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PART I [] FINANCIAL INFORMATION

Item 1.Financial Statements.

Net Revenues
Cost of sales

Gross Margin

Selling, general and administrative
Research, development and engineering
Amortization of intangible assets

Other special charges

Operating Income

Gain (loss) on investments, net
Interest expense

Interest income

Other income (expense), net

Income before Income Taxes
Provision (benefit) for income taxes

Income from Continuing Operations

APPLERA CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)
(Dollar amounts in thousands except per share amounts)

Three Months Ended
December 31,

Six Months Ended
December 31,

Loss from discontinued operations, net of income taxes

Net Income

Applied Biosystems Group (see Note 2)

Income from Continuing Operations
Basic and diluted per share

Loss from Discontinued Operations
Basic and diluted per share

Net Income
Basic and diluted per share

Dividends per share
Celera Genomics Group (see Note 2)

Net Loss
Basic and diluted per share

2002 2003 2002 2003
$ 473,017 $485,335 $ 890,350 $3890,372
230,326 230,678 425,220 421,156
242,691 254,657 465,130 469,216
111,426 123,266 219,527 230,623
103,285 94,947 206,576 187,359
1,723 725 4,423 1,450
24,313 (615) 24,313 (615)
1,944 36,334 10,291 50,399
(273) 6,486 (273) 7,031
(193) (166) (403) (302)
7,875 6,016 16,464 12,222
3,050 1,942 935 956
12,403 50,612 27,014 70,306
(1,021) 8,041 1,525 11,723
13,424 42,571 25,489 58,583
(16,400)
$ 13,424 $ 42,571 $ 9,089 $ 58,583
$ 29,187 $ 52,417 $ 63,409 $ 85,795
$ 0.14 $ 0.25 $ 0.30 $ 0.41
$ 0s$ 0$ (16,400) s 0
$ 0s$ 0s (0.08) s i
$ 29,187 $ 52,417 $ 47,009 $ 85,795
$ 0.14 $ 0.25 $ 0.22 $ 0.41
$ 0.0425 $ 0.0425 $ 0.0850 $ 0.0850
$ (16,124) $ (13,556) $ (35,773) $ (29,842)
$ (0.23) $ (0.19) $ (0.50) $ (0.41)

See accompanying notes to the Applera Corporation unaudited condensed consolidated financial statements.
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APPLERA CORPORATION
CONDESNSED CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(Dollar amounts in thousands)
At
At June 30, December 31,
2003 2003
(Unaudited)
Assets
Current assets
Cash and cash equivalents $ 654,283 $ 719,565
Short-term investments 749,785 689,967
Accounts receivable, net 423,549 372,133
Inventories, net 152,060 164,493
Prepaid expenses and other current assets 93,706 104,265
Total current assets 2,073,383 2,050,423
Property, plant and equipment, net 526,591 518,295
Other long-term assets 657,518 619,511
Total Assets $ 3,257,492 $ 3,188,229
Liabilities and Stockholders[] Equity
Current liabilities
Current portion of long-term debt $ 0s$ 16,660
Accounts payable 166,319 130,673
Accrued salaries and wages 79,623 66,312
Accrued taxes on income 85,943 81,456
Other accrued expenses 281,435 279,655
Total current liabilities 613,320 574,756
Long-term debt 17,101
Other long-term liabilities 286,786 273,867
Total Liabilities 917,207 848,623
Stockholders[] Equity
Capital stock
Applera Corporation [] Applied Biosystems Group 2,128 2,130
Applera Corporation [] Celera Genomics Group 723 727
Capital in excess of par value 2,102,936 2,104,849
Retained earnings 355,252 396,017
Accumulated other comprehensive loss (54,485) (28,053)
Treasury stock, at cost (66,269) (136,064)
Total Stockholders[] Equity 2,340,285 2,339,606
Total Liabilities and Stockholders[] Equity $ 3,257,492 $ 3,188,229

See accompanying notes to the Applera Corporation unaudited condensed consolidated financial statements.
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APPLERA CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)
(Dollar amounts in thousands)

Operating Activities of Continuing Operations
Income from continuing operations

Adjustments to reconcile income from continuing operations to net cash provided by
operating activities:

Depreciation and amortization

Asset impairments

Provisions for office closures and severance costs
Long-term compensation programs

(Gain) loss from investments and sale of assets, net
Deferred income taxes

Loss from equity method investees

Changes in operating assets and liabilities:
Accounts receivable

Inventories

Prepaid expenses and other assets

Accounts payable and other liabilities

Net Cash Provided by Operating Activities of Continuing Operations

Investing Activities of Continuing Operations
Additions to property, plant and equipment, net
Proceeds from short-term investments, net
Purchases of long-term investments

Acquisitions and other investments, net

Proceeds from the sale of assets, net
Net Cash Provided by Investing Activities of Continuing Operations

Net Cash Used by Operating Activities of Discontinued Operations

Financing Activities

Net change in loans payable

Dividends

Purchases of common stock for treasury
Proceeds from stock issued for stock plans

Net Cash Used by Financing Activities
Effect of Exchange Rate Changes on Cash

Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents Beginning of Period

Cash and Cash Equivalents End of Period

Six months ended
December 31,

2002 2003
$ 25489 $ 58,583
69,879 65,741
10,017 (6)
23,744 (609)
3,572 2,079
273 (6,965)
(32,340) (19,645)
4,338 758
14,452 72,786
(16,837) (14,518)
(2,438) 5,792
(28,664) (81,697)
71,485 82,299
(62,584) (32,783)
184,246 74,498
(16,834)
(288)
539 21,480
105,367 62,907
(1,263) (79)
(291)
(17,798) (26,504)
(6,847) (83,962)
22,384 13,156
(2,552) (97,310)
9,768 17,465
182,805 65,282
470,218 654,283
$ 653,023 $719,565
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See accompanying notes to the Applera Corporation unaudited condensed consolidated financial statements.
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APPLERA CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1 [] Interim Condensed Consolidated Financial Statements

We prepare our unaudited interim condensed consolidated financial statements and related disclosures in
conformity with accounting principles generally accepted in the United States of America, or GAAP. In preparing
these statements, we are required to use estimates and assumptions. While we believe we have considered all
available information, actual results could affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. We have reclassified some prior year amounts in the condensed
consolidated financial statements and notes for comparative purposes. The results for the interim periods are not
necessarily indicative of trends or future financial results. When used in these notes, the terms [JApplera,[]
OCompany,[] Jwe,[] [Jus,[] or [Jour{] mean Applera Corporation and its subsidiaries.

We consistently applied the accounting policies described in our 2003 Annual Report to Stockholders in
preparing these unaudited interim financial statements. We made all adjustments that are necessary, in our
opinion, for a fair statement of the results for the interim periods. These adjustments are of a normal recurring
nature. We condensed or omitted from these interim financial statements several notes and other information
included in our 2003 Annual Report to Stockholders. You should read these unaudited interim condensed
consolidated financial statements in conjunction with our consolidated financial statements presented in our 2003
Annual Report to Stockholders.

Note 2 [] Earnings (Loss) per Share, Including Pro Forma Effects of Stock-Based Compensation

The following tables present a reconciliation of basic and diluted earnings (loss) per share and illustrate what net
income and earnings per share would have been if we had applied the fair value method of accounting for
employee stock plans as required by Statement of Financial Accounting Standards No. 123 (JSFAS 123[]),
JAccounting for Stock-Based Compensation.[]

The earnings (loss) per share and pro forma effects on results for the three months ended December 31 are
presented below:

Applera Corporation

(Dollar amounts in millions) 2002 2003
Net income, as reported $ 134 $ 42.6
Add: Stock-based employee compensation expense included in reported net

income, net of tax 0.6 0.6
Deduct: Stock-based employee compensation expense determined under fair value

based method, net of tax 37.7 35.0
Pro forma net income (loss) $ (23.7) $ 8.2

4
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APPLERA CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

continued
Applied Biosystems Celera Genomics
Group Group

(Dollar amounts in millions, except per share amounts) 2002 2003 2002 2003
Net income (loss), as reported $ 292 % 52.4 $ (16.1) $ (13.6)
Add: Stock-based employee compensation expense

included in reported net income (loss), net of

tax 0.4 0.4 0.2 0.2
Deduct: Stock-based employee compensation expense

determined under fair value based method, net

of tax 29.9 28.4 7.8 6.5
Pro forma net income (loss) $ (0.3) $ 24.4 $ (23.7) $ (19.9)
Weighted average number of common shares

Basic 209.1 206.9 71.4 72.4

Common stock equivalents 1.5 4.7

Diluted 210.6 211.6 71.4 72.4
Earnings (loss) per share

Basic and diluted ] as reported $ 0.14 $ 0.25 $ (0.23) $ (0.19)

Basic and diluted [] pro forma $ os$ 0.12 $ (0.33) $ (0.27)

The earnings (loss) per share and pro forma effects on results for the six months ended December 31 are

presented below:

Applera Corporation

(Dollar amounts in millions) 2002 2003

Income from continuing operations, as
reported $ 255 $ 58.6
Add: Stock-based employee

compensation expense included in

reported income from continuing

operations, net of tax 2.0 1.2
Deduct: Stock-based employee

compensation expense determined

under fair value based method, net

of tax 75.7 71.0

Pro forma loss from continuing operations $ (48.2) $ (11.2)
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APPLERA CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

continued
Applied Biosystems Celera Genomics
Group Group

(Dollar amounts in millions, except per share amounts) 2002 2003 2002 2003
Income (loss) from continuing operations, as reported $ 634 $ 85.8 $ (35.8) $ (29.8)
Add: Stock-based employee compensation expense

included in reported income (loss) from

continuing operations, net of tax 1.5 0.8 0.5 0.4
Deduct: Stock-based employee compensation expense

determined under fair value based method, net

of tax 59.5 57.8 16.2 13.2
Pro forma income (loss) from continuing operations $ 54 $ 28.8 $ (51.5) $ (42.6)
Weighted average number of common shares

Basic 208.9 207.6 71.3 72.3

Common stock equivalents 1.4 4.0

Diluted 210.3 211.6 71.3 72.3
Earnings (loss) per share from continuing operations

Basic and diluted ] as reported $ 0.30 $ 0.41 $ (0.50) $ (0.41)

Basic and diluted [] pro forma $ 0.03 $ 0.14 $ (0.72) $ (0.59)

Options to purchase stock at exercise prices greater than the average market prices of our common stocks were
excluded from the computation of diluted earnings per share because the effect would have been antidilutive.
Additionally, options and warrants to purchase shares of Applera Corporation-Celera Genomics Group Common
Stock (JApplera-Celera stock[]) were excluded from the computation of diluted loss per share because the effect
was antidilutive. The following table presents the number of shares excluded from the diluted earnings and loss
per share computations for the three and six month periods ended December 31:

(Shares in millions) 2002 2003
Applera Corporation-Applied Biosystems Group Common Stock 26.4 17.3
Applera-Celera stock 11.7 12.0

In determining the pro forma impact for employee stock plans under SFAS 123, we estimated the fair value of the
options at the grant date using the Black-Scholes option-pricing model with the following weighted average
assumptions for the three and six month periods ended December 31:

6
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APPLERA CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

continued
Three months ended Six months ended
December 31, December 31,

2002 2003 2002 2003
Applied Biosystems Group
Dividend yield 0.97% 0.82% 0.96% 0.82%
Volatility 71.98% 71.08% 71.56% 71.25%
Risk-free interest rate 3.19% 3.32% 3.24% 3.23%
Expected option life in years 5 5 5 5
Celera Genomics Group
Volatility 97.28% 85.79% 97.65% 89.98%
Risk-free interest rate 3.21% 3.32% 3.27% 3.25%
Expected option life in years 4 4 4 4

Note 3 [] Special Charges

During the second quarter of fiscal 2003, the Applied Biosystems group recorded pre-tax charges totaling $33.8
million associated with the termination of approximately 400 employees, mainly in the U.S. and Europe,
impairment of assets, and office closures. The $33.8 million charge consisted of $24.3 million recorded in other
special charges and $9.5 million for the impairment of assets recorded in cost of sales. Positions eliminated were
primarily within the areas of research, manufacturing, sales, marketing and administration. The Applied
Biosystems group recorded pre-tax benefits of $4.3 million in the fourth quarter of fiscal 2003 and $0.6 million in
the second quarter of fiscal 2004 for reductions in anticipated employee-related costs associated with this
program. The following table details the major components of the special charges:

Employee-Related Asset Office
(Dollar amounts in millions) Charges Impairment Closures Total
Total charges $ 229 $ 95 $ 14 $ 33.8
Cash payments 16.4 0.5 16.9
Non-cash charges 95 0.5 10.0
Reduction of expected costs 4.9 4.9
Balance at December 31, 2003 $ 1.6 $ 0% 04 $ 2.0

The termination of the employees and the cash payments relating to the workforce reductions and office closures
were substantially completed by December 31, 2003. These payments were funded primarily by cash provided by
operating activities.

