding Stock Options

In addition to the shares of Class A Common Stock with respect to which options may be granted under
the Company's Stock Option Plans, the Board of Directorsof the Company hasgranted nongualified optionstovarious
investors and current and former directors, employees, and consultants to the Company to purchase an aggregate of
59,718 sharesof ClassB Common Stock and 91,876 shares of Class E Common Stock at aweighted average exercise
price of $5.47 per share, which are now fully vested.

401(k) Profit Sharing Plan
In 1995, the Company adopted a 401(k) profit sharing plan under which employees may defer aportion

of their salary. The Plan became effective in 1996 and employee deferrals and employer contributions of $62,000
were made in 1997 and $51,000 in 1998.
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Summary Compensation Table

Thefollowing table sets forth all compensation paid for the past three fiscal yearsto the chief executive
officer andto executiveofficerswhose cash compensation exceeded $100,000 during thefiscal year ended December
31, 1998.

Annua Compensation L-T Compensation

@ (b) (c) (d) ©)
Securities underlying

Name and Principal Position Yex Saary (1)(2) Bonus Options/SARS(#)
Vinit Saxena, President, Chief 1998 $123,640 $0 410,000
Executive Officer and Chief
Financial Officer
1997 $113,925 $0 40,000
1996 $127,051 $0 33,347
Quirin Miranda 1998 $86,836 $0 0
Vice President of Corporate
Research
1997 $84,806 $0 15,000
1996 $95,042 $0 22,642
(D) Includes all amounts paid or accrued and includes $500 and $500, respectively, matching contributions

to the Company's 401K Plan. Asof April 1995, Mr. Saxena's base salary increased to $125,000 per year
under his new employment agreement. See "Employment Agreements.”

(2 Includes health insurance costs for Mr. Saxena and his family in the amounts of $6,238, $6,894, and
$7,596 during 1996, 1997 and 1998, respectively.
(3) Includes health insurance costs for Mr. Miranda and his family in the amounts of $8,017, $8,868, and

$9,456 during 1996, 1997 and 1998, respectively.
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Option/SAR Grantsin Last Fiscal Year 1998

Individual Grants
@ (b) (© (d (e)

Percent of Tota
Options Options SARs | Exercise or
/SARs | granted to employ- base price | Expiration
Name Granted eesin fiscal year ($/Sh) date
Vinit Saxena 410,000 90.0% $.38 10/14/00

President, Chief Execu-
tive Officer, Chief Fi-
nancial Officer & Chair-
man of the Board(1)

Agoregated Option/SAR Exercisesin Last Fiscal Year 1998 and
1998 Fiscal Year-End Option/SAR Values

@ (b) (c) (d) (€)

Number of Securities Value of

Shares Vadue  Underlying Unexercised Unexercised In-the-Money
Acquired on Realized OptionsSARsat FY -End  Options/SARs a FY End
Exercise (#)(1) _ ($) Unexercisable Exercisable Unexercisable Exercisable

Name

Vinit Saxena 0 $0 478,214 183,457 $151,700(1) $0(2)
President, Chief

Executive Officer,

Chief Financial

Officer & Chairman of

the Board

(D Based on an assumed market value of $0.75 per share of Class A Common Stock.

In the last threefiscal years, the Company has not paid or awarded any other stock awards, options, stock
appreciation rights, or other long term incentive plan compensation to the executive officers named above.
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Item 11. Security Ownership of Certain Beneficial Ownersand M anagement.

The following table sets forth certain information as to the beneficial ownership of the Company's
Common Stock asof March 31, 1999 of: (i) each person who isknown by the Company to own beneficially morethan
5% of the outstanding sharesof the Company's Common Stock, (i) each director of the Company and (iii) all officers
and directors of the Company as agroup.

