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Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark which financial statement item the registrant has elected to follow: Item 17 = Item 18 x
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In this Form 20-F, references to our company are to LION bioscience Aktiengesellschaft, and references to our , we , us or LION bioscience :
to LION bioscience Aktiengesellschaft and, unless the context otherwise requires, to its subsidiaries. References to Trega are to Trega

Biosciences Inc., a San Diego, California based corporation acquired by our company effective March 14, 2001 and subsequently merged into

our subsidiary LION bioscience Inc. References to NetGenics are to NetGenics, Inc., a corporation having its principal place of business in

Cleveland, OH, USA until June 30, 2003, and, unless the context otherwise requires, to its subsidiaries. Our company acquired NetGenics

effective January 30, 2002.

Our consolidated financial statements are prepared in accordance with U.S. GAAP. Our consolidated financial statements are expressed in euro,

the currency of the European Economic and Monetary Union, which was introduced on January 1, 1999. In this annual report, references to euro

or are to euro, references to DM are to Deutsche Mark and references to U.S. dollars or $ are to United States dollars. Our financial year ends
March 31 of each calendar year. References to any financial year or to FY refer to the year ended March 31 of the calendar year specified.

Unless the context otherwise requires, references in this annual report to our company s shares are to the ordinary shares of LION bioscience AG
without par value. References to our company s ADSs are to the American Depositary Shares of LION bioscience AG, each representing one
ordinary share of our company.

By resolution adopted at our company s annual general shareholders meeting of May 15, 2000, all of the existing preferred shares of the company
were converted into ordinary shares of the company on a share for share basis. The amount of subscribed capital for ordinary shares was
therefore increased by the amount of the outstanding preferred shares on the effective date of the conversion.

On June 28, 2000, our company effected a division of our capital stock by means of a seven-for-one stock split of the ordinary shares. All share
and related information in this annual report regarding shares of our company for periods prior to the effectiveness of the share split have been
adjusted to give effect, retroactively, to the share split.

LION bioscience , the LION bioscience logo, iD3 , LION DiscoveryCenter , LION Target Engine , LION Lead Engine , LION Hosted Servic
LION SolutionCenter , bioSCOUT , LeadNavigator , iDEA , Chein.Fodiour ofRer product and service names referenced in this annual

report are trademarks or registered trademarks of our company in Germany and/or in other countries. This annual report also contains product

and service names of companies other than LION bioscience that are trademarks of their respective owners.

We intend to make this annual report and other periodic reports publicly available on our Internet web site (http://www.lionbioscience.com)
without charge immediately following our filing with the U.S. Securities and Exchange Commission (or SEC). We assume no obligation to
update or revise any part of this annual report, whether as a result of new information, future events or otherwise, unless we are required to do so
by applicable law.

FORWARD LOOKING STATEMENTS

This annual report contains certain forward-looking statements and information relating to us that are based on beliefs and current expectations
of our management as well as assumptions made by us and information currently available to us about future events, including general economic
and business conditions, our R&D efforts, our product and solution development activities and product releases, meeting requirements of our
customers and collaborators, competition by other companies and the internal IT departments of our customers, and the implementation of our
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business strategy.

Any statements contained in this annual report that are not historical facts are forward-looking statements as defined in the U.S. Private

Securities Litigation Reform Act of 1995 or other applicable law. When used in this document, the words anticipate , believe , estimate , expect ,
intend , plan , project , continue , counton , isconfident , forecast , may , predict , should , wants , will , would and similar

us or our management, are intended to identify forward-looking statements. Such statements are subject to risks, uncertainties and assumptions.

Many factors could cause our actual results, performance or achievements to be materially different from future results, performance or
achievements that may be expressed or implied by these forward-looking statements, including the factors discussed more fully under Item 3:
Key Information on the Company Risk Factors , as well as elsewhere in this annual report and in our other filings with the SEC.
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You are cautioned not to place undue reliance on these forward-looking statements, which speak only as of their respective dates. Should one or
more of these risks materialize, or should underlying assumptions prove incorrect, our actual results may vary materially from those described in

our forward-looking statements. We do not intend, and do not assume any obligation, to publicly update or revise any forward-looking
statements.

iii
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PART I
Item 1: Identity of Directors, Senior Management and Advisers
Not applicable.