Note 4 [ Comprehensive Gain
The components of comprehensive gain (loss) are reflected net of tax, except for foreign currency translation
adjustments, which are generally not adjusted for income taxes as they relate to indefinite

7
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APPLERA CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
continued

investments in non-U.S. subsidiaries. Comprehensive gain (loss) for the three and six month periods ended
December 31 were as follows:

Three months ended Six months ended
December 31, December 31,
(Dollar amounts in millions) 2002 2003 2002 2003
Net income $ 13.4 $ 426 $ 9.1 $ 58.6
Other comprehensive gain (loss):
Net unrealized gains (losses) on investments (0.4) 2.3 (6.1) 3.4
Net unrealized gains on investments reclassified into
earnings (0.1) 4.2) (0.1) 5.7
Net unrealized gains (losses) on hedge contracts (8.5) (15.0) 0.8 24.3
Net unrealized losses on hedge contracts reclassified
into earnings 6.4 9.6 8.2 12.3
Foreign currency translation adjustments 19.1 35.7 13.7 40.7
Total other comprehensive gain 16.5 28.4 16.5 26.4
Total comprehensive gain $ 299 $ 71.0 $ 25.6 $ 85.0

Note 5 [] Inventories
Inventories included the following components:

June 30, December 31,

(Dollar amounts in millions) 2003 2003
Raw materials and supplies $ 58.7 $ 54.2
Work-in-process 5.5 10.4
Finished products 87.9 99.9
Total inventories $ 152.1 $ 164.5

Note 6 [] Goodwill and Intangible Assets
The following table presents our intangible assets subject to amortization:

June 30, 2003 December 31, 2003
Weighted Gross Gross
Average Carrying Accumulated Carrying Accumulated
(Dollar amounts in millions) Life Amount Amortization Amount Amortization
Patents 75 $ 447 $ 212  $ 44.7 $ 23.7
Acquired technology 5.9 60.0 30.0 60.0 33.6
Favorable operating leases 4.0 11.6 4.7 11.6 6.2

)
)
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APPLERA CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
continued

Aggregate amortization expense was as follows:

Three months ended Six months ended

December 31, December 31,
(Dollar amounts in millions) 2002 2003 2002 2003
Applied Biosystems group $ 24 $ 25 $ 48 $ 5.1
Celera Genomics group 1.7 0.7 4.4 1.5
Celera Diagnostics 0.5 0.5 1.0 1.0
Consolidated $ 46 $ 3.7 $ 10.2 % 7.6

The Applied Biosystems group records a substantial portion of amortization expense in cost of sales. The Celera
Genomics group records amortization expense in amortization of intangible assets, and Celera Diagnostics

records amortization expense in cost of sales. Amortization expense for the Celera Genomics group in fiscal 2003

included the amortization of some intangible assets acquired as part of the acquisition of Axys Pharmaceuticals,
Inc. in fiscal 2002.

At December 31, 2003, we estimated annual amortization expense of our intangible assets for each of the next

five fiscal years to be as shown in the following table. Future acquisitions or impairment events could cause these

amounts to change.

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in millions) Group Group Diagnostics Consolidated
2004 $ 99 $ 29 $ 2.1 $ 14.9
2005 9.3 2.9 2.1 14.3
2006 9.2 1.1 2.1 12.4
2007 8.2 2.0 10.2
2008 5.4 0.4 5.8

The carrying amount of goodwill at June 30, 2003, and December 31, 2003, was $39.4 million, of which $36.7
million was allocated to the Applied Biosystems group and $2.7 million was allocated to the Celera Genomics
group.

Note 7 [] Supplemental Cash Flow Information
Significant non-cash financing activities were as follows:

9
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
continued

Six months ended
December 31,

(Dollar amounts in millions) 2002 2003
Dividends declared but not paid $ 89 $ 0
Issuances of restricted stock $ 02 $ 6.6

Note 8 [ Guarantees

Leases

We provide lease-financing options to our customers through third party financing companies. For some leases,
the financing companies have recourse to us for any unpaid principal balance upon default by the customer. The
leases typically have terms of three years and are secured by the underlying instrument. In the event of default
by a customer, we would repossess the underlying instrument. We record revenues from these transactions upon
the shipment of products and maintain a reserve for estimated losses on all lease transactions with recourse
provisions based on historical default rates and current economic conditions. At December 31, 2003, the
financing companies[] outstanding balance of lease receivables with recourse to us was $9.3 million. We believe
that we could recover the entire balance from the resale of the underlying instruments in the event of default by
all customers.

Guarantee of pension benefits for divested business

As part of the divestiture of our Analytical Instruments business in fiscal 1999, the purchaser of the Analytical
Instruments business is paying for the pension benefits for employees of a former German subsidiary. However,
we guaranteed payment of these pension benefits should the purchaser fail to do so, as these benefits were not
transferable to the buyer under German law. The guaranteed payment obligation, which approximated $53
million at December 31, 2003, is not expected to have a material adverse effect on our consolidated financial
position.

Indemnifications

In the normal course of business, we enter into some contracts under which we indemnify third parties for
intellectual property infringement claims or claims arising from breaches of representations or warranties. In
addition, from time to time, we provide indemnity protection to third parties for claims arising from undisclosed
liabilities, product liability, environmental obligations, representations and warranties, and other claims relating
to past performance. In these agreements, the scope and amount of remedy, or the period in which claims can be
made, may be limited. It is not possible to determine the maximum potential amount of future payments, if any,
due under these indemnities due to the conditional nature of the obligations and the unique facts and
circumstances involved in each agreement. Historically, payments made related to these indemnifications have
not been material to our consolidated financial position.

Product warranties
We accrue warranty costs for product sales at the time of shipment based on historical experience as well as
anticipated product performance. Our product warranties extend over a specified period of

10
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
continued

time ranging up to two years from the date of sale depending on the product subject to warranty. We periodically
review the adequacy of our warranty reserve, and adjust, if necessary, the warranty percentage and accrual
based on actual experience and estimated costs to be incurred.

The following table provides an analysis of the warranty reserve:

(Dollar amounts in millions)

Balance at June 30, 2003 $ 15.1
Accruals for warranties 14.2
Usage of reserve (13.8)
Balance at December 31, 2003 $ 15.5

Note 9 [] Contingencies

Litigation

We are involved in various legal proceedings from time to time, including actions with respect to commercial,
intellectual property, antitrust, environmental, securities, and employment matters. We believe that we have
meritorious defenses against the claims currently asserted against us and intend to defend them vigorously. The
following is a description of some claims we are currently defending.

Applera and some of its officers are defendants in a lawsuit purportedly brought on behalf of purchasers of
Applera-Celera stock in our follow-on public offering of Applera-Celera stock completed on March 6, 2000. In the
offering, we sold an aggregate of approximately 4.4 million shares of Applera-Celera stock at a public offering
price of $225 per share. The lawsuit, which was commenced with the filing of several complaints in April and May
2000, is pending in the U.S. District Court for the District of Connecticut, and an amended consolidated
complaint was filed on August 21, 2001. The consolidated complaint generally alleges that the prospectus used in
connection with the offering was inaccurate or misleading because it failed to adequately disclose the alleged
opposition of the Human Genome Project and two of its supporters, the governments of the U.S. and the U.K,, to
providing patent protection to our genomic-based products. Although the Celera Genomics group has never
sought, or intended to seek, a patent on the basic human genome sequence data, the complaint also alleges that
we did not adequately disclose the risk that the Celera Genomics group would not be able to patent this data. The
consolidated complaint seeks monetary damages, rescission, costs and expenses, and other relief as the court
deems proper.

We are involved in several litigation matters with M]J Research, Inc., which commenced with our filing claims
against MJ Research based on its alleged infringement of some polymerase chain reaction, or PCR, patents. In
response to our claims, M] Research filed counterclaims including, among others, allegations that we have
licensed and enforced these patents through anticompetitive conduct in violation of federal and state antitrust
laws, and MJ Research is seeking injunctive relief, monetary damages, costs and expenses, and other relief. A
trial on these matters is expected to commence in March 2004. Subsequently, on September 21, 2000, M]J
Research filed an action against us in the U.S. District Court for the District of Columbia. This complaint is based
on the allegation that the patents underlying our DNA sequencing instruments

11
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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were improperly obtained because one of the alleged inventors, whose work was funded in part by the U.S.
government, was knowingly omitted from the patent applications. Our patents at issue are U.S. Patent Nos.
5,171,534, entitled [JAutomated DNA Sequencing Technique,[] 5,821,058, entitled [JAutomated DNA Sequencing
Technique,[] 6,200,748, entitled [[Tagged Extendable Primers and Extension Products,[] and 4,811,218, entitled [JReal
Time Scanning Electrophoresis Apparatus for DNA Sequencing.[] The complaint asserts violations of the federal
False Claims Act and the federal Bayh Dole Act, invalidity and unenforceability of the patents at issue, patent
infringement, and various other civil claims against us. MJ Research is seeking monetary damages, costs and
expenses, injunctive relief, transfer of ownership of the patents in dispute, and other relief as the court deems
proper. MJ Research claims to be suing in the name of the U.S. government although the government has to date
declined to participate in the suit. On October 9, 2003, the case against us was dismissed but M]J Research has
filed a notice of appeal.

Promega Corporation filed a patent infringement action against Lifecodes Corporation, Cellmark Diagnostics,
Genomics International Corporation, and us in the U.S. District Court for the Western District of Wisconsin on

April 24, 2001. The complaint alleges that the defendants are infringing Promega[js U.S. Patent Nos. 6,221,598

and 5,843,660, both entitled JMultiplex Amplification of Short Tandem Repeat Loci,[] due to the defendants[] sale of
forensic identification and paternity testing kits. Promega is seeking monetary damages, costs and expenses,
injunctive relief, and other relief as the court deems proper. The defendants answered the complaint on July 9,

2001, and we asserted counterclaims alleging that Promega is infringing our U.S. Patent No. 6,200,748, entitled
[JTagged Extendable Primers and Extension Products,[] due to Promega[]s sale of forensic identification and paternity
testing kits. As a result of settlement negotiations, the case was dismissed without prejudice on October 29, 2002,
but could be re-filed against us if settlement negotiations are not successful.

Beckman Coulter, Inc. filed a patent infringement action against us in the U.S. District Court for the Central
District of California on July 3, 2002. The complaint alleges that we are infringing Beckman Coulter{]s U.S. Patent
Nos. RE 37,606 and 5,421,980, both entitled [JCapillary Electrophoresis Using Replaceable Gels,[] and U.S. Patent
No. 5,552,580, entitled [[Heated Cover Device,[] although it does not identify the specific facts on which this
allegation is based. Since Beckman Coulter filed this claim, U.S. Patent No. 5,421,980 has been reissued as U.S.
Patent No. RE 37,941, entitled [JCapillary Electrophoresis Using Replaceable Gels.[] On January 13, 2003, the court
permitted Beckman Coulter to make a corresponding amendment to its complaint. Beckman Coulter is seeking
monetary damages, costs and expenses, injunctive relief, and other relief as the court deems proper. On February
10, 2003, we filed our answer to Beckman Coulter{]s allegations, and counterclaimed for declaratory relief that the
Beckman Coulter patents underlying Beckman Coulter[]s claim are invalid, unenforceable, and not infringed. We
are seeking dismissal of Beckman Coulter[]Js complaint, costs and expenses, declaratory and injunctive relief, and
other relief as the court deems proper.

Henry Huang (an individual) filed an action against us and the Applied Biosystems group and the other parties
described below in the U.S. District Court for the Central District of California on February 19, 2003. Mr. Huang[]s
complaint seeks to change inventorship of the patents described below, and claims breach of contract, fraud,
conversion, and unjust enrichment. The complaint
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relates to U.S. Patent Nos. 5,171,534, entitled [JAutomated DNA Sequencing Technique,[] 5,821,058, entitled
JAutomated DNA Sequencing Technique,[] 6,200,748, entitled [[Tagged Extendable Primers and Extension Products,[]
and 4,811,218, entitled [JReal Time Scanning Electrophoresis Apparatus for DNA Sequencing.[] U.S. Patent Nos.
5,171,534, 5,821,058, and 6,200,748 are assigned to the California Institute of Technology and licensed by the
Applied Biosystems group. U.S. Patent No. 4,811,218 is assigned to the Applied Biosystems group. Also named in
the complaint are the California Institute of Technology, Lloyd Smith, Leroy Hood, Michael Hunkapiller, Timothy
Hunkapiller, Charles Connell, John Lytle, William Mordan, and John Bridgham. Lloyd Smith, Leroy Hood, Michael
Hunkapiller, Timothy Hunkapiller, and Charles Connell are the inventors named on U.S. Patent Nos. 5,171,534,
5,821,058, and 6,200,748. Michael Hunkapiller, Charles Connell, John Lytle, William Mordan, and John Bridgham
are the inventors named on U.S. Patent No. 4,811,218. The issues involved in this litigation are related to the
issues in the M]J Research, Inc. litigation that was filed September 21, 2000, which is described above. Mr. Huang
is alleging that he is the sole inventor on U.S. Patent Nos. 5,171,534, 5,821,058, 6,200,748, and 4,811,218. He is
seeking to substitute himself for the named inventors on the relevant patents, and to have himself named as the
sole assignee of the patents, and is also seeking monetary damages, costs, expenses, and other relief as the court
deems proper. A trial was completed on December 22, 2003, and a decision from the judge is pending.