Name and Address of Number of Shares of Per centage of

Beneficial Owner Common Stock Common Stock Percentage of

or Number in Group Beneficially Owned (1) Beneficialy Owned (1) Voting Power

Vinit Saxena (2) 1,545,628 22.9% 31.7%
30689 Huntwood Avenue

Hayward, CA 94544

Michael Schneider (3) 1,409,873 22.8% 35.6%
150 Encinal Avenue
Atherton, CA 94025

K. Charles Janac (4) 1,016,124 16.4% 7.3%
651 River Oaks Parkway
San Jose, CA 95134

Eliezer Sternheim, Ph.D. (5) 572,916 9.5% 4.2%
46871 Bayside Parkway

Fremont, CA 94538

Henry N. Edmunds (6) 190,218 3.2% 1.4%
11096 Caminito Alvarez
San Diego, CA 92126-

5710

Armin Ramel, Ph.D. (7) 152,688 2.5% 1.1%
4 Sandstone
PortolaValley, CA 94028

KrisVenkat (8) 45,000 0.8% 0.3%
95 Brown Road
Ithaca, NY 14850

John Walker (9) 40,000 0.7% 0.3%
980 Covington Road
LosAltos, CA 94024

All directors and executive 1,859,779 26.8% 38.4%
officersasagroup (5in
number)

(D) Except as otherwiseindicated, each of the partieslisted has sole voting and investment power with respect

to al shares of Common Stock indicated below. Beneficial ownership is calculated in accordance with
Rule 13d-3(d) under the Securities Exchange Act of 1934, asamended. The Company has three classes
of Common Stock outstanding, Class A, Class B and Class E Common Stock.

Page 49



(2) Amounts and percentages include (i) 296,281 shares of Class B Common Stock and 455,826 shares of
Class E Common Stock each of which are convertible into one share of Class A Common Stock (each
share of Class B and E Common Stock hasfive votes per share); (ii) optionsto purchase 666,671 shares
of Class A Common Stock granted under the Company's Stock Option Plans; (iii) options to purchase
39,866 shares of Class A Common Stock, held by Renu Saxena, an employee of the Company and the
spouse of Vinit Saxena; and (iv) 14,984 shares owned jointly by Renu Saxena and Rakesh Chabra (Renu
Saxenasbrother). The Company hasaright to repurchase sharesfrom Mr. Saxenaupon exercise of certain
options. See"Certain Relationshipsand Related Transactions--Founder's Stock Repurchase Agreement.”

(3) Amounts and percentages include (i) 75,432 shares of Class B Common Stock and 116,051 shares of
Class E Common Stock; (ii) 262,051 shares of Class B Common Stock and 403,164 shares of Class E
Common Stock beneficially owned by Mr. Schneider or by Romic Environmental Technologies
Corporation("Romic"), of which Mr. Schneider is Chairman of the Board and aprincipal shareholder, (iii)
59,010 shares of Class B Common Stock and 90,910 shares of Class E Common Stock issuable under an
option held by Romic, (iv) 50,000 Class A Warrants, and (v) 275,614 shares of Classa Common Stock,
and(vi) 77,561 ClassA Warrants. See" Certain Relationshipsand Rel ated Transactions--Rel ationshipwith
Romic Environmental Technologies Corporation.”

(4 Amounts and percentages include 234,667 shares of Class A Common Stock.
(5) Amounts and percentages include 52,083 shares of Class A Common Stock.
(6) Amountsand percentagesinclude (i) optionsto purchase 40,000 sharesof ClassA Common Stock granted

under the Company's Stock Option Plans; (ii) 10,000 Class C Warrants, (iii) 127,471 shares of Class A
Common Stock and (iv) 12,747 Class A Warrants.

(7 Amountsand percentagesinclude (i) optionsto purchase 25,000 ClassA Warrants, (ii) optionsto purchase
58,750 shares of Class A Common Stock granted under the Company's Stock Option Plans; (iii) 59,946
shares of Class A Common Stock and (iv) 5.995 Class A Warrants.

(8) Amounts and percentages include options to purchase 40,000 shares of Class A Common Stock granted
under the Company's Stock Option Plans; and 5,000 Class C Warrants.
(9 Amounts and percentages include options to purchase 40,000 shares of Class A Common Stock granted

under the Company's Stock Option Plans.

Iltem 12. Certain Relationshipsand Related Transactions.

Founder's Stock Repurchase Agreement

IN1986, the Company enteredinto aFounder's Stock Repurchase Agreement (the" Founder's Agreement™)
with Vinit Saxena, the President, Chief Financia Officer, Chairman of the Board, and a principal shareholder of the
Company. The purpose of the Founder's Agreement wasto serve asan anti-dilution provision for the benefit of those
investorswho purchased sharesof Common Stock or acquired stock options covering sharesof Common Stock during
the term of the Agreement's effectiveness.