Item 2: Offer Statistics and Expected Timetable

Not applicable.

Item 3: Key Information on the Company

Selected Consolidated Financial and Statistical Data

The table below presents our selected historical consolidated financial data derived from our historical consolidated financial statements for the
periods indicated. You should read this selected consolidated financial data in conjunction with our audited consolidated financial statements,
the related notes and Item 5: Operating and Financial Review and Prospects , all of which appear elsewhere in this annual report.

The selected consolidated financial data for the financial years ended March 31, 2000, 2001, 2002, 2003 and 2004 are derived from and are
qualified by reference to our consolidated financial statements and notes thereto for these periods.

Our audited consolidated financial statements for these periods were prepared in accordance with United States generally accepted accounting
principles (US-GAAP) and audited by Ernst & Young AG, our independent registered public accounting firm.

The audited consolidated statements of operations, consolidated statements of cash flows and consolidated statements of shareholders equity for
the years ended March 31, 2004, 2003, and 2002, and the consolidated balance sheets at March 31, 2004 and 2003 are included in Item 18.
Financial Statements.

Our consolidated financial statements are expressed in euros, the currency of the European Economic and Monetary Union. The euro was
introduced on January 1, 1999. Prior to March 31, 2000, our financial statements were prepared in Deutsche Marks. After that date, our
consolidated financial statements were prepared in euros. All Deutsche Mark amounts appearing in or derived from our consolidated financial
statements have been translated into euros at the official fixed exchange rate of 1.00 = DM 1.95583.
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For convenience, this annual report contains unaudited translations of euro amounts into U.S. dollars at the rate of  1.00 = $1.2292, the noon
buying rate published by the Federal Reserve Bank of New York for euros on March 31, 2004. The noon buying rate for euros on September 24,
2004 was  1.00 = $1.2256. For more information regarding exchange rates, see the section entitled Exchange Rate Information below.

For all periods, we have presented our consolidated financial statements and selected consolidated financial data including our accounts and
those of our wholly-owned subsidiaries. The revenue and expense items of our consolidated statements of operations are translated at a weighted
average of exchange rates during the relevant fiscal year. Our consolidated balance sheet accounts are translated into euros at the exchange rates
in effect at the end of the reporting period, except for shareholders equity which is translated at the rates in effect at the time the underlying
transactions are reported. Our consolidated balance sheet as of March 31, 2004 was prepared by translating dollar amounts into euro amounts at
the rate of  1.00 = $1.2224, the exchange rate published by the European Central Bank on March 31, 2004.

On March 14, 2001, our company acquired Trega Biosciences Inc., a corporation, which, at the time was located in San Diego, California,

whose common stock was listed on the Nasdaq National Market. We consolidated Trega s accounts commencing on March 31, 2001 under the
purchase method. Trega s most recent fiscal year prior to the acquisition ended on December 31, 2001. Trega s operations for the interim period
from March 14 through March 31 were not included in our statement of operations for FY 2001 but were fully included in our statement of
operations for FY 2002.

On January 30, 2002, our company acquired NetGenics, Inc., a corporation, which, at the time had its principle place of business in Cleveland,
Ohio. We consolidated NetGenics accounts commencing on January 31, 2002 under the purchase method. NetGenics operations for the period
from January 31, 2002 through March 31, 2002 were included in our statement of operations for FY 2002.