Genetic Technologies Limited filed a patent infringement action against us in the U.S. District Court for the
Northern District of California on March 26, 2003. They filed an amended complaint against us on August 12,

2003. The amended complaint alleges that we are infringing U.S. Patent No. 5,612,179, entitled [JIntron Sequence
Analysis Method for Detection of Adjacent and Remote Locus Alleles as Haplotypes,[] and U.S. Patent No.
5,851,762, entitled [JGenomic Mapping Method by Direct Haplotyping Using Intron Sequence Analysis.[] The
allegedly infringing products are cystic fibrosis reagent kits, Assays-on-Demand[] products for non-coding regions,
Assays-by-DesignSM services for non-coding regions, and the Celera Discovery System[] (JCDS[]). The complaint also
alleges that haplotyping analysis performed by our businesses infringes the patents identified above. Genetic
Technologies Limited is seeking monetary damages, costs, expenses, injunctive relief, and other relief as the

court deems proper.

On-Line Technologies, Inc. (since acquired by MKS Instruments, Inc.) filed claims for patent infringement, trade
secret misappropriation, fraud, breach of contract and unfair trade practices against PerkinElmer, Inc., Sick UPA,
GmbH, and us in the U.S. District Court for the District of Connecticut on or about November 3, 1999. The
complaint alleged that products called the Spectrum One and the MCS100E manufactured by former divisions of
the Applied Biosystems group, which divisions were sold to the co-defendants in this case, were based on
allegedly proprietary information belonging to On-Line Technologies and that the MCS100E infringed U.S. Patent
No. 5,440,143. On-Line Technologies sought monetary damages, costs, expenses, injunctive relief, and other
relief. On April 2, 2003, the U.S. District Court for the District of Connecticut granted our summary judgment
motion and dismissed all claims brought by On-Line Technologies, Inc., though On-Line Technologies has filed an
appeal with the U.S. Court of Appeals for the Federal Circuit seeking reinstatement of its claims.
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We filed claims against Roche Molecular Systems, Inc., Hoffmann-La Roche, Inc., Roche Probe, Inc., F.
Hoffmann-La Roche Ltd., and other potential defendants affiliated with the named defendants (JRoche[]) in
California Superior Court on October 9, 2003. Our complaint asserts, among other things, breach of contract and
other contract claims against the defendants arising from agreements relating to polymerase chain reaction, or
PCR, technology rights entered into between us and the defendants. Our complaint also asserts various tort
claims against the defendants, including breach of trust, breach of fiduciary duty, and unfair competition, relating
to our PCR rights. The defendants[] acts and omissions that form the basis of the complaint include, among other
things, the: (i) defendants[] failure to abide by contractual provisions intended to allow us to effectively compete
with the defendants with respect to (a) sales of diagnostic PCR products and (b) conveyance of diagnostic PCR
rights to third parties; (ii) defendants[] failure to pay us requisite royalties for sales by them of thermal cyclers and
other products; (iii) defendants[] failure to negotiate in good faith new agreements directed at modifying the
relationship between the parties in accordance with principles set forth in an existing letter agreement that
states the intended framework for the negotiations (the JLOA[); (iv) defendants[] failure to provide us with diagnostic
PCR rights on a nondiscriminatory basis as required by a European Union commission decree; (v) defendants[]
failure to comply with their agreement to assign ownership to us of some PCR instrument patents and patent
applications, and (vi) defendants[] mishandling of the prosecution of patent applications that the defendants were
obligated to assign to us, in a manner that damaged us and precluded us from obtaining the full potential scope
of patent protection for our instrument rights. Contemporaneously with our filing of this complaint, we also
commenced arbitration proceedings with the American Arbitration Association against the defendants asserting,
among other things, patent infringement claims (both direct infringement, contributory infringement and
infringement by inducing third parties to infringe), breach of contract and other contract claims, and tort claims
such as breach of fiduciary duty, breach of trust, and unfair competition. The arbitration is based on our
allegation that the defendants (i) have infringed our exclusive rights to PCR patents in fields exclusively licensed
to us pursuant to agreements with the defendants; and (ii) by their acts and omissions, have undermined the
value of our exclusive PCR rights. In both the legal complaint and the arbitration, we are seeking monetary
damages, costs, expenses, injunctive relief, and other relief as the court or arbitrator deems proper. On
December 15, 2003, Roche filed a motion in California Superior Court to compel arbitration of our state court
complaint and to stay the litigation. Concurrently with the motion to compel arbitration, Roche also filed with the
American Arbitration Association its response to our notice of arbitration in which Roche denied all of our claims
against it. Roche[]s response included counterclaims asserting, among other things, that our exclusive patent
rights under some PCR patents licensed from Roche under an existing distribution agreement were converted
into nonexclusive rights by the LOA, which was entered into subsequent to the distribution agreement. Roche
also alleges that (i) we breached our contractual obligation under the LOA, including our obligation to source
certain enzymes exclusively from Roche; and (ii) we failed to pay Roche the full royalties required pursuant to the
distribution agreement. In its counterclaim, Roche is seeking a request for declaratory judgment confirming its
assertions, interest, costs, and other relief as the arbitrator deems proper. The claims and counterclaims
described in this paragraph involve PCR rights used by the Applied Biosystems group and also rights that the
Applied Biosystems group has contributed to Celera Diagnostics.
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Promega Corporation filed an action against us and some of our affiliates and Roche Molecular Systems, Inc. and
Hoffmann-La Roche, Inc. in the U.S. District Court for the Eastern District of Virginia on April 10, 2000. The
complaint asserts violations of the federal False Claims Act. On November 12, 2003, the court issued an order to
have the complaint, which had previously been sealed, served on us and the other defendants. On February 9,
2004, we waived service of the complaint, which initiated our direct involvement in the case. The complaint
alleges that we and Hoffmann-La Roche overcharged the U.S. government for thermal cyclers and PCR reagents.
The overcharges are alleged to be the result of a licensing program based in part on U.S. Patent No. 4,889,818.
Promega is asserting that U.S. Patent No. 4,889,818 was obtained fraudulently and that the licensing program
run by us and Hoffmann-La Roche is the cause of the alleged overcharging. Promega is seeking monetary
damages. Promega claims to be suing in the name of the U.S. government although the government has to date
declined to participate in the suit.

We have not accrued for any potential losses in the cases described above because we believe that an adverse
determination is not probable, and potential losses cannot be reasonably estimated, in any of these cases.
However, the outcome of litigation is inherently uncertain, and we cannot be sure that we will prevail in any of
the cases described above or in our other current litigation. An adverse determination in some of our current
litigation, particularly the cases described above, could have a material adverse effect on our consolidated
financial statements.

Discontinued Operations

In October 2002, we received an adverse jury verdict in connection with a patent lawsuit between TA
Instruments, Inc., a subsidiary of Waters Corporation, and The Perkin-Elmer Corporation relating to thermal
analysis products. The Applied Biosystems group is involved as the successor to The Perkin-Elmer Corporation,
having sold the thermal instruments product line as part of the sale of its Analytical Instruments business to
EG&G, Inc. (now named PerkinElmer, Inc.) in 1999. In fiscal 2003, the jury awarded TA instruments $13.3 million
based on lost sales, price erosion, and reasonable royalties. This award is subject to entry of a final order by the
court, where additional interest and costs may be added. We recorded a charge of $16.4 million, net of income
taxes, as part of discontinued operations in the first quarter of fiscal 2003. In June 2003, we appealed the
judgment to the U.S. Court of Appeals for the Federal Circuit.

Note 10 [] Segment and Consolidating Information

Presented below is our segment and consolidating financial information, including the allocation of expenses
between the segments in accordance with our allocation policies, as well as other related party transactions, such
as sales of products between segments. Our board of directors approves the method of allocating earnings to
each class of common stock for purposes of calculating earnings per share. This determination is generally based
on net income or loss amounts of the corresponding group calculated in accordance with GAAP, consistently
applied.

During fiscal 2002, the Applied Biosystems group formed the Knowledge Business to develop and market
products and services designed to meet the needs of life science researchers in performing specific biological
analysis applications. The Knowledge Business was focused on generating value to life science customers through
products and services with high information content that support
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improved experimental work-flows. Concurrently with the Applied Biosystems group[Js formation of the Knowledge
Business, in April 2002, the Celera Genomics group and the Applied Biosystems group entered into a ten-year
marketing and distribution agreement pursuant to which the Applied Biosystems group became the exclusive
marketer of the Celera Genomics group[]Js CDS and related human genetic and other biological and medical
information. As a result of this arrangement, the Applied Biosystems group has integrated CDS and other

genomic and biological information into its product offerings. During the second quarter of fiscal 2004, the
Applied Biosystems group reorganized its internal operations and, among other things, integrated the operations
of the former Knowledge Business into other business units of the Applied Biosystems group. However, the
Applied Biosystems group and the Celera Genomics group continue to operate under the marketing and
distribution agreement on the same terms and conditions as in effect prior to the reorganization.

See Note 15 to our consolidated financial statements included in our 2003 Annual Report to Stockholders for a
detailed description of the segments and the management and allocation policies applicable to the attribution of
assets, liabilities, revenues and expenses to the segments (which information is incorporated herein by
reference).

Three Months Ended Six Months Ended
December 31, December 31,
(Dollar amounts in millions) 2002 2003 2002 2003

Applied Biosystems Group

Sales to the Celera Genomics group (1) $ 0.7 $ 0.6 $ 16 $ 0.9
Sales to Celera Diagnostics (1) 1.1 2.1 2.0 4.7
Nonreimbursable utilization of tax benefits (2) 6.5 5.4 16.3 11.5
Payments for reimbursable utilization of tax benefits (3) 3.7 4.1 9.8 9.4
Funding of Celera Diagnostics (4) 1.3 3.3 3.1 5.5
Celera Genomics Group

Sales to the Applied Biosystems group (5) $ 04 $ 0.6 $ 0.8 $ 1.2
Funding of Celera Diagnostics (6) 10.2 10.8 244 23.2
Celera Diagnostics

Sales to the Applied Biosystems group (7) $ 0.1 s Os$ 3.1 $ 0

(1) The Applied Biosystems group recorded net revenues from leased instruments, consumables, and project
materials to the Celera Genomics group and Celera Diagnostics.

(2) The Applied Biosystems group used, without reimbursement, some of the tax benefits generated by the Celera
Genomics group in accordance with our tax allocation policy.

(3) The Applied Biosystems group paid the Celera Genomics group for the use of existing tax benefits acquired by
the Celera Genomics group in business combinations and other tax benefits, including those associated with
Celera Diagnostics in accordance with our tax allocation policy.
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(4) The Applied Biosystems group recorded its share of capital expenditures and working capital funding for
Celera Diagnostics.

(5) The Celera Genomics group recorded net revenues primarily for royalties generated from sales by the Applied
Biosystems group of products integrating CDS and some other genomic and biological information under a
marketing and distribution agreement.

(6) The Celera Genomics group recorded operating losses and its share of capital expenditures and working
capital funding for Celera Diagnostics.