By itsterms, the Founder's Agreement Iapsed on March 10, 1989. However, pursuant to the terms of a
Covenant for the Benefit of Investorsdated March 10, 1986, the Company has acontinuing right to repurchase certain
sharesof Common Stock held by Mr. Saxenaupon the exercise of stock optionsgranted to certain present and former
employees by the Company during the period that the Founder's Agreement wasin effect. Asof March 31, 1998, the
continuing right of the Company to repurchase such shares covers 314 shares of Class B Common Stock and 483
shares of Class E Common Stock, for atotal of 797 shares, at arepurchase price of $.033 per share.
Relationship with Romic Environmental Technologies Corporation

On March 23, 1995, the Company issued Romic Environmental Technologies Corporation ("Romic")
57,224 shares of Class B Common Stock and 88,039 shares of Class E Common Stock in exchange for cancellation
of outstanding indebtednessin the principal amount of $727,000 and accrued interest of $67,909 thereon owed by the
Company toRomic. Asadditional considerationfor thecancellation of suchindebtednessand accruedinterest onsuch
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indebtedness, on March 23, 1995, the Company granted Romic an option to purchase 59,090 shares of Class B
Common Stock and 90,910 shares of Class E Common Stock at $5.50 per share. The optionisexercisableat any time
and terminates February 15, 2000.

Pursuant to management and consulting agreements with Romic, the Company and Romic developed
certain uses of RFC columnsin the environmental remediation field. On April 11, 1995, Romic assigned all rights
to such technology, including pending patent applications, to the Company.

Grant of stock options

Thefollowing directorsand officer were granted stock options:

Grant Date ExpireDate | Option Shares Exercise $/share
Robert Leach, Former Director | 6/13/96 6/13/01 5,000 $3.13
12/20/96 12/20/01 3,000 0.88
9/29/97 9/29/02 40,000 0.88
Dr. Quirin Miranda, Former 10/10/96 10/10/01 2,842 $2.38
Vice President
6/13/96 6/13/01 10,000 3.13
12/20/96 12/20/01 3,000 0.88
12/20/96 12/20/01 6,800 0.88
08/21/97 08/21/02 10,000 0.94
12/19/97 12/19/02 5,000 1.60
Armin Ramel, Director 06/13/96 06/13/01 12,000 $3.13
12/20/96 12/20/01 3,000 0.88
06/19/97 06/19/02 3,750 0.56
09/29/97 09/29/02 40,000 0.88
Vinit Saxena, CEO, CFO, Direc- | 06/13/96 06/13/01 15,000 $3.13
tor & Chairman
10/10/96 10/10/01 3,947 2.38
12/20/96 12/20/01 5,000 0.88
12/20/96 12/20/01 9,400 0.88
09/29/97 09/29/02 40,000 0.88
10/14/98 10/14/02 410,000 0.38
Dr. Henry N. Edmunds, Direc- 09/29/97 09/29/02 40,000 0.88
tor
KrisVenkat, Director 09/29/97 09/29/02 40,000 0.88
John Walker, Director 12/1/98 12/1/02 40,000 0.50
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Bridge Notes

The following officer and directors purchased Bridge Notes and related Class C warrants from the
Company pursuant to its November 3, 1997 private placement:

Kris Venkat $10,000
Dr. Henry N. Edmunds ~ $10,000
Dr. Quirin Miranda $25,000

Drs.Venkat and Mirandawererepaidin August 1998 and Dr. Edmunds convert hisnoteto ClassaCommon
Stock on December 15, 1998.

Shar eholder notes

InMay 1997, the Company borrowed $100,000 from asharehol der of the Company, payablewith interest
a 9.5% per annum and was due March 1, 1999. In June 1997, the Company borrowed $25,000 from Dr. Armin
Ramel, a director and shareholder of the Company, payable with interest at 9.5% per annum and such debt was
converted to Class A Common Stock on December 15, 1998. In June 1998, the Company borrowed $125,000 from
H. Michael Schneider, aformer director and shareholder of the Company, payable with interest at 9.5% per annum,
and such debt was converted into Class A Common Stock on December 15, 1998. In August 1998, the Company
borrowed $30,000 from Robert Leach, aformer director and shareholder of the Company, payable with interest at
9.5% per annum, and $15,000 of such debt was converted into Class A Common Stock on December 15,1998 with
the remaining $15,000 becoming due and payable on March 1, 1999. The unpaid notes are now past due and subject
to collection and additional costs. Termsfor repayment and extension are being negotiated.