We reclassified certain amounts in our financial statements for FY 2000, 2001, and 2002 to conform to the financial presentation for FY 2003
and FY 2004. For example, effective December 31, 2002, we closed down our internal drug discovery activities called iD?. Accordingly, we
show the revenue and expenses relating to iD? as a separate item in our consolidated statement
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of operations for FY 2003 and FY 2004 under discontinued operations . We have reclassified revenue and expenses relating to our iBctivities
for FY 2002 as discontinued operations to enable comparisons to the information set forth for FY 2003 and FY 2004. No revenues or expenses
were generated or incurred in FY 2000 or FY 2001 related to iD? activities. Likewise, we show the assets relating to our iD? activities as a
separate item under assets held for sale in our consolidated balance sheet as of March 31, 2003.

We established a global professional service organization in FY 2003 to provide expert guidance in design, implementation and ongoing
optimization of our IT solutions. Accordingly we have reclassified revenue amounts for FY 2000, FY 2001, and FY 2002 to show revenue from
our professional services as a separate item and to enable comparisons to the information set forth for FY 2003 and FY 2004.

As part of our strategy to focus on our core competencies, our business activities are now centered around our IT business rather than our
internal drug discovery activities (iD%), which we have discontinued. Our IT business is primarily responsible for the development of our IT
solutions and products as well as for providing professional services to customers related to these solutions and products. Starting with our
consolidated statement of operations for FY 2003, we accordingly show these and other costs of sales as a separate item. We have also
reclassified amounts for FY 2000, FY 2001 FY 2002 as costs of sale to enable comparisons to the information set forth for FY 2003 and FY
2004.
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SELECTED CONSOLIDATED FINANCIAL DATA

Selected Consolidated Statement of Operations Data
Revenues:

Drug discovery

Licenses

Professional services

Maintenance and support

Total revenues

Cost-of-sales

Costs and expenses:

Selling costs

General and administrative costs

Research and development costs

Other operating income and expenses
Conversion of preferred into ordinary shares

Total costs and expenses (incl. cost-of-sales)
Operating results before depreciation and amortization
Depreciation of property, plant and equipment and
amortization of intangible assets

Impairment of goodwill

Operating results

Interest income/(expense), net

Results from marketable securities and other long-term
investments

Loss before taxes from continuing operations
Tax expense

Net loss for the year from continuing operations

Income/(Loss) on discontinued operations (net of tax of 0).

Net loss for the year

Preferred stock dividend
Deemed preferred stock dividend

Net loss attributable to ordinary shares after preferred stock

dividend and after deemed preferred stock dividend

Table of Contents

As of and for the fiscal year ended March 31(1)

(in thousands except for per share data)

2000 2001 2002 2003 2004 2004(2)
®)
3,459 2,391 2,898 1,531 980 1,205
1,437 5,151 9,503 12,450 8,174 10,047
4,850 13,317 18,307 12,681 7,518 9,241
223 536 1,314 2,697 3,003 3,691
9,969 21,395 32,022 29,359 19,675 24,184
1,326 9,184 11,395 18,677 9,466 11,636
1,795 5,719 12,546 11,229 8,276 10,173
4,967 7,501 18,369 21,490 9,272 11,397
11,068 17,688 33,900 34,225 12,507 15,374
542 (727) (1,104) (1,733) (1,759) (2,162)
8,743
19,698 48,108 75,106 83,888 37,762 46,417
(9,729) (26,713)  (43,085) (54,529)  (18,087)  (22,234)
3,060 4218 11,885 14,021 4,625 5,685
58,526
(12,790) (30,931)  (54,970)  (127,076)  (22,712)  (27.918)
8 5,234 6,302 3,654 1,355 1,666
(3,493) (13,594) 227 279
(12,781) (25697)  (52,161)  (137,016)  (21,130)  (25,973)
(22) (127) (261) (313) (326) (401)
(12,803) (25.824)  (52,422)  (137,329)  (21,456)  (26,374)
(9,549) (15,465) 698 858
(12,803) (25.824)  (61,971)  (152,794)  (20,758)  (25.,516)
(99) (25)
(14,410)
(12,902) (40259)  (61,971)  (152,794)  (20,758)  (25.,516)
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Basic and diluted net loss per share from continuing

operations (3) (2.01) (2.64) 2.77) (6.91) (1.08) (1.33)