(7) Celera Diagnostics recorded net revenues from the sale of diagnostics products to the Applied Biosystems

group under a distribution agreement. On October 1, 2002, sales responsibilities for products manufactured

by Celera Diagnostics were largely transferred to the diagnostic division of Abbott Laboratories, pursuant to

the profit-sharing alliance announced on June 30, 2002.
For the three and six month periods ended December 31, 2002 and 2003, the Celera Genomics group recorded
100% of the losses of Celera Diagnostics in its net loss as well as the tax benefit associated with those losses. In
the following tables, the [JEliminations[] column represents the elimination of intersegment activity and the losses of
Celera Diagnostics, which are included both in the [JCelera Diagnostics[] column and net within the [JCelera
Genomics group[] column as [JLoss from joint venture.[]
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Consolidating Statement of Operations for the Three Months Ended December 31, 2003

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in thousands) Group Group Diagnostics Eliminations Consolidated
Net revenues from external
customers $ 455,714 $ 18,588 $ 11,033 $ 0s$ 485,335
Intersegment revenues 2,689 630 15 (3,334)
Net Revenues 458,403 19,218 11,048 (3,334) 485,335
Cost of sales 222,388 3,680 6,328 (1,718) 230,678
Gross Margin 236,015 15,538 4,720 (1,616) 254,657
Selling, general and
administrative 102,443 5,709 2,809 12,305 123,266
Corporate allocated expenses 10,164 1,508 633 (12,305)
Research, development and
engineering 60,741 25,229 10,627 (1,650) 94,947
Amortization of intangible assets 725 725
Other special charges (615) (615)
Operating Income (Loss) 63,282 (17,633) (9,349) 34 36,334
Gain on investments, net 6,351 135 6,486
Interest income, net 3,213 2,637 5,850
Other income (expense), net 44) 1,986 1,942
Loss from joint venture (9,349) 9,349
Income (Loss) before Income
Taxes 72,802 (22,224) (9,349) 9,383 50,612
Provision (benefit) for income
taxes 20,385 (8,668) (3,676) 8,041
Net Income (Loss) $ 52,417 $ (13,556) $ (9,349) $ 13,059 $ 42,571
18
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Condensed Consolidating Statement of Operations for the Six Months Ended December 31, 2003

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in thousands) Group Group  Diagnostics  Eliminations = Consolidated
Net revenues from external
customers $ 835,437 $ 35394 $ 19,541 $ 0$ 890,372
Intersegment revenues 5,637 1,181 28 (6,846)
Net Revenues 841,074 36,575 19,569 (6,846) 890,372
Cost of sales 408,678 6,402 9,983 (3,907) 421,156
Gross Margin 432,396 30,173 9,586 (2,939) 469,216
Selling, general and
administrative 187,716 12,458 6,653 23,796 230,623
Corporate allocated expenses 19,522 2,985 1,289 (23,796)
Research, development and
engineering 120,338 46,979 23,049 (3,007) 187,359
Amortization of intangible assets 1,450 1,450
Other special charges (615) (615)
Operating Income (Loss) 105,435 (33,699) (21,405) 68 50,399
Gain (loss) on investments, net 7,539 (508) 7,031
Interest income, net 6,146 5,774 11,920
Other income (expense), net 40 916 956
Loss from joint venture (21,405) 21,405
Income (Loss) before Income
Taxes 119,160 (48,922) (21,405) 21,473 70,306
Provision (benefit) for income
taxes 33,365 (19,080) (2,562) 11,723
Net Income (Loss) $ 85,795 $ (29,842) $ (21,405) $ 24,035 $ 58,583
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Condensed Consolidating Statement of Financial Position at December 31, 2003

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in thousands) Group Group Diagnostics Eliminations Consolidated
Assets
Current assets
Cash and cash equivalents $ 639,575 $ 79,990 $ 0s$ 0s$ 719,565
Short-term investments 689,967 689,967
Accounts receivable, net 356,538 10,079 7,033 (1,517) 372,133
Inventories, net 150,662 2,332 11,636 (137) 164,493
Prepaid expenses and other
current assets 93,531 11,540 1,873 (2,679) 104,265
Total current assets 1,240,306 793,908 20,542 (4,333) 2,050,423
Property, plant and equipment,
net 412,200 95,728 10,652 (285) 518,295
Other long-term assets 470,225 168,027 7,637 (26,378) 619,511
Total Assets $ 2,122,731 $1,057,663 $ 38,831 $ (30,996) $ 3,188,229
Liabilities and Stockholders[]
Equity
Current liabilities
Loans payable $ 0% 16,660 $ 0s$ 0s$ 16,660
Accounts payable 126,172 5,043 2,937 (3,479) 130,673
Accrued salaries and wages 53,657 9,429 3,226 66,312
Accrued taxes on income 68,224 13,232 81,456
Other accrued expenses 242,373 35,281 2,718 (717) 279,655
Total current liabilities 490,426 79,645 8,881 (4,196) 574,756
Other long-term liabilities 258,226 15,007 634 273,867
Total Liabilities 748,652 94,652 9,515 (4,196) 848,623
Total Stockholders[] Equity 1,374,079 963,011 29,316 (26,800) 2,339,606
Total Liabilities and
Stockholders[] Equity $ 2,122,731 $1,057,663 $ 38,831 $ (30,996) $ 3,188,229
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Condensed Consolidating Statement of Cash Flows for the Six Months Ended December 31, 2003

Applied Celera
Biosystems  Genomics Celera
(Dollar amounts in thousands) Group Group Diagnostics Eliminations Consolidated

Operating Activities

Net income (loss) $ 85,795 $ (29,842) $ (21,405) $ 24,035 $ 58,583
Adjustments to reconcile net

income (loss) to net cash

provided (used) by operating

activities:

Depreciation and

amortization 49,981 12,152 3,674 (66) 65,741

Asset impairments (6) (6)
Provisions for office closures

and severance costs (609) (609)
Long-term compensation

programs 1,584 495 2,079

(Gain) loss from investments

and sale of assets, net (7,715) 750 (6,965)
Deferred income taxes (17,143) 156 (2,658) (19,645)
Loss from joint venture and

equity method investees 22,163 (21,405) 758

Nonreimbursable utilization

of intergroup tax benefits 11,467 (11,467)

Changes in operating assets
and liabilities:

Accounts receivable 69,760 6,629 (1,930) (1,673) 72,786
Inventories (11,914) 194 (2,796) (2) (14,518)
Prepaid expenses and other
assets 6,651 (468) (1,187) 796 5,792
Accounts payable and other
liabilities (52,466) (25,821) (4,383) 973 (81,697)

Net Cash Provided (Used)
by Operating Activities 135,385 (25,059) (28,027) 0 82,299

Investing Activities
Additions to property, plant

and equipment, net (30,001) (2,323) (690) 231 (32,783)
Proceeds from short-term

investments, net 74,498 74,498
Investments in joint venture

and other, net (5,781) (23,224) 28,717 (288)
Proceeds from the sale of

assets, net 20,916 795 (231) 21,480
Net Cash Provided (Used)

by Investing Activities (14,866) 49,746 (690) 28,717 62,907
Net Cash Used by (79) (79)

Operating Activities
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Financing Activities
Dividends

Net cash funding from
groups

Purchases of common stock
for treasury

Proceeds from stock issued
for stock plans

(26,504)

(83,962)

10,470

2,686

28,717

(26,504)
(28,717)
(83,962)

13,156

Net Cash Provided (Used)
by Financing Activities

(99,996)

2,686

28,717

(28,717) (97,310)

Effect of Exchange Rate
Changes on Cash

17,465

17,465

Net Change in Cash and
Cash Equivalents

Cash and Cash
Equivalents Beginning of
Period

37,909

601,666

27,373

52,617

0 65,282

654,283

Cash and Cash

Equivalents End of Period

639,575 $

79,990 $

0$

0s$ 719,565
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Consolidating Statement of Operations for the Three Months Ended December 31, 2002

continued

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in thousands) Group Group Diagnostics Eliminations Consolidated
Net revenues from external
customers $ 442,835 $ 22,485 $ 7,697 $ 0$ 473,017
Intersegment revenues 1,851 368 147 (2,366)
Net Revenues 444,686 22,853 7,844 (2,366) 473,017
Cost of sales 225,738 3,707 2,169 (1,288) 230,326
Gross Margin 218,948 19,146 5,675 (1,078) 242,691
Selling, general and
administrative 90,969 5,359 2,318 12,780 111,426
Corporate allocated expenses 10,575 1,643 562 (12,780)
Research, development and
engineering 59,173 32,901 12,690 (1,479) 103,285
Amortization of intangible
assets 1,723 1,723
Other special charges 24,313 24,313
Operating Income (Loss) 33,918 (22,480) (9,895) 401 1,944
Loss on investments, net (273) (273)
Interest income, net 2,954 4,728 7,682
Other income (expense), net 2,460 590 3,050
Loss from joint venture (9,895) 9,895
Income (Loss) before
Income Taxes 39,332 (27,330) (9,895) 10,296 12,403
Provision (benefit) for income
taxes 10,145 (11,206) 40 (1,021)
Net Income (Loss) $ 29,187 $ (16,124) $ (9,895) $ 10,256 $ 13,424
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Condensed Consolidating Statement of Operations for the Six Months Ended December 31, 2002

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in thousands) Group Group Diagnostics Eliminations Consolidated
Net revenues from external
customers $ 836,953 $ 45,671 $ 7,726 $ 0$ 890,350
Intersegment revenues 3,630 830 3,098 (7,558)
Net Revenues 840,583 46,501 10,824 (7,558) 890,350
Cost of sales 419,036 7,125 4,586 (5,527) 425,220
Gross Margin 421,547 39,376 6,238 (2,031) 465,130
Selling, general and
administrative 178,455 10,395 4,487 26,190 219,527
Corporate allocated expenses 21,365 3,599 1,226 (26,190)
Research, development and
engineering 120,205 65,434 23,753 (2,816) 206,576
Amortization of intangible
assets 4,423 4,423
Other special charges 24,313 24,313
Operating Income (Loss) 77,209 (44,475) (23,228) 785 10,291
Loss on investments, net (273) (273)
Interest income, net 6,148 9,913 16,061
Other income (expense), net 3,505 (2,570) 935
Loss from joint venture (23,228) 23,228
Income (Loss) before
Income Taxes 86,862 (60,633) (23,228) 24,013 27,014
Provision (benefit) for income
taxes 23,453 (24,860) 2,932 1,525
Income (Loss) from
Continuing Operations 63,409 (35,773) (23,228) 21,081 25,489
Loss from discontinued
operations,
net of income taxes (16,400) (16,400)
Net Income (Loss) $ 47,009 $ (35,773) $ (23,228) $ 21,081 $ 9,089
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Consolidating Statement of Financial Position at June 30, 2003

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in thousands) Group Group Diagnostics Eliminations Consolidated
Assets
Current assets
Cash and cash equivalents $ 601,666 $ 52,617 $ 0s$ 0s$ 654,283
Short-term investments 749,785 749,785
Accounts receivable, net 404,928 16,708 5,103 (3,190) 423,549
Inventories, net 140,833 2,526 8,840 (139) 152,060
Prepaid expenses and other
current assets 84,393 10,510 686 (1,883) 93,706
Total current assets 1,231,820 832,146 14,629 (5,212) 2,073,383
Property, plant and equipment,
net 409,626 104,742 12,574 (351) 526,591
Other long-term assets 485,269 185,178 8,699 (21,628) 657,518
Total Assets $ 2,126,715 $ 1,122,066 $ 35,902 $ (27,191) $ 3,257,492
Liabilities and Stockholders[]
Equity
Current liabilities
Accounts payable $ 153,124 $ 10,241 $ 7,651 $ (4,697) $ 166,319
Accrued salaries and wages 63,859 11,886 3,878 79,623
Accrued taxes on income 73,611 12,332 85,943
Other accrued expenses 232,674 46,907 2,230 (376) 281,435
Total current liabilities 523,268 81,366 13,759 (5,073) 613,320
Long-term debt 17,101 17,101
Other long-term liabilities 265,274 21,373 139 286,786
Total Liabilities 788,542 119,840 13,898 (5,073) 917,207
Total Stockholders[] Equity 1,338,173 1,002,226 22,004 (22,118) 2,340,285
Total Liabilities and
Stockholders[] Equity $ 2,126,715 $ 1,122,066 $ 35,902 $ (27,191) $ 3,257,492
24
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Condensed Consolidating Statement of Cash Flows for the Six Months Ended December 31, 2002

Applied Celera
Biosystems Genomics Celera
(Dollar amounts in thousands) Group Group Diagnostics Eliminations Consolidated

Operating Activities of

Continuing Operations

Income (loss) from continuing

operations $ 63,409 $ (35,773) $ (23,228) $ 21,081 $ 25,489
Adjustments to reconcile

income (loss) from continuing

operations to net cash provided

(used) by operating activities:

Depreciation and amortization 47,428 21,332 1,959 (840) 69,879
Asset impairments 10,017 10,017
Provisions for office closures

and severance costs 23,744 23,744
Long-term compensation

programs 2,698 874 3,572
Loss on sale of assets 273 273
Deferred income taxes (33,611) (1,393) 2,664 (32,340)
Loss from joint venture and

equity method investees 27,566 (23,228) 4,338
Non reimbursable utilization of

intergroup tax benefits 16,250 (16,250)

Changes in operating assets
and liabilities:

Accounts receivable 12,046 6,356 (3,541) (409) 14,452
Inventories (15,232) (449) (1,149) (7) (16,837)
Prepaid expenses and other
assets (2,288) (142) (48) 40 (2,438)
Accounts payable and other
liabilities (9,866) (22,115) 2,618 699 (28,664)

Net Cash Provided (Used) by
Operating Activities
of Continuing Operations 114,595 (19,721) (23,389) 0 71,485

Investing Activities of
Continuing Operations
Additions to property, plant and

equipment, net (54,981) (3,487) (4,116) (62,584)
Proceeds from short-term

investments, net 29,646 154,600 184,246
Purchases of long-term

investments (16,834) (16,834)
Investments in joint venture,

net (3,118) (24,387) 27,505

Proceeds from the sale of

assets, net 539 539
Net Cash Provided (Used) by (28,453) 110,431 (4,116) 27,505 105,367

Investing Activities
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Net Cash Used by Operating
Activities

of Discontinued Operations (1,263) (1,263)

Financing Activities

Net change in loans payable (291) (291)

Dividends (17,798) (17,798)

Net cash funding from groups 27,505 (27,505)

Purchases of common stock for

treasury (6,847) (6,847)

Proceeds from stock issued for

stock plans 8,760 13,624 22,384

Net Cash Provided (Used) by

Financing Activities (16,176) 13,624 27,505 (27,505) (2,552)

Effect of Exchange Rate

Changes on Cash 9,768 9,768

Net Change in Cash and

Cash Equivalents 78,471 104,334 0 0 182,805

Cash and Cash Equivalents

Beginning of Period 441,328 28,890 470,218

Cash and Cash Equivalents

End of Period $ 519,799 $ 133,224 $ 0$ Os$ 653,023
25
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Item 2. Management[Js Discussion and Analysis of Financial Condition and Results of Operations.
APPLERA CORPORATION
MANAGEMENT[]S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The purpose of the following management[]s discussion and analysis is to provide an overview of the business of
Applera Corporation to help facilitate an understanding of significant factors influencing our historical operating
results, financial condition, and cash flows and also to convey our expectations of the potential impact of known
trends, events, or uncertainties that may impact our future results. You should read this discussion in conjunction
with our consolidated financial statements and related notes included in this report and in our 2003 Annual

Report to Stockholders. Historical results and percentage relationships are not necessarily indicative of operating
results for future periods. When used in the management discussion and analysis, the terms [JApplera,[] [[Company,[]
Owe,[] [us,[] or [Jour[] mean Applera Corporation and its subsidiaries.