Series A Preferred Stock

On September 1, 1998, the Company sold 175,439 sharesof Series A Preferred Stock. All of the shares
of Series A Preferred Stock were sold to Anchor Products Limited of Hamilton, New Zealand ("Anchor"). The
acquisition of Series A Preferred Stock by Anchor was consummated in connection with the execution of a
Commercial License Agreement between the Company and Anchor, whereby the Company licensed to Anchor a
technology that isolates proteins from whey, alow value cheese by-product. The shares of Series A Preferred Stock
were sold for cash inthe aggregate amount of $500,000 ($2.85 per share). There were no underwriting discounts or
commissions paid in connection with the transaction.

Thesharesof SeriesA Preferred Stock were sold pursuant to exemptionsfrom registration under section
4(2) and Regulation Sunder the Securities Act of 1933, in atransaction that wasnot publicly offered. AnchorisaNew
Zealand corporation.

The Company's Series A Preferred Stock provides for both a 75% dividend and liquidation preferences.
The dividend is payable from time to time at the election of the Board of Directors of the Company subject to the
Company retaining sufficient earnings and profits. The Preferred Stock is also convertible on or before September
30, 2000 into Class A Common Stock, at the conversion rate of $2.86 per share. On any voluntary or involuntary
liquidation, dissolution or winding-up of the Company, the holders of series A Preferred Shares shall receive, out of
the assets of the Company, the sum of $2.86 per Series A Preferred Share, plus an amount equal to any dividend
accrued and unpaid onthose series A Preferred Shares, before any payment shall be made or any assets distributed to
the holders of Common Stock. The Series A Preferred Shares shall be redeemable at the option of the holders of the
Series A Preferred Shares commencing September 30, 2003 and expiring December 31, 2008, at the cash price of
$2.86 per share, plus any accrued and unpaid dividends on the Series A Preferred Shares which are redeemed. In
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addition, each share of Series A Preferred Stock shall be automatically converted into one (1) share of Class A
Common Stock, if not previously redeemed, on January 1, 2009, or at any time the closing bid price per share of the
Company's Class A Common Stock shall average at least $3.86 per share over ninety (90) consecutive trading days
prior to January 1, 2004. The conversion ratio for the Series A Preferred Stock shall be adjusted in the event of
recapitalization, stock dividend, or any similar event effecting the Class A Common Stock.

Anchor may require the Company to immediately redeem the preferred shares in the event of certain
covenant breaches of the license agreement by the Company. The Company is currently in compliance with all such
covenants and does not anticipate any future material breach.

Conversion of Debt

On December 15, 1998, the Company issued to Charles Janac 781,457 sharesof Class A Common stock
and Warrantsto purchase 234,667 sharesof ClassA Common Stock at $0.46875 per share (expiring August 19, 2003)
in exchange for the conversion of $366,308 of notes and accrued interest held by Mr. Janac. Thesharesof ClassA
Common Stock and warrants were sold pursuant to exemptions from registration under sections 3(a)(11), 4(2) and
4(6) and Regulation D under the Securities Act of 1933, in atransaction that was not publicly offered.

On December 15, 1998, the Company issued to Eliezer Sternheim 520,833 shares of Class A Common
stock and Warrants to purchase 52,083 shares of Class A Common Stock at $0.48 per share (expiring December 15,
2003) in exchange for $250,000 cash. The shares of Class A Common Stock and warrants were sold pursuant to
exemptions fromregistration under sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, inatransaction
that was not publicly offered.

On December 15, 1998, the Company issued to Armin Ramel, adirector of the Company, 59,946 shares
of Class A Common stock and Warrants to purchase 5,995 shares of Class A Common Stock at $0.48 per share
(expiring December 15, 2003) in exchange for the conversion of $28,774 of notes and accrued interest held by Mr.
Ramel. Thesharesof ClassA Common Stock and warrantswere sold pursuant to exemptionsfrom registration under
sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in atransaction that was not publicly offered.