Basic and diluted net income /( loss) per share from

discontinued operations (3) (0.50) (0.78) 0.04 0.05

Basic and diluted net loss per share from total operations

after preferred stock dividend and deemed preferred stock

dividend (3) (2.01) (2.64) (3.27) (7.69) (1.04) (1.28)

Selected Consolidated Balance Sheet Data

Cash and cash equivalents 6,648 67,197 19,184 60,102 29,294 36,008

Marketable securities 114,139 104,839 12,762 13,812 16,978

Assets held for sale 4,735 322

Property, plant and equipment, net 7,398 16,896 13,403 6,890 2,793 3,433

Long-term investments, at cost 13,080 19,695 10,760 549 549 675

Total assets 31,495 277,871 237,990 93,296 53,114 65,288

Deferred income and advance payments 4,389 13,539 15,215 12,945 8,334 10,244

Long-term debt 4,641 3,129 2,560 1,991

Shareholders equity/(deficit) 15,729 239,203 206,923 59,377 37,400 45,972

Selected Consolidated Cash Flow Statement Data

Net cash used in operating activities (4,680) (13,371) (51,377) (43,911) (26,304) (32,333)

Net cash (used in) provided by investing activities (20,033) (127,917) 5,044 86,694 (584) (718)
201,522 (1,586) (703) (2,588) (3,181)

Net cash (used in) provided by financing activities 30,509

(1) Columns may not add due to rounding.

(2) Amounts in the column are unaudited and translated for the convenience of the reader at

published by the Federal Reserve Bank of New York for euros on March 31, 2004.
(3) Net loss per share data for FY 2000 assume that 6,433,882 shares, the weighted number of shares outstanding immediately prior to our
initial public offering in August 2000, after giving effect to the stock-split referred to above, were outstanding for the period presented.
During FY 2001, the weighted average number of our company s shares outstanding was 15,247,146 (basic and fully diluted). During FY
2002, the weighted average number of our company s shares outstanding was 18,940,029 (basic and fully diluted). During FY 2003 and FY
2004, the weighted average number of our company s shares outstanding was 19,870,175 (basic and fully diluted). At March 31, 2004, the

number of our company s shares outstanding was 19,870,175.
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Exchange Rate Information

The prices for ordinary shares traded on German stock exchanges are denominated in euros. Fluctuations in the exchange rate between the euro
and the U.S. dollar will affect the U.S. dollar equivalent of the euro price of the ordinary shares traded on the German stock exchanges and, as a
result, may affect the price of our company s American Depositary Shares traded in the United States, each representing one ordinary share

( ADSs ). In addition, our company will pay any dividends in euros so that exchange rate fluctuations will also affect the U.S. dollar amounts
received by the holders of our company s ADSs on the conversion into U.S. dollars of cash dividends paid in euros on the ordinary shares
represented by the ADSs.

A significant portion of our revenue and expenses is denominated in U.S. dollars rather than in euro. Therefore, movements in the exchange rate
between the euro, on the one hand, and the U.S. dollar, on the other hand, may materially affect our consolidated financial position, results of
operations and cash flows. See Risk Factors , Item 5: Operating and Financial Review and Prospects and Item 11: Quantitative and Qualitative
Disclosure About Market Risk  Foreign Currency Exchange Risk below.

Since the euro did not exist prior to January 1, 1999, we cannot present actual exchange rates between the euro and the U.S. dollar for earlier
periods in our audited consolidated financial statements and in the other financial information discussed in this annual report. To enable you to
ascertain how the trends in our financial results might have appeared had they been expressed in U.S. dollars, the table below shows the average
exchange rates of U.S. dollars per euro for the periods shown. For all periods prior to the creation of the euro on January 1, 1999, this
information has been calculated using the Federal Reserve Bank of New York s noon buying rates for the Deutsche Mark per $1.00 for each
period, as translated into euro at the official fixed rate of 1.00 = DM 1.95583. The average is computed using the Federal Reserve Bank of New
York s noon buying rate for the Deutsche Mark, for periods prior to January 1, 1999, and for the euro, for periods after January 1, 1999, on the
last business day of each month during the period indicated.