Overview
We are comprised of three business segments: the Applied Biosystems group, the Celera Genomics group, and
Celera Diagnostics.

The Applied Biosystems group serves the life science industry and research community by developing and
marketing instrument-based systems, consumables, software, and services. Customers use these tools to analyze
nucleic acids (DNA and RNA), small molecules, and proteins to make scientific discoveries, develop new
pharmaceuticals, and conduct standardized testing.

The Celera Genomics group is engaged principally in integrating advanced technologies to discover and develop
new therapeutics. The Celera Genomics group intends to leverage its proteomic, bioinformatic, and genomic
capabilities to identify and validate drug targets, and to discover and develop new therapeutics. Its Celera
Discovery System[] online platform, marketed exclusively by the Applied Biosystems group, is an integrated source
of information based on the human genome and other biological and medical sources.

Celera Diagnostics, a 50/50 joint venture between the Applied Biosystems group and the Celera Genomics group,
is focused on the discovery, development, and commercialization of novel diagnostic products.

In fiscal 1999, as part of a recapitalization of our Company, we created two classes of common stock referred to
as [Jtracking[] stocks. Tracking stock is a class of stock of a corporation intended to [Jtrack[] or reflect the relative
performance of a specific business within the corporation.

Applera Corporation-Applied Biosystems Group Common Stock ([JApplera-Applied Biosystems stock[]) is listed on
the New York Stock Exchange under the ticker symbol [JABI[] and is intended to reflect the relative performance of
the Applied Biosystems group. Applera Corporation-Celera Genomics Group Common Stock ([JApplera-Celera
stock]) is listed on the New York Stock Exchange under the ticker symbol [[CRA[] and is intended to reflect the
relative performance of the
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Celera Genomics group. There is no single security that represents the performance of Applera Corporation as a
whole, nor is there a separate security traded for Celera Diagnostics.

Holders of Applera-Applied Biosystems stock and Applera-Celera stock are stockholders of Applera. The Applied
Biosystems group and the Celera Genomics group are not separate legal entities, and holders of these stocks are
stockholders of a single company, Applera. As a result, holders of these stocks are subject to all of the risks
associated with an investment in Applera and all of its businesses, assets, and liabilities. The Applied Biosystems
group and the Celera Genomics group do not have separate boards of directors. Applera has one board of
directors, which will make any decision in accordance with its good faith business judgment that the decision is in
the best interests of Applera and all of its stockholders as a whole.

More information about the risks relating to our capital structure, particularly our two classes of capital stock, is
contained in our most recent Annual Report on Form 10-K filed with the Securities and Exchange Commission.

Our fiscal year ends on June 30. The financial information for each segment is presented in Note 10 to our
condensed consolidated financial statements, Segment and Consolidating Information. Management[Js discussion
and analysis addresses the consolidated financial results followed by the discussions of our three segments.

The following business developments have occurred since the beginning of fiscal 2004:

Applied Biosystems Group

0 In September 2003, Catherine M. Burzik joined the Applied Biosystems group as Executive Vice President,
responsible for global commercial activities, and became a member of the Applera Executive Committee.

0 Also in September 2003, the Applied Biosystems group announced the introduction of the 8500 Affinity Chip
Analyzer, which rapidly identifies and characterizes antibody diagnostic and therapeutic candidates.

0 In January 2004, the Applied Biosystems group announced the commercial availability of the SNPlex[]
Genotyping System, a reagent and software product designed to allow researchers to conduct ultra high
throughput genotyping studies for the characterization of complex diseases using the Applied Biosystems
group[]s 3730x1 and 3730 DNA Analyzers.

00 In February 2004, the Applied Biosystems group announced the availability of two new real-time PCR systems
for the detection and quantification of nucleic acid sequences.

0 Also in February 2004, the Applied Biosystems group announced the commercial availability of the
VariantSEQr[] Resequencing System, the first complete, cost-effective solution for the discovery of DNA
variants.

Celera Genomics Group
0 Scientists have advanced target identification and validation programs for protein therapeutics and small

molecules, and identified small molecule compounds for further preclinical evaluation.
27
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Celera Diagnostics

0 In September 2003, Celera Diagnostics announced the discovery of several novel genetic markers associated
with an increased risk for myocardial infarction, or heart attack.

0 In October 2003, Celera Diagnostics announced a research collaboration with Merck & Co. to identify and
validate genetic markers useful in the development of prognostic tests and therapeutics for selected cancers.

0 During the second quarter of fiscal 2004, Celera Diagnostics and its collaborators presented selected results
from three genomic studies, including findings regarding risk of distant metastasis in breast cancer,
interferon responsiveness in hepatitis C patients, and Alzheimer{]s disease.

Critical Accounting Policies

Please refer to the discussion of our critical accounting policies contained in the management[]s discussion and

analysis section of our 2003 Annual Report to Stockholders (which discussion is incorporated herein by

reference).

Events Impacting Comparability

We are providing the following information on some actions taken by us or events that occurred in the periods
indicated. We describe the effect of these items on our reported earnings for the purpose of providing you with a
better understanding of our on-going operations. You should consider these items when making comparisons to
past performance and assessing prospects for future results.

Other Special Charges

During the second quarter of fiscal 2003, the Applied Biosystems group recorded pre-tax charges totaling $33.8
million associated with the termination of approximately 400 employees, mainly in the U.S. and Europe,
impairment of assets, and office closures. The $33.8 million charge consisted of $24.3 million recorded in other
special charges and $9.5 million for the impairment of assets recorded in cost of sales. Positions eliminated were
primarily within the areas of research, manufacturing, sales, marketing and administration. The Applied
Biosystems group recorded pre-tax benefits of $4.3 million in the fourth quarter of fiscal 2003 and $0.6 million in
the second quarter of fiscal 2004 for reductions in anticipated employee-related costs associated with this
program. The following table details the major components of the special charges:

Employee-Related Asset Office
(Dollar amounts in millions) Charges Impairment Closures Total
Total charges $ 229 $ 95 $ 1.4 $ 33.8
Cash payments 16.4 0.5 16.9
Non-cash charges 9.5 0.5 10.0
Reduction of expected costs 4.9 4.9
Balance at December 31, 2003 $ 1.6 $ 0$ 04 $ 2.0

The termination of the employees and the cash payments relating to the workforce reductions and office closures
were substantially completed by December 31, 2003. These payments were funded primarily by cash provided by
operating activities.
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Investments

The Applied Biosystems group recorded before tax gains of $6.4 million in the second quarter of fiscal 2004 and
$7.5 million in the first six months of fiscal 2004 related primarily to the sales of minority equity investments.
These investment sales resulted from management[]s decision to liquidate non-strategic investments.

Acquired In-Process Research and Development

During fiscal 2002, we acquired Axys Pharmaceuticals, Inc. and recorded a charge to write off the value of
acquired in-process research and development (JIPR&DI]). During the second quarter of fiscal 2004, we continued
to pursue all acquired projects that were active as of June 30, 2003, and the pre-clinical studies for these projects
are expected to continue through fiscal 2004. The Celera Genomics group believes that a partnered compound
could enter clinical trials during fiscal 2004. The Celera Genomics group[]s partners will make clinical
development decisions with respect to partnered compounds. Please refer to the events impacting comparability
section contained in the management[Js discussion and analysis and Note 2 to our consolidated financial
statements in our 2003 Annual Report to Stockholders for more information on the IPR&D.
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Discussion of Consolidated Operations

Three Months Ended Six Months Ended
December 31, December 31,
% %

Increase/ Increase/
(Dollar amounts in millions) 2002 2003 (Decrease) 2002 2003 (Decrease)
Net revenues $ 473.0 $ 485.3 2.6% $ 890.3 $ 890.4 0%
Cost of sales 230.3 230.7 0.2% 425.2 421.2 (0.9%)
Gross margin 242.7 254.6 4.9% 465.1 469.2 0.9%
SG&A expenses 111.4 123.2 10.6% 219.5 230.6 5.1%
R&D 103.3 94.9 (8.1%) 206.6 187.3 (9.3%)
Amortization of intangible assets 1.7 0.7 (58.8%) 4.4 1.5 (65.9%)
Other special charges 24.3 (0.6) (102.5%) 24.3 (0.6) (102.5%)
Operating income 2.0 36.4 10.3 50.4 389.3%
Gain (loss) on investments, net (0.3) 6.5 (0.3) 7.0
Interest income, net 7.7 5.8 (24.7%) 16.1 11.9 (26.1%)
Other income (expense), net 3.0 1.9 (36.7%) 0.9 1.0 11.1%
Income before income taxes 12.4 50.6 308.1% 27.0 70.3 160.4%
Provision (benefit) for income
taxes (1.0) 8.0 (900.0%) 1.5 11.7 680.0%
Income from continuing
operations $ 134 $ 42.6 217.9% $ 255 $ 58.6 129.8%
Percentage of net revenues:
Gross margin 51.3% 52.5% 52.2% 52.7%
SG&A expenses 23.6% 25.4% 24.7% 25.9%
R&D 21.8% 19.6% 23.2% 21.0%
Operating income 0.4% 7.5% 1.2% 5.7%
Effective income tax (benefit) rate (8)% 16% 6% 17%

As previously described in events impacting comparability, fiscal 2004 and 2003 results were impacted by the
following items at the Applied Biosystems group:

0 $0.6 million reduction in fiscal 2004 of severance costs previously recorded during the second quarter of fiscal
2003;

00 gains relating to investments of $6.4 million for the second quarter and $7.5 million for the first six months of
fiscal 2004; and

0 $33.8 million charge, including $9.5 million recorded in cost of sales, for cost reductions including severance,
asset impairments, and other special charges in fiscal 2003.

The total tax benefit recorded on the fiscal 2003 charges was $10.4 million. The total tax expense recorded was

$2.5 million on the second quarter fiscal 2004 gains and $2.9 million on the six-month fiscal 2004 gains. The net

effect of foreign currency on income from continuing operations was a benefit of approximately $2 million during

the second quarter of fiscal 2004 and a benefit of approximately $4 million during the first half of fiscal 2004.

Please refer to the discussion on pages 34 to 43 of this quarterly report for further information on the financial

results of our segments.
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The favorable effects of foreign currency increased net revenues by approximately 2%. As a result, net revenues
in the second quarter of fiscal 2004 increased only slightly after adjusting for currency compared with the prior
year quarter. Revenues increased at the Applied Biosystems group, driven by strength in both the SDS and Other
Applied Genomics and Mass Spectrometry product categories,
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partially offset by lower revenues in Other Product Lines. The increase in revenues in the SDS and Other Applied
Genomics product category reflected the widening use of these products for gene expression and genotyping in
both basic biological research and drug discovery and development. In Mass Spectrometry, the revenue increase
was primarily driven by the strength of proteomics systems sales. Net revenues decreased at the Celera
Genomics group, primarily as a result of the expiration of various Online/Information Business customer
agreements.