On December 15, 1998, the Company issued to Henry Edmunds, a director of the Company, 127,471
shares of Class A Common stock and Warrants to purchase 12,747 shares of Class A Common Stock at $0.48 per
share(expiring December 15, 2003) in exchangefor $50,000 cash and the conversion of $11,186 of notesand accrued
interest held by Mr. Edmunds. The shares of Class A Common Stock and warrants were sold pursuant to exemptions
from registration under sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in atransaction that was
not publicly offered.

OnDecember 15, 1998, the Company issued to Marcel Raedts 104,167 sharesof Class A Common stock
and Warrantsto purchase 10,417 shares of Class A Common Stock at $0.48 per share (expiring December 15, 2003)
inexchangefor the conversion of $50,000 in amountsowed to Mr. Raedtsfor servicesrendered. The sharesof Class
A Common Stock and warrants were sold pursuant to exemptions from registration under sections 3(a)(11) and 4(2)
and under the Securities Act of 1933, in atransaction that was not publicly offered.

On December 15, 1998, the Company issued to Michael Schneider, principal and director of Romic
Technologies Corp., 275,614 shares of Class A Common stock and Warrants to purchase 27,561 shares of Class A
Common Stock at $0.48 per share (expiring December 15, 2003) in exchangefor the conversion of $132,294 of notes
and accrued interest held by Mr. Schneider. The shares of Class A Common Stock and warrants were sold pursuant
to exemptions from registration under sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in a
transaction that was not publicly offered.

Page 53



On December 15, 1998, the Company issued to Robert Leach, aformer director of the Company,
32,475 shares of Class A Common stock and Warrants to purchase 3,248 shares of Class A Common Stock at $0.48
per share (expiring December 15, 2003) in exchangefor the conversion of $15,588 of notes and accrued interest held
by Mr. Leach. Thesharesof ClassA Common Stock and warrantswere sold pursuant to exemptionsfrom registration
under sections 3(a)(11), 4(2) and 4(6) under the Securities Act of 1933, in atransaction that wasnot publicly offered.

ltem 13. Exhibitsand Reportson Form 8-K

Eachexhibit identified below isfiled as part of thisreport. Exhibitsincorporated by referenceto aprior
filing are designated by a numbered footnote. Exhibits designated with a"+" constitute a management contract or
compensatory plan or arrangement required to be filed as an exhibit to this report pursuant to Item 13 of Form 10-
KSB.

@ Exhibits.

Thefollowing exhibits are filed as part of this Report:

110 Form of Underwriting Agreement
3.10 Restated Articles of Incorporation of the Company, as amended to date
3.2@ Restated Bylaws, as amended to date.

410 Form of Warrant Agreement among the Company, the Underwriter and American
Stock Transfer Company, including Forms of Class A Warrant Certificates and
Class B Warrant Certificates

4.20 Form of Unit Option Agreement between the Company and the Underwriter
4.3® Form of Specimen Class A Common Stock Certificate
4.49 Form of Specimen Class B Common Stock Certificate
450 Form of Specimen Class E Common Stock Certificate
4.69 Bridge Warrant Agreement, including forms of Bridge Warrant Certificate

10.1@  Leasedated July 3, 1995 between Hayward Business Park, Inc. and the Company.

10.2®*  Employment Agreement between the Company and Vinit Saxena effective Septem-
ber 1, 1994

10.39"  Employment Agreement between the Company and Q. R. Miranda effective
September 1, 1994

10.49 Form of Indemnification Agreement between the Company and each director and
officer of the Company

10.5%  Convertible Promissory Notes and Warrants

10.6%" 1994 Stock Option Plan
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10.79
10.89*
16.19
231
27

Master Purchasing Agreement with Thermax Limited dated April 23, 1996
1996 Stock Option Plan

L etter on Change in Certifying Accountant.

Consent of Grant Thornton LLP

Financial Data Schedule

o

@

©)

@

These exhibits which are incorporated herein by reference were previoudly filed by
the Company as exhibitsto its Registration Statement on Form SB-2 and Amend-
mentsNos. 1, 2, 3, 4 and 5 and Post Effective No. 1 (File No. 33-86888).