Average exchange rates of U.S. dollars per euro

Average
Financial year ended March 31, 2000 1.0235
Financial year ended March 31, 2001 0.9114
Financial year ended March 31, 2002 0.8800
Financial year ended March 31, 2003 1.0033
Financial year ended March 31, 2004 1.1752

The table below shows the high and low exchange rate of U.S. dollars per euro for each of the six months from March 2004 to August 2004:

Recent exchange rates of U.S. dollars per euro

High Low

March 2004 1.2431  1.2088
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April 2004
May 2004
June 2004
July 2004
August 2004

The noon buying rate on September 24, 2004 was 1.00 = $1.2256.
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1.2358
1.2274
1.2320
1.2437
1.2368

1.1802
1.1801
1.2006
1.2032
1.2025
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Risk Factors

We operate in a dynamic and rapidly changing environment that involves numerous risks and uncertainties, many of which are beyond our
control. You should carefully consider the risks described below before purchasing our company s ordinary shares or ADSs. The occurrence of
any of the following events could harm us. If these events occur, the trading price of our company s ordinary shares or ADSs could decline, and
you may lose all or part of your investment. Additional risks not currently known to us or that we currently deem immaterial may also harm us
and affect your investment.

Risks Relating to Our Business

We have incurred net losses to date and may not become profitable.

Our company was formed on March 4, 1997 and has a limited operating history. Our consolidated net losses amounted to  20.758 million in our
fiscal year ended March 31, 2004, 152.794 million in our fiscal year ended March 31, 2003, and 61.971 million in our fiscal year ended March
31, 2002. We expect that we will continue to incur net losses for the foreseeable future. We face significant and potentially costly challenges in
simultaneously pursuing key R&D goals and attracting customers for our products and services. As a result, we may not become profitable in the
future. Even if we become profitable, we may not be able to maintain profitability, as our results of operations are, and will continue to be,
difficult to predict and may vary from quarter to quarter.

Substantial, prolonged declines in the biotechnology and pharmaceutical industries across Europe, North America and Asia may cause our
revenues and cash flows to suffer.

Implementation of our information technology and software (or IT) products and solutions can constitute a significant portion of our customer s
research and development, or R&D, and/or information technology, or IT, budgets, and the amount customers are willing to invest in acquiring
and implementing our products and solutions and the timing of our customers investment has tended to vary due to business conditions existing
in the biotechnology and pharmaceutical industries. There has been a slowdown in the biotechnology and pharmaceutical industries as a result of
general economic weakness and circumstances specific to these industries. Continued weakness in these sectors could undermine our efforts to
obtain new customers and encourage existing customers not to renew or to seek to renegotiate existing contracts with us resulting in less
favorable terms than those currently in place. Either outcome could have a material adverse effect on our business and cash flows as we derive
our revenue primarily from software licenses and professional services in those markets.

We must retain existing customers, add new customers and achieve milestones under existing customer contracts if we are to achieve our
goals.

We have a small number of customers, the revenues from which offset only a portion of our expenses. In order to generate significant additional
revenues, we must retain our existing customers and add additional customers. Our ability to do so depends upon our customers belief that our
products, solutions and services can help accelerate their life science R&D activities, particularly in the areas of drug discovery and
development. We must also expand our existing customer relationships to include new products, solutions and services. Although various of our
customer agreements have multi-year terms, we cannot assure you that any of them will be renewed upon expiration or that our customers will
not terminate them on short notice. Nor can we assure you that our existing customers will enter into new agreements with us for additional
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products or upgrades of licensed products, solutions or services.

In addition, future revenues under our customer agreements may depend in whole or in part upon our ability to meet milestones set out in those
agreements. We may not meet these milestones on a timely basis or at all. We will not receive milestone payments if we fail to meet any of these
milestones and this failure could result in the termination of one or more of these agreements. The failure to receive milestone payments or the
termination of an agreement with a customer could adversely affect our business, results of operations and/or financial condition.