Net revenues for the first six months of fiscal 2004 were relatively flat compared with the prior year period. The
favorable effects of foreign currency increased net revenues by approximately 2%. Revenues increased slightly at
the Applied Biosystems group, due primarily to strength in the SDS and Other Applied Genomics product
category, partially offset by lower sequencing-related revenues caused by delays in government funding. In
addition, manufacturing capabilities of the Applied Biosystems/MDS Sciex Instruments joint venture for the 4000
Q TRAP® LC/MS/MS System remained constrained during the second quarter of fiscal 2004, while demand for
the system increased. Net revenues decreased at the Celera Genomics group, primarily as a result of the
expiration of various Online/Information Business customer agreements.

The higher gross margin percentage for both the second quarter and first half of fiscal 2004 compared to fiscal
2003 was due primarily to the asset impairment charges recorded in fiscal 2003 and the favorable effects of
foreign currency. This increase was partially offset by higher license revenue in fiscal 2003 at the Applied
Biosystems group and lower revenues in fiscal 2004 at the Celera Genomics group. In addition, for the six-month
period results, changes in product sales mix at the Applied Biosystems group also offset this increase.

SG&A expenses, as a percentage of net revenues, increased in both the second quarter and the six-month periods
of fiscal 2004 primarily due to: higher legal fees, insurance and pension costs; increased spending on the
development of, and enhancements to, the Applied Biosystems mySciencesM virtual research community and
e-commerce website (collectively known as the Applied Biosystems Portal); and the unfavorable effects of foreign
currency. In addition, the increase in the six-month period was partially offset by the reduction in personnel at
the Applied Biosystems group announced in December 2002.

R&D expenses decreased for both the second quarter and six-month periods of fiscal 2004 compared to the same
periods last year primarily due to the completion of the funding for the Applera Genomics Initiative, the costs of
which were shared among our three businesses, cost reductions in the Online/Information Business and the
elimination of non-strategic activities at the Celera Genomics group. This decrease was partially offset by support
for new product introductions at the Applied Biosystems group and increased spending for discovery programs
and product development at Celera Diagnostics.

Interest income, net decreased during the second quarter and first six months of fiscal 2004 compared to the
prior year periods primarily due to lower average interest rates, partially offset by higher average cash and cash
equivalents and short-term investments.
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The change in the effective tax rate for both the second quarter and six-month periods of 2004 was primarily due
to the previously discussed special charges recorded in fiscal 2003, as well as changes in forecasted R&D credits.

Applera Corporation
Discussion of Condensed Consolidated Financial Resources and Liquidity

We had cash and cash equivalents and short-term investments of $1.4 billion at December 31, 2003 and June 30,
2003. We maintain a $50 million revolving credit agreement with three banks that expires on April 20, 2005,
under which there were no borrowings outstanding at December 31, 2003. Cash provided by operating activities
has been our primary source of funds over the last fiscal year.

We believe that existing funds, cash generated from operations, and existing sources of debt financing are more
than adequate to satisfy our normal operating cash flow needs, planned capital expenditures, dividends, and
potential authorized share repurchases for the next twelve months and for the foreseeable future thereafter.
However, if the Celera Genomics group is successful in its preclinical programs it may require additional funds to
advance these programs through regulatory process.

June 30, December 31,

(Dollar amounts in millions) 2003 2003
Cash and cash equivalents $ 654.3 $ 719.5
Short-term investments 749.8 690.0
Total cash and cash equivalents and short-term investments $ 1,404.1 $ 1,409.5
Total debt 17.1 16.7
Working capital 1,460.1 1,475.7
Debt to total capitalization 0.7% 0.7%

Cash and cash equivalents increased in the first half of fiscal 2004 as cash generated from operating activities
and proceeds from the sales and maturities of short-term investments, sales of assets and proceeds from stock
issuances exceeded the amount expended on capital and other assets, payment of dividends, and the repurchase
of Applera-Applied Biosystems stock. Our cash and cash equivalents and short-term investments increased by
$5.4 million during the first six months of fiscal 2004. Net cash flows of continuing operations for the six months
ended December 31 were as follows:
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(Dollar amounts in millions) 2002 2003

Net cash from operating activities $ 715 $ 82.3

Net cash from investing activities 105.4 62.9

Net cash from financing activities (2.6) (97.3)

Operating activities:

The increase in net cash from operating activities of continuing operations for the first six months of fiscal 2004
compared to the first six months of fiscal 2003 resulted primarily from a larger decrease in accounts receivable in
fiscal 2004 due to improved collections and the timing of the receipt of dividends and distributions from
investments in unconsolidated subsidiaries and higher tax payments in fiscal 2003, partially offset by lower
income-related cash flows in fiscal 2004, the funding of our U.S. pension plan of approximately $28 million in
fiscal 2004, the timing of royalty and vendor payments, and lower cash receipts in fiscal 2004 due to the
expiration of various Online/Information Business customer agreements at the Celera Genomics group.

Investing activities:

Capital expenditures, net of disposals, were $29.8 million less than the prior fiscal year period primarily due to
lower expenditures for the Applied Biosystems group[]s Pleasanton, California facility. During the first six months
of fiscal 2004, proceeds generated from sales and maturities of short-term investments were $109.7 million lower
than in the prior year period. Proceeds from the sale of investments were $20.9 million higher in fiscal 2004.

Financing activities:

During the first six months of fiscal 2004, we repurchased 3.9 million shares of Applera-Applied Biosystems stock
for $84.0 million. During the first six months of fiscal 2003, we repurchased 380,000 shares of Applera-Applied
Biosystems stock for $6.8 million. The second quarter of fiscal 2004 included two dividend payments on
Applera-Applied Biosystems stock compared to one payment in the second quarter of fiscal 2003. Proceeds
received from employee stock option exercises during the first six months of fiscal 2004 were $9.2 million less
than the prior fiscal year period.
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Discussion of Segments[] Operations, Financial Resources and Liquidity

Applied Biosystems Group

Three Months Ended Six Months Ended
December 31, December 31,

% Increase/ % Increase/
(Dollar amounts in millions) 2002 2003 (Decrease) 2002 2003 (Decrease)
Net revenues $ 4447 $ 458.4 3.1% $ 840.6 $ 841.1 0.1%
Cost of sales 225.8 222.4 (1.5%) 419.1 408.7 (2.5%)
Gross margin 218.9 236.0 7.8% 421.5 432.4 2.6%
SG&A expenses 101.5 112.6 10.9% 199.8 207.3 3.8%
R&D 59.2 60.7 2.5% 120.2 120.3 0.1%
Other special charges 24.3 (0.6) (102.5%) 24.3 (0.6) (102.5%)
Operating income 33.9 63.3 86.7% 77.2 105.4 36.5%
Gain on investments, net 6.4 7.5
Interest income, net 3.0 3.2 6.7% 6.2 6.2 0%
Other income (expense),
net 2.5 (0.1) (104.0%) 3.5 0.1 (97.1%)
Income before income
taxes 39.4 72.8 84.8% 86.9 119.2 37.2%
Provision for income taxes 10.2 20.4 100.0% 23.5 33.4 42.1%
Income from continuing
operations $ 292 $ 52.4 79.5% $ 634 $ 85.8 35.3%
Percentage of net
revenues:
Gross margin 49.2% 51.5% 50.1% 51.4%
SG&A expenses 22.8% 24.6% 23.8% 24.6%
R&D 13.3% 13.2% 14.3% 14.3%
Operating income 7.6% 13.8% 9.2% 12.5%
Effective income tax rate 26% 28% 27% 28%

The net effects of foreign currency on income from continuing operations was a benefit of approximately $2
million, or $0.01 per share, during the second quarter of fiscal 2004 and a benefit of approximately $4 million, or
$0.02 per share, during the first half of fiscal 2004.

Revenues [] overall summary

The following table sets forth the Applied Biosystems group[Js revenues by product categories for the three and
six-month periods ended December 31:
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Three Months Ended Six Months Ended
December 31, December 31,

% Increase/ % Increase/
(Dollar amounts in millions) 2002 2003 (Decrease) 2002 2003 (Decrease)
DNA sequencing products $ 1748 $ 170.4 3%) $ 324.1 $ 2954 (9%)
% of total revenues 39% 37% 39% 35%
SDS and other applied
genomics products® 85.4 104.3 22% 168.9 198.4 17%
% of total revenues 19% 23% 20% 24%
Mass Spectrometry® 92.6 103.4 12% 176.7 185.9 5%
% of total revenues 21% 23% 21% 22%
Core DNA synthesis and
PCR products 51.9 51.3 (1%) 100.9 102.4 1%
% of total revenues 12% 11% 12% 12%
Other Product Lines®@ ® 40.0 29.0 (28%) 70.0 59.0 (16%)
% of total revenues 9% 6% 8% 7%
Total $ 4447 $ 458.4 3% $ 8406 $ 841.1 1%

(a) A reclassification of $1.1 million for the quarter ended December 31, 2002, and $1.8 million for the six months
ended December 31, 2002, was made from Other Product Lines to Mass Spectrometry.
(b) A reclassification of $0.1 million for the quarter ended December 31, 2002, and $0.2 million for the six months
ended December 31, 2002, was made from Other Product Lines to SDS and other applied genomics.
The favorable effects of foreign currency increased net revenues by approximately 3% during the second quarter
of fiscal 2004. As a result, net revenues in the second quarter of fiscal 2004 increased only slightly after adjusting
for currency compared with the prior year quarter. Revenue growth in the quarter was driven by strength in both
the SDS and Other Applied Genomics and Mass Spectrometry product categories. Revenues in the SDS and Other
Applied Genomics product category increased 22 percent, reflecting the widening use of these products for gene
expression and genotyping in both basic biological research and drug discovery and development. In Mass
Spectrometry, revenues increased 12 percent, driven primarily by the strength of proteomics systems sales,
including sales of the QSTAR XL LC/ MS/MS System and the 4700 Proteomics Discovery System with TOF/TOF[]
Optics. Also impacting Mass Spectrometry revenues were the manufacturing capabilities of the Applied
Biosystems/MDS Sciex Instruments joint venture for the 4000 Q TRAP® LC/MS/MS System, which remained
constrained during the second quarter of fiscal 2004, while demand for the system increased.

The favorable effects of foreign currency increased net revenues by approximately 2% during the first half of
fiscal 2004. As a result, for the six-month period, net revenues were relatively flat with the prior year period.
Growth in the SDS and Other Applied Genomics product category and higher service and support revenues were
offset by a decline in sales of the Applied Biosystems 3730x] DNA Analyzer to large-scale genome centers and
lower technology license fees. In addition, the manufacturing capabilities of the Applied Biosystems/MDS Sciex
Instruments joint venture for the 4000 Q
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TRAP® LC/MS/MS System remained constrained during the second quarter of fiscal 2004, while demand for the
system increased.

The decrease in revenues from Other Product Lines for both the second quarter and first half of fiscal 2004
resulted primarily from lower software sales and consulting revenues compared with the prior year periods.

Revenues by geographic area
The following table sets forth the Applied Biosystems group[Js revenues by geographic area for the second

quarters and six months ended December 31:

Three Months Ended Six Months Ended
December 31, December 31,
% Increase/ % Increase/

(Dollar amounts in millions) 2002 2003 (Decrease) 2002 2003 (Decrease)

United States $ 206.7 $ 216.0 4.5% $ 419.3 $ 405.7 (3.2%)
Europe 142.7 137.3 (3.8%) 239.2 241.5 1.0%

Asia Pacific 84.2 91.8 9.0% 158.4 169.1 6.8%

Latin America and other

markets 11.1 13.3 19.8% 23.7 24.8 4.6%

Total $ 4447 $ 458.4 3.1% $ 840.6 $ 841.1 0.1%

The effects of foreign currency increased revenues by approximately 6% in Europe and 3% in Asia Pacific during
the second quarter of fiscal 2004. Revenues in the U.S. increased during the second quarter, with the largest
factor being an increase in sales of the 3730x!I systems to large-scale genome centers. European revenues
decreased due primarily to an order in fiscal 2003 from a large-scale genome center for a substantial number of
3730xI instrument systems, which was not repeated in fiscal 2004. Additionally, difficult economic conditions in
certain European countries, most notably Germany and France, continued to negatively impact government
funding for life science research. This constrained level of government funding negatively impacted our second
quarter fiscal 2004 sales.

The effects of foreign currency increased revenues by approximately 6% in Europe and 2% in Asia Pacific during
the first half of fiscal 2004. The decrease in sales in the U.S. for the six-month period of fiscal 2004 was primarily
attributed to the delays in government funding to our large-scale genome center customers and the
manufacturing constraints related to the 4000 Q TRAP® LC/MS/MS System discussed below.