These exhibitswhich areincorporated herein by reference were previoudly filed by
the Company as exhibitsto its Quarterly Report on Form 10-QSB for the quarter
ended September 30, 1995.

These exhibits which are incorporated herein by reference were previoudly filed by
the Company as exhibits to its Quarterly Report on Form 10-QSB for the quarter
ended March 31, 1996.

These exhibitswhich areincorporated herein by reference were previoudly filed by
the Company as exhibitsto its Quarterly Report on Form 10-QSB for the quarter
ended June 30, 1996.

These exhibitswhich areincorporated herein by reference were previoudly filed by
the Company as exhibitsto its Report on Form 8-K dated January 13, 1998.

Exhibitsnot listed above have been omitted becausethey areinapplicable or becausetherequired informationisgiven
inthefinancial statements or notes thereto.

(b) Reportson Form 8-K.

No Forms 8-K werefiled in the fourth quarter of 1998
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to

be signed on its behalf by the undersigned thereunto duly authorized, on this 2nd day of July, 1999.

SEPRAGEN CORPORATION

By: /s Vinit Saxena

Vinit Saxena
Chief Executive Officer and
President

Pursuant on the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the

following personsin the capacities and on the datesindicated.

/9 Vinit Saxena

Vinit Saxena

(Principal Executive Officer and Principal
Financial Officer)

Chief Executive Officer, President,

Chief Financia Officer, Chairman of

the Board, and Director

/s Armin Ramel
Armin Ramel
Director and Secretary

/9 Kris Venkat
Kris Venkat
Director

/9 Henry N. Edmunds
Henry N. Edmunds
Director

/s/ John Walker
John Walker
Director
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an exhibit to this report pursuant to Item 13 of Form 10-KSB.
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Form of Underwriting Agreement

Restated Articles of Incorporation of the Company, as amended to date

Restated Bylaws, as amended to date.

Form of Warrant Agreement among the Company, the Underwriter and American
Stock Transfer Company, including Forms of Class A Warrant Certificates and Class
B Warrant Certificates

Form of Unit Option Agreement between the Company and the Underwriter

Form of Specimen Class A Common Stock Certificate

Form of Specimen Class B Common Stock Certificate

Form of Specimen Class E Common Stock Certificate

Bridge Warrant Agreement, including forms of Bridge Warrant Certificate

Lease dated July 3, 1995 between Hayward Business Park, Inc. and the Company.
Employment Agreement between the Company and Vinit Saxena effective September
1, 1994

Employment Agreement between the Company and Q. R. Miranda effective Septem-
ber 1, 1994

Form of Indemnification Agreement between the Company and each director and
officer of the Company

Convertible Promissory Notes and Warrants

1994 Stock Option Plan

Master Purchasing Agreement with Thermax Limited dated April 23, 1996
1996 Stock Option Plan

L etter on Change in Certifying Accountant.
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These exhibits which are incorporated herein by reference were previoudly filed by
the Company as exhibitsto its Registration Statement on Form SB-2 and Amend-
mentsNos. 1, 2, 3, 4 and 5 and Post Effective No. 1 (File No. 33-86888).

These exhibits which are incorporated herein by reference were previoudly filed by
the Company as exhibits to its Quarterly Report on Form 10-QSB for the quarter
ended September 30, 1995.

These exhibitswhich areincorporated herein by reference were previoudly filed by
the Company as exhibitsto its Quarterly Report on Form 10-QSB for the quarter
ended March 31, 1996.

These exhibitswhich areincorporated herein by reference were previoudly filed by
the Company as exhibitsto its Quarterly Report on Form 10-QSB for the quarter
ended June 30, 1996.

These exhibitswhich areincorporated herein by reference were previoudly filed by
the Company as exhibitsto its Report on Form 8-K dated January 13, 1998.






EXHIBIT 23.1
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Consent L etter

We haveissued our report dated June 25, 1999, accompanying the financial statements incorporated in the Annual
Report of Sepragen Corporation on Form 10-KSB for the years ended December 31, 1998 and 1997. We hereby
consent to the incorporation by reference of said report in the Registration Statements of Sepragen Corporation on
Forms S-8 (File Nos. 33-95182 and 333-11903).

/9 Grant Thornton LLP
San Jose, California
June 25, 1999
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