Delays in release of new software products or solutions or undetected errors in our software products or solutions may result in increased
costs to us, delayed market acceptance of our products and delayed or lost revenues.

To achieve market acceptance, new IT products or solutions and product or solution enhancements can require long development and testing
periods, which may result in delays in scheduled introduction. Any delays in the release schedule for new IT products or solutions and product
or solution enhancements may delay market acceptance of these products or solutions and may result in delays in new customer orders for these
new products or solutions or the loss of customer orders. In addition, new IT products or solutions and enhancements may contain a number of
undetected errors or bugs when they are first released. As a result, in the months following the introduction of certain releases, we generally
devote significant resources, primarily consulting and development services, to work with early customers to correct these errors. There can be
no assurance, however, that all of these errors can be
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corrected to the customer s satisfaction, with the result that certain customers may bring claims for damages, refunds or replacement software.
Although we test each new product and solution and enhancement release before introducing it to the market, there can be no assurance that
significant errors will not be found in existing or future releases of our IT products or solutions, with the possible result that significant resources
and expenditures may be required in order to correct such errors or otherwise satisfy customer demands. Significant undetected errors or delays
in the release of new IT products or solutions or enhancements may affect market acceptance of our IT products and solutions, significantly
increase our development costs and result in delayed or lost revenue. Any of these outcomes could have a material adverse effect on our
business, results of operations and/or financial condition.

The market in which we compete continues to evolve and, if it does not grow rapidly in the future, our business will be adversely affected.

We have invested, and continue to invest, significant resources in further developing and marketing new and enhanced products and solutions. In
FY 2004, we released our new biology solution called LION Target Engine, and a new module of our SRS data integration system, the SRS
Gateway. In FY 2005, we released a new version of our SRS software, our new cheminformatics tool, LeadNavigator, and a new version of our
LION Target Engine. In addition, we plan to release another enhanced version of SRS, one new version of LION Target Engine and our new
chemistry solution called LION Lead Engine in FY 2005. Demand and market and customer acceptance for these recently introduced and future
products and solutions are subject to a high level of uncertainty. We expect to derive a substantial portion of our future revenue from these
products and solutions. In February 2004, we announced that we would no longer offer our integration platform LION DiscoveryCenter as a
stand alone product due to unsatisfactory market acceptance, which also adversely affected our ability to market our LION Target Engine, which
was designed to function with our LION DiscoveryCenter integration platform. A delay in market acceptance of our new and enhanced products
and solutions could result in delayed or lost revenue and lost development costs.

We depend on a few key customers, and our revenue could be negatively affected by the loss or early termination of a contract with one of
these customers.

We derive a significant portion of our revenue from a small number of customers. Although we generally have multi-year contracts with our
customers, our customers may cancel their contracts on short notice, including in circumstances where we fail to accomplish contractual
milestones. Our business and cash flows would be adversely affected if one or more of our key customers were to unexpectedly discontinue or
significantly reduce the use of our products, solutions or services. For example, Bayer accounted for approximately 39% of our revenue in FY
2004, 33% of our revenues in FY 2003 and 58% of our revenues in FY 2002. One of our multi-year software development collaboration
agreements with Bayer expired in the summer of 2004 in accordance with the terms of the contract. Our second multi-year software
development collaboration agreement with Bayer is close to completion as we have delivered the final software-development milestone under
that agreement for acceptance. Bayer did not renew either of these agreements. If we are unable to make up the revenue lost from the expiration
of these collaboration agreements with Bayer with revenue from a new software development agreement with Bayer or from other customers,
our business and future revenue growth and cash flows could be adversely affected.

If we are unable to keep up with rapid technological changes, we may not be able to compete effectively.