Revenue by sources

Three Months Ended Six Months Ended
December 31, December 31,

% Increase/ % Increase/
(Dollar amounts in millions) 2002 2003 (Decrease) 2002 2003 (Decrease)
Instruments $ 2259 ¢ 235.1 4.1% $ 4149 $ 407.3 (1.8%)
Consumables 144.0 149.4 3.8% 282.4 289.1 2.4%
Other sources 74.8 73.9 (1.2%) 143.3 144.7 1.0%
Total $ 4447 $ 458.4 3.1% $ 840.6 $ 841.1 0.1%
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Instruments

For the second quarter of fiscal 2004, revenues from instrument sales increased primarily due to growth in each
of the Applied Biosystems group[Js three major product categories (DNA Sequencing, SDS and Other Applied
Genomics, and Mass Spectrometry), which more than offset the decrease in instrument sales primarily in the
Other Product Lines product category.

For the first six months of fiscal 2004, revenues from instrument sales decreased primarily due to a decline in
sales of the Applied Biosystems 3730x] DNA Analyzer, in part due to delays in government funding, which more
than offset the growth in SDS and Other Applied Genomics instrument sales and Mass Spectrometry instrument
sales.

Results for both the second quarter and first six months of fiscal 2004 were also impacted by the manufacturing
capabilities of the Applied Biosystems/MDS Sciex Instruments joint venture for the 4000 Q TRAP® LC/MS/MS
System, which remained constrained during the second quarter of fiscal 2004, while demand for the system
increased.

Consumables

For the second quarter and first six months of fiscal 2004, consumables sales increased primarily due to growth
in sales of SDS and Other Applied Genomics consumables. Also, for the second quarter of fiscal 2004,
consumables sales increased due to growth in DNA sequencing consumables. These increases were offset by the
declines in consumables sales in each of the other product categories. Sales growth in SDS and Other Applied
Genomics consumables was due in part to the increasing adoption of the Applied Biosystems Assays-on-Demand[]
and Assays-by-DesignSM products for gene expression and genotyping experiments in both basic research and
drug discovery and development.

Other sources

Revenues from other sources, which included service and support, royalties, licenses, and contract research,
decreased for the second quarter primarily due to a decline in technology license fees, partially offset by an
increase in service and support revenues. Revenues from other sources increased for the fiscal year to date
period primarily from higher service and support revenues, partially offset by lower technology licensing fees.

Gross margin, as a percentage of net revenues, increased for both the second quarter and six-month periods over
the prior year periods due primarily to the asset impairment charges recorded in fiscal 2003 and the favorable
effects of foreign currency, partially offset by higher license revenue in fiscal 2003. In addition, for the six months
of fiscal 2004, changes in product sales mix also offset this increase.

SG&A expenses, as a percentage of net revenues, increased over the second quarter and first six months of fiscal
2003 due primarily to: increased legal fees, insurance and pension costs; increased spending on the development
of, and enhancements to the Applied Biosystems Portal; and the unfavorable effects of foreign currency. The
increase in the first six months of fiscal 2004 was partially offset by the reduction in personnel announced in
December 2002.
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R&D expenses for both the second quarter and six month periods of fiscal 2004 increased slightly over the prior
year periods. This increase resulted primarily from support for new product introductions, partially offset by the
completion of funding for the Applera Genomics Initiative and the associated reduction in personnel announced in
December 2002.

Other income (expense), net decreased for both the second quarter and six month periods in comparison to the
prior year periods primarily due to lower benefits associated with our foreign currency risk management
program.

The increase in the effective tax rate for both the second quarter and six-month periods of fiscal 2004 was
primarily due to the previously discussed special charges recorded in fiscal 2003.

Applied Biosystems Group

Discussion of Financial Resources and Liquidity

The Applied Biosystems group had cash and cash equivalents of $639.6 million at December 31, 2003 and $601.7
million at June 30, 2003. We maintain a $50 million revolving credit agreement with three banks that expires on
April 20, 2005, under which there were no borrowings outstanding at December 31, 2003. Cash provided by
operating activities has been the Applied Biosystems group[Js primary source of funds.

We believe that existing funds, cash generated from operations, and existing sources of debt financing are more
than adequate to satisfy the Applied Biosystems group[]s normal operating cash flow needs, planned capital
expenditures, its share of funding of the Celera Diagnostics joint venture, dividends, and potential authorized
share repurchases for the next twelve months and for the foreseeable future thereafter.

We manage the investment of surplus cash and the issuance and repayment of short-term and long-term debt for
the Applied Biosystems group and the Celera Genomics group on a centralized basis and allocate activity within
these balances to the group that uses or generates such resources.

June 30, December 31,

(Dollar amounts in millions) 2003 2003

Cash and cash equivalents $ 601.7 $ 639.6

Short-term investments

Total cash and cash equivalents and short-term investments $ 601.7 $ 639.6

Total debt

Working capital 708.6 749.9

Debt to total capitalization 0% 0%
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Cash and cash equivalents for the six months ended December 31, 2003 increased as cash generated from
operating activities and proceeds from stock issuances were only partially offset by expenditures for capital and
other assets, the funding of the Celera Diagnostics joint venture, the payment of dividends, and the repurchase of
Applera-Applied Biosystems stock. Net cash flows of continuing operations for the six months ended December 31
were as follows:

(Dollar amounts in millions) 2002 2003
Net cash from operating activities $ 1146 $ 135.4
Net cash from investing activities (28.5) (14.9)
Net cash from financing activities (16.2) (100.0)

Operating activities:

Net cash from operating activities of continuing operations for the first six months of fiscal 2004 was $20.8
million higher than the first six months of fiscal 2003. This increase resulted primarily from a larger decrease in
accounts receivable in fiscal 2004 due to improved collections and the timing of the receipt of dividends and
distributions from investments in unconsolidated subsidiaries and higher tax payments in fiscal 2003, partially
offset by the funding of our U.S. pension plan of approximately $28 million in fiscal 2004, and the timing of
royalty and vendor payments. The Applied Biosystems group[Js days sales outstanding was 67 days at December
31, 2003, 75 days at June 30, 2003, and 63 days at December 31, 2002. Inventory on hand was 3.5 months at
December 31, 2003 compared to 3.3 months at June 30, 2003.

Investing activities:

Capital expenditures for the first six months of fiscal 2004, net of disposals, were $25.0 million less than the prior
fiscal year period primarily due to lower expenditures for the Pleasanton, California facility. The first six months
of fiscal 2004 included $20.9 million of proceeds primarily from the sale of investments. The first six months of
fiscal 2003 included $29.6 million of proceeds from the maturity of a short-term investment.

Financing activities:

During the first six months of fiscal 2004, we repurchased 3.9 million shares of Applera-Applied Biosystems stock
for $84.0 million. During the first six months of fiscal 2003, we repurchased 380,000 shares of Applera-Applied
Biosystems stock for $6.8 million. The second quarter of fiscal 2004 included two dividend payments on
Applera-Applied Biosystems stock compared to one payment in the second quarter of fiscal 2003.
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Celera Genomics Group

Three Months Ended Six Months Ended
December 31, December 31,
% Increase/ % Increase/
(Dollar amounts in millions) 2002 2003 (Decrease) 2002 2003 (Decrease)
Net revenues $ 229 $ 19.2 (16.2%) $ 465 $ 36.6 (21.3%)
Cost of sales 3.7 3.7 0% 7.1 6.4 (9.9%)
R&D 32.9 25.2 (23.4%) 65.5 47.0 (28.2%)
SG&A expenses 7.0 7.2 2.9% 14.0 15.4 10.0%
Amortization of intangible
assets 1.7 0.7 (58.8%) 4.4 1.5 (65.9%)
Operating loss (22.4) (17.6) (21.4%) (44.5) (33.7) (24.3%)
Gain (loss) on investments,
net (0.3) 0.1 (133.3%) (0.3) (0.5) 66.7%
Interest income, net 4.7 2.6 (44.7%) 9.9 5.8 (41.4%)
Other income (expense),
net 0.6 2.0 233.3% (2.6) 0.9 (134.6%)
Loss from joint venture (9.9) 9.3) (6.1%) (23.2) (21.4) (7.8%)
Loss before income taxes (27.3) (22.2) (18.7%) (60.7) (48.9) (19.4%)
Benefit for income taxes 11.2 8.6 (23.2%) 24.9 19.1 (23.3%)
Net loss $ (16.1) $ (13.6) (15.5%) $ (35.8) $ (29.8) (16.8%)
Effective income tax
benefit rate 41% 39% 41% 39%
Online/Information
Business:
Revenues $ 20.3 $ 16.3 $ 409 $ 31.5
Operating income 9.3 8.4 18.4 154

The lower net loss in the second quarter and first six months of fiscal 2004 in comparison to the fiscal 2003
periods primarily resulted from lower R&D expenses and lower amortization of intangible assets, partially offset
by lower revenues and net interest income. Lower Online/Information Business operating income for the both
second quarter and first half of fiscal 2004 resulted from lower revenue partially offset by reduced operating
expenses due to the Celera Genomics group[Js decision to forgo new business unrelated to drug discovery.
Online/Information Business revenues decreased primarily as a result of the expiration of various customer
agreements. Under the terms of the marketing and distribution agreement between the Celera Genomics group
and the Applied Biosystems group, the Celera Genomics group has not sought any new customers for its Celera
Discovery System and related information products and services since June 2002, and therefore its revenues from
sales of these products and services have been limited. Expenses related to the Applera Genomics Initiative are
not allocated to the Online/Information Business.

R&D expenses decreased in the second quarter of fiscal 2004 in comparison to the same quarter last year
primarily due to the completion of the Applera Genomics Initiative, cost reductions in the Online/Information
Business, and the elimination of non-strategic activities. These decreases were partially offset by higher expenses
associated with preclinical development activities and the hiring of additional therapeutic personnel. R&D
expenses decreased for the first six months of fiscal 2004 compared to the same period last year due primarily to
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million recorded in the first quarter of fiscal 2003 for asset write-downs associated with the Rockville, Maryland
sequencing facility due to the group[Js decision not to pursue additional sequencing service business. R&D
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expenses for both the second quarter and first six months of fiscal 2004 include a $1.8 million write-off of
building improvements related to a reconfiguration of space in the Rockville, Maryland facility.

SG&A expenses increased in the first six months of fiscal 2004 compared to the prior year period primarily due to
higher employee-related costs, including severance.

Amortization expense of intangible assets decreased in the second quarter and first six months of fiscal 2004 due
to the completion of the amortization of some intangible assets acquired as part of the acquisition of Axys
Pharmaceuticals, Inc. in fiscal 2002.

Interest income, net decreased during both the second quarter and first six months of fiscal 2004 compared to
the prior year periods primarily due to lower average interest rates and, to a lesser extent, lower average cash
and cash equivalents and short-term investments.

In the second quarter of fiscal 2004, other income, net increased compared to the prior year quarter due to a
non-recurring receipt of $2.0 million related to the March 2002 sale of the Celera Genomics group[Js animal
genomics and genotyping business. For the first six months of fiscal 2004, other income (expense), net included
the $2.0 million receipt and lower losses recorded for equity method investments compared to the first six
months of fiscal 2003.

The decrease in the effective income tax benefit rate for both the second quarter and six-month periods of fiscal
2004 was primarily attributable to changes in forecasted R&D credits.

Celera Genomics Group

Discussion of Financial Resources and Liquidity

The Celera Genomics group had cash and cash equivalents and short-term investments of $770.0 million at
December 31, 2003 and $802.4 million at June 30, 2003. We maintain a $50 million revolving credit agreement
with three banks that expires on April 20, 2005, under which there were no borrowings outstanding at December
31, 2003.

We believe that existing funds and existing sources of debt financing are more than adequate to satisfy the Celera
Genomics group[]s normal operating cash flow needs, planned capital expenditures, and its share of funding of the
Celera Diagnostics joint venture for the next twelve months and for the foreseeable future thereafter. However, if
the Celera Genomics group is successful in its preclinical programs it may require additional funds to advance
these programs through the regulatory process.

We manage the investment of surplus cash and the issuance and repayment of short-term and long-term debt for
the Celera Genomics group and the Applied Biosystems group on a centralized basis and allocate activity within
these balances to the group that uses or generates such resources.
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June 30, December 31,
(Dollar amounts in millions) 2003 2003
Cash and cash equivalents $ 526 $ 80.0
Short-term investments 749.8 690.0
Total cash and cash equivalents and short-term investments $ 802.4 $ 770.0
Total debt 17.1 16.7
Working capital 750.8 714.3
Debt to total capitalization 1.7% 1.7%

Cash and cash equivalents for the first six months of fiscal 2004 increased as proceeds from the sales and
maturities of short-term investments, sales of assets, and stock issuances exceeded the amount expended on
operations, the funding of the Celera Diagnostics joint venture and the purchase of capital assets. As a result, the
Celera Genomics group([Js cash and cash equivalents and short-term investments decreased by $32.4 million during
the first six months of fiscal 2004. Net cash flows for the six months ended December 31 were as follows:

(Dollar amounts in millions) 2002 2003
Net cash from operating activities $ (19.7) $ (25.1)
Net cash from investing activities 110.4 49.7
Net cash from financing activities 13.6 2.7

Operating activities:

Net cash used by operating activities for the first six months of fiscal 2004 was $5.4 million higher than the first
six months of fiscal 2003. The higher use of cash resulted primarily from higher net cash operating losses and
lower cash receipts in fiscal 2004 due to the expiration of various Online/Information Business customer
agreements, partially offset by lower compensation costs due to the June 2002 restructuring of the organization.