Our future success will depend in part upon our ability to:

continue to enhance and expand our existing products and services;
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provide quality, high performance products, solutions and services; and

develop and introduce new products and provide new services that satisfy increasingly sophisticated customer requirements, that keep
pace with technological developments and that are accepted in the market.

We continue to provide solutions for increasing efficiencies and speeding up the drug discovery process for biotechnology and pharmaceutical
companies. There can be no assurance that we will be successful in anticipating and developing product enhancements or new solutions and
services to adequately address changing technologies and customer requirements in the life science industry. Any such enhancements, solutions
or services may not be successful in these markets or may not generate revenue. We may fail to anticipate and develop technological
improvements, to adapt our products to technological change, emerging industry standards and changing customer requirements or to produce
high-quality products, enhancements and releases in a timely and cost-effective manner in order to compete with applications offered by our
competitors in the life science industry.
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Customer implementation and installation involves significant resources and is subject to significant risks.

Implementation of our IT products and solutions is a process that may involve a significant commitment of resources and time on the part of our
customers and is subject to a number of significant risks over which we may have no control. Some of our customers have experienced
protracted implementation times in connection with the implementation of our products. We can offer no assurance that similar delays and extra
costs will not occur in the future in connection with the implementation of our products for other customers or with respect to our other products
or solutions, despite the existence and support of our professional services staff. Excessive delays and pricing disparities could undermine our
efforts to license our products and services in the life science industry.

We may be restricted in our ability to implement reductions of our company s workforce because a committee formed by our employees may
object to termination of employees of our company, requiring us to enter into binding mediation before an independent third party with
respect to any such work force reductions.

The employees of our company have formed an improvement committee, consisting of three active representatives elected by our company s
employees on an annual or biannual basis. Members of our management generally meet with the improvement committee on a monthly basis
and our management board briefs the committee at least once each quarter on our business activities. Our company has agreed with the
improvement committee to keep the committee timely informed about our company s business activities and to afford the improvement
committee an opportunity to discuss certain actions by our company, including changes to the company s operations or organizational structure,
changes to salary or compensation structure, and employment terminations, disciplinary measures and resolution of employee disputes, prior to
their implementation. The improvement committee does not represent or bind the employees of our subsidiaries and the committee s notice and
participation rights do not extend to actions by our subsidiaries. Our company has also agreed to consult with the improvement committee in
advance regarding workforce reductions and resulting compensatory measures. However, our company is not required to follow the committee s
recommendations or to provide a redundancy plan.

The improvement committee s notice and participation rights are not intended to prevent our company from either creating or eliminating
positions of employment. However, if the improvement committee expressly declines to endorse the termination of any employee of our
company without cause, including as part of a workforce reduction, our company may not proceed with the termination unless urgent action is
required. If the committee and management cannot reach a mutually acceptable resolution in mediation, including with respect to the termination
of any employee without case, the matter will be referred to an independent mediator appointed by the local labor court in Heidelberg, Germany.
The mediator s decision is binding on our company. Our company pays for the costs of the court-appointed mediation.

Our company bears the costs resulting from the activities of the improvement committee, including related travel and legal costs, and provides
the necessary meeting and communications facilities. The members of the improvement committee have confidentiality obligations concerning
management and employees. We may be restricted in our ability to restructure the activities of our company and to implement workforce
reductions at our company, unless we can reach agreement with the improvement committee.

Our business model may prove unsuccessful.

The success of our business model and strategy will depend on:
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our ability to develop and market IT solutions based on our technologies and those of our collaboration partners;

the degree to which the life sciences industry adopts our IT products, solutions and services in its R&D process; and

the performance of our technologies, solutions, products and services in accelerating the drug discovery process and the acceptance of
these technologies, solutions, products and services.

The addition of new products, solutions and services will add further complexity to our organization and thus require additional management
attention and resources as new markets are addressed. Our products and services involve a new approach to the conduct of business of
organizations within the life science industry. Demand and market acceptance are therefore uncertain. While we will continue to pursue
marketing and sales efforts to educate potential customers or the advantages of adopting our solutions for drug discovery, we can provide no
assurance that a market will develop for such products and services.

We are subject to pricing pressure.

In response to competition and general adverse economic conditions, we may be required to modify our pricing practices. This development may
adversely affect our revenue and earnings. We generally license our software products and solutions on a right to
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use basis pursuant to licenses over a specified period of time and providing for license fees based on the number and types of users or other
applicable criteria. Changes in our pricing model or any other future broadly-based changes to our prices and pricing policies could lead to a
decline or delay in revenue as our sales force and customers adjust to the new pricing policies.

Our revenue mix may vary and may adversely affect the amount of revenue and our ability to break-even.

We derive revenue from software licenses, software support and maintenance services for our customers, professional services engagements and
collaborations with our customers and drug discovery activities that we have not terminated. Our revenue recognition policy is different for
perpetual licenses than for our multiple-year licenses and services and drug discovery activities. We generally recognize revenue from perpetual
licenses up-front whereas we recognize revenue from multiple-year licenses on a pro-rata, percentage-of-completion or milestone basis. Our
revenue from support and maintenance services typically lags behind perpetual license fees. Therefore variances or slowdowns in our licensing
activities may have an adverse impact on our revenue. In addition, growth in professional service revenue will depend on our ability to compete
effectively in obtaining customer engagements or collaborations to provide services related to our products or solutions. Profit margins on
professional service engagements are less than profit margins on revenue from software licenses. Our professional service engagements or
collaborations with a customer may require us to develop complex customizations or software solutions for a customer over a lengthy period of
time. Our service fees are typically tied to achieving certain milestones and delivering certain deliverables. We may be forced to expend
additional efforts and resources to accomplish these milestones and deliver these deliverables. Given the smaller profit margins on these
professional service engagements, we may be required to perform services for a customer at a net loss to us.

Our sales forecasts and/or revenue projections may not be accurate.

Weuse a pipeline system, a common industry practice, to forecast sales and trends in our business. Our sales personnel monitor the status of
proposals, including the date when they estimate a customer will make a purchase decision and the potential revenue from the sale. We
aggregate these estimates on a rolling six-month basis in order to generate a sales pipeline. We compare the pipeline at various points in time to
look for trends in our business. While the pipeline process provides us with some guidance in business planning and budgeting, it is based on
estimates only and is therefore subject to risks and uncertainties. A variation in the conversion of the pipeline into revenue or the pipeline itself
could cause us to improperly plan or budget and thereby adversely affect our business, results of operations and financial condition. For
example, softness in the general economy or in the life sciences market could negatively influence the capital spending decisions of a life
science market participant, causing the customer to delay purchasing our products or solutions or reducing the amount of such purchase or
canceling a purchase decision entirely. Any one of these outcomes could reduce the pipeline conversation rate for the relevant time period.

Terrorist attacks, war or other international hostilities could adversely impact our business.

Further terrorist attacks like those of September 11, 2001, war or other international hostilities could damage the world economy and adversely
affect our customers investment and purchase decisions over an extended period of time. As a vendor of software solutions, which are
effectively capital goods, we operate in a sector of the economy that may be impacted by the effects of any such attack.

Revenue recognition accounting pronouncements may adversely affect our reported results and operations.
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We continuously review our compliance with all new and existing revenue recognition accounting pronouncements. Depending upon the

outcome of these ongoing reviews and potential issuance of further accounting pronouncements, implementation guidelines and interpretations,
we may be required to modify our revenue recognition policies and business practices which could have a material adverse effect on our results
of operation. Our existing revenue recognition policy is described in Note of our consolidated financial statements included in Item 18: Financial
Statements and in Item 5: Operating and Financial Review and Prospects - Revenue Recognition

Our management s use of assumptions and estimates may adversely affect our results of operations and financial condition.

Our financial statements are based upon the accounting policies as described in note A of our consolidated financial statements and included in
Item 18. Financial Statements in this annual report on Form 20-F. Such policies may require management to make significant 