Investing activities:

Net cash from investing activities for the first six months of fiscal 2004 decreased from the first six months of
fiscal 2003 due to lower proceeds received from the sales and maturities of short-term investments, partially
offset by fewer purchases of long-term investments.

Financing activities:
Net cash from financing activities for the first six months of fiscal 2004 decreased from the first six months of
fiscal 2003 due to lower proceeds received from employee stock option exercises.
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Celera Diagnostics

Three Months Ended Six Months Ended
December 31, December 31,
% Increase/ % Increase/
(Dollar amounts in millions) 2002 2003 (Decrease) 2002 2003 (Decrease)
Net revenues $ 7.8 $ 11.0 41.0% $ 10.8 $ 19.6 81.5%
Cost of sales 2.2 6.3 186.4% 4.6 10.0 117.4%
R&D 12.6 10.6 (15.9%) 23.7 23.1 (2.5%)
SG&A expenses 2.9 3.4 17.2% 5.7 7.9 38.6%
Operating loss $ 9.9) $ (9.3) (6.1%) $ 23.2) $ (21.4) (7.8%)
Equalization payments $ 51 $ 8.2 $ 51 $ 14.2
End-user sales of products
manufactured by Celera
Diagnostics $ 50 $ 10.4 $ 89 $ 19.5

Net revenues consist primarily of equalization payments from Abbott Laboratories resulting from the
profit-sharing alliance between Abbott and Celera Diagnostics and primarily accounted for the increase in net
revenues. Equalization payments fluctuate from period to period due to differences in end-user sales of alliance
products and operating expenses between the alliance partners. End-user sales of alliance products also
increased due to continued growth in sales of cystic fibrosis analyte specific reagents (JASRs[]), and to a lesser
extent, products for infectious disease testing.

R&D expenses decreased in both the second quarter and first six months of fiscal 2004 as a result of the
completion of the Applera Genomics Initiative, partially offset by increased spending for discovery programs and
product development.

SG&A expenses for the first six months of fiscal 2004 included a $1.1 million charge related to a facility lease
agreement.

Market Risks

Our foreign currency risk management strategy uses derivative instruments to hedge certain foreign currency
forecasted revenues and to offset the impact of changes in foreign currency exchange rates on certain foreign
currency-denominated assets and liabilities. The principal objective of this strategy is to minimize the risks and/or
costs associated with our global financial and operating activities. We use foreign exchange forward, option, and
range forward contracts to manage our foreign currency exposures. At December 31, 2003, we recorded in our
condensed consolidated financial statements a net liability of $27.2 million related to these currency forwards
and option contracts, compared with a net liability of $2.3 million at June 30, 2003. This increase was primarily
attributed to the fluctuations in foreign currency rates. We do not use derivative financial instruments for trading
or speculative purposes, nor are we a party to leveraged derivatives.

We performed a sensitivity analysis as of December 31, 2003. Assuming a hypothetical adverse change of 10% in
foreign exchange rates in relation to the U.S. dollar as of December 31, 2003, we calculated a hypothetical
after-tax loss of $42.8 million, as compared to a hypothetical after-tax loss
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of $36.8 million at June 30, 2003. Our analysis included the change in value of the derivative financial
instruments, along with the impact of translation on foreign currency-denominated assets and liabilities. Our
analysis excluded the impact of translation of foreign currency- denominated forecasted sales. If foreign currency
exchange rates actually change in a manner similar to the assumed change in the foregoing calculation, the
hypothetical loss calculated would be more than offset by the recognition of higher U.S. dollar equivalent foreign
revenues. Actual gains and losses in the future could, however, differ materially from this analysis, based on
changes in the timing and amount of foreign currency exchange rate movements and actual exposures and
hedges.

For more information on our market risks, please refer to the market risk section of the management[]s discussion
and analysis included on pages 34 and 35 of our 2003 Annual Report to Stockholders (which section is
incorporated herein by reference).

Recently Issued Accounting Standards

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the [JAct[])
introduced a prescription drug benefit under Medicare, as well as a federal subsidy to sponsors of retiree health
care benefit plans. In January 2004, the Financial Accounting Standards Board (JFASB[]) issued FASB Staff Position
(OFSP) No. FAS 106-1, [JAccounting and Disclosure Requirements Related to the Medicare Prescription Drug,
Improvement and Modernization Act of 2003.[] This FSP permits a sponsor of a postretirement health care plan
that provides a prescription drug benefit to retirees to make a one-time election to defer accounting for the
effects of the Act if there is insufficient data, time or guidance available to ensure appropriate accounting. The
guidance in this FSP is effective for interim or annual financial statements of fiscal years ending after December
7, 2003. We have elected to defer accounting for any effects of the Act while evaluating the Act further and
pending the issuance of authoritative guidance on the accounting for the Act and its effect, if any, on our results
of operations, financial position and financial statement disclosures. Therefore, the amounts included in the
accompanying condensed consolidated financial statements related to our postretirement benefit plans do not
reflect the effects of the Act.

In December 2003, the FASB issued a revised Statement of Financial Accounting Standards (JSFAS[]) No. 132,
OEmployers[] Disclosures about Pensions and Other Postretirement Benefits, an amendment of FASB Statements
No. 87, 88, and 106, and a revision of FASB Statement No. 132.[] SFAS No. 132 (revised 2003) requires additional
disclosures about the assets, obligations, cash flows, and net periodic benefit cost of defined benefit pension
plans and other postretirement benefit plans. The interim provisions of this Statement are required for our fiscal
2004 third quarter. The remaining provisions of this Statement are effective for our fiscal 2004 fourth quarter.

Also in December 2003, the FASB issued a revised FASB Interpretation No. 46 (JFIN 46R[]), JConsolidation of
Variable Interest Entities, an interpretation of ARB No. 51.[] The FASB published the revision to clarify and amend
some of the original provisions of FIN 46, which was issued in January 2003, and to exempt certain entities from
its requirements. A variable interest entity (JVIE[]) refers to an entity subject to consolidation according to the
provisions of this Interpretation. FIN 46R applies to entities whose equity investment at risk is insufficient to
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finance that entity[Js activities without receiving additional subordinated financial support provided by any parties,
including equity holders, or where the equity investors (if any) do not have a controlling financial interest. FIN
46R provides that if an entity is the primary beneficiary of a VIE, the assets, liabilities, and results of operations

of the VIE should be consolidated in the entity[]s financial statements. In addition, FIN 46R requires that both the
primary beneficiary and all other enterprises with a significant variable interest in a VIE provide additional
disclosures. The provisions of FIN 46R are effective for our fiscal 2004 third quarter. We are currently analyzing
the effects of FIN 46R, but do not expect its application to have a material impact on our consolidated financial
statements.

Outlook
Applied Biosystems Group

The Applied Biosystems group believes demand from commercial customers should improve during the
remainder of fiscal 2004. However, the Applied Biosystems group believes a number of issues relating to
government funding for life science research exist that have the potential to negatively impact fiscal 2004
second-half financial results. While the Applied Biosystems group does not expect the funding situation in Europe
to change significantly in the near-term, the Applied Biosystems group is increasingly cautious about the situation
in Japan. The Applied Biosystems group expects the transition of universities to Independent Administrative
Agencies will lead to lower than previously expected sales in Japan during the remainder of fiscal 2004. In the
U.S., Congress recently approved, and the President signed, the spending bill that included the fiscal 2004 NITH
budget. However, previous experience suggests that the lag time between approval and the Applied Biosystems
group[Js U.S. academic customers[] receipt of their annual grant funds can delay customer purchases.

Despite these funding constraints, the Applied Biosystems group forecasts single digit annual revenue growth for
fiscal 2004, consistent with the Applied Biosystems group[Js prior guidance. For the second half of fiscal 2004, the
Applied Biosystems group expects revenue growth to be driven by new product sales. The Applied Biosystems
group expects fiscal 2004 annual earnings per share growth at a rate equal to or slightly above annual revenue
growth.

During fiscal 2004, the Applied Biosystems group expects each of the three product types [] instruments,
consumables, and other sources [] to generate annual revenue growth. Regarding fiscal 2004 annual revenue
growth for the five product categories, the Applied Biosystems group expects both the SDS and Other Applied
Genomics product category and the Mass Spectrometry product category to generate annual revenue growth.
The Applied Biosystems group does not expect any significant change in the absolute level of annual revenue
generated by either the Core DNA Synthesis and PCR product category or the Other Product Lines category
during fiscal 2004. Finally, for the DNA Sequencing product category, the Applied Biosystems group expects
annual revenue to decline modestly during fiscal 2004, primarily as a result of more modest sales of the 3730xI
system to large-scale genome centers and, to a lesser degree, a decline in sequencing consumables sales.

The Applied Biosystems group presently estimates that the fiscal 2004 annual gross margin will be approximately
equal to that of fiscal 2003. The Applied Biosystems group expects annual SG&A expenses to increase as a
percent of total revenues during fiscal 2004 due to a number of factors, including expenses associated with
Applera[Js legal actions with F. Hoffmann-La Roche Ltd. and the expected commencement in March 2004 of a
patent infringement trial involving MJ Research, Inc. Additional factors include: costs associated with the
development of, and enhancements to, the new Applied Biosystems Portal; and increased insurance and pension
costs. The Applied Biosystems group expects total annual R&D expenditures for fiscal 2004 to be approximately
equal to those in fiscal 2003.
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The Applied Biosystems group expects the effective tax rate for fiscal 2004 to be approximately 28 percent.
Future tax legislation may repeal or replace the existing U.S. export tax regime, as well as significantly change
other international tax provisions of the Internal Revenue Code. Such changes may result in a change in the
effective tax rate for the Applied Biosystems group.

For the fiscal third quarter, the Applied Biosystems group anticipates earnings per share will be slightly above
prior year quarter results. This forecast includes the expected legal expenses related to the trial discussed above.

Capital spending in fiscal 2004 is anticipated to be within the range of $70-80 million.

The Applied Biosystems group derives some rights to PCR technology under a series of agreements with
Hoffmann-La Roche, Inc. and its affiliates which own some of the patents covering the PCR process. The group
receives royalties from third-party sales of products incorporating this technology through a series of licensing
programs. The first of these patents expires in 2005 in the U.S., and in 2006 in Europe and some other
jurisdictions. The expiration of these patents may result in reduced royalty payments to the Applied Biosystems
group. However, we expect that any reduction will be offset by royalties received from new PCR-related licensing
programs. In addition, the PCR agreements are the subject of legal proceedings described in Note 9 to our
condensed consolidated financial statements included in this report. The outcome of legal proceedings is
inherently uncertain, and an adverse outcome in these proceedings could negatively affect the value of our PCR
rights.

The Applied Biosystems group has engaged a leading strategy consulting firm to assist management in an
in-depth review of the entire product portfolio. The purpose of this review is to identify opportunities for growth,
increased profitability, and shareholder value creation. The Applied Biosystems group expects to complete this
review in fiscal 2004. Financial statement implications, if any, as a result of this review will be addressed when
appropriate.

Celera Genomics Group

Fiscal 2004 goals for the Celera Genomics group include establishing one or more strategic relationships that
advance its therapeutic pipeline and/or take advantage of its combination of genomic, proteomic, and
bioinformatic capabilities. The Celera Genomics group also seeks to establish a relationship to identify and
develop therapeutic antibodies against therapeutic targets discovered through its proteomic programs. In the
future, the Celera Genomics group may partner other therapeutic discovery programs that it elects not to pursue
independently.

The Celera Genomics group plans to conduct identification of potential targets and to advance target validation
within its three ongoing proteomic oncology programs in pancreatic cancer, lung cancer, and colon cancer, and
to initiate a new proteomic discovery program in breast cancer. The Celera Genomics group believes that a
partnered compound could enter clinical trials during fiscal 2004; however, its partners will make clinical
development decisions with respect to partnered compounds.

The financial outlook for the Celera Genomics group for fiscal 2004 is as follows:

0 The Celera Genomics group[]s net cash use is expected to be between $80 and $90 million, including an
anticipated $25 to $30 million for the Celera Genomics group[Js portion of the funding for the Celera Diagnostics
joint venture. The impact of lower Online/Information Business revenues and operating profit should be partially
offset by lower losses and cash demands related to Celera Diagnostics, and the first quarter of fiscal 2004
conversion of approximately $16 million of long-term treasury securities to short-term investments.

0 During the first half of fiscal 2004, expenses associated with the expansion of the Celera Genomics group[]s
development organization were lower than previously anticipated. The Celera
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Genomics group now anticipates R&D expenses in the range of $96 to $106 million. Actual R&D expenses will
depe