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PART I FINANCIAL INFORMATION
Item 1. Financial Statements

RIGEL PHARMACEUTICALS, INC.
CONDENSED BALANCE SHEETS
(in thousands, except share and per share amounts)

June 30, December 31,
2002 2001
(unaudited) (Note 1)



Assets
Current assets:
Cash and cash equivalents
Available-for-sale securities
Accounts receivable
Prepaid expenses and other current assets
Total current assets

Property and equipment, net
Other assets

Liabilities and stockholders' equity
Current liabilities:

Accounts payable

Accrued compensation

Accrued liabilities

Deferred revenue

Capital lease obligations

Total current liabilities

Capital lease obligations
Long-term portion of deferred revenue
Other long-term liabilities

Commitments

Stockholders’ equity:

Common stock, $0.001 par value; 100,000,000 shares authorized,

45,467,820 and 37,732,209 shares issued and outstanding on June 30, 2002 and December 31, 2001, respectively

Additional paid-in capital
Deferred stock compensation

Accumulated other comprehensive (loss) income

Accumulated deficit
Total stockholders’ equity

$ 20,077 $ 11,488
25,574 21,927
1,763 1,153
5,449 1,965
52,863 36,533
9,524 8,440
1,669 1,475
$ 64,056 $ 46,448
$ 2,706 $ 1,952
836 671
5,233 1,104
3,778 3,264
3,704 3,171
16,257 10,162
3,465 4243
1,333 2,240
431 862
45 38
140,579 109,095
(1,467) (2,452)
15 44
(96,602) (77,784)
42,570 28,941
$ 64,056 $ 46,448

Note (1) The balance sheet at December 31, 2001 has been derived from the audited financial statements at that date included in the Company’s Form 10-K for the fiscal year

ended December 31, 2001.

See accompanying notes.
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RIGEL PHARMACEUTICALS, INC.

CONDENSED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Three Months Ended Six Months Ended
June 30, June 30,
2002 2002 2001
(unaudited) (unaudited)
Revenues:
Contract revenues from collaborations $ 4337 $ 3,123 § 8435 § 6,317
Costs and expenses:
Research and development 12,066 8,787 22,157 14,764
General and administrative 2,761 1,933 5,205 3,894
14,827 10,720 27,362 18,658
Loss from operations (10,490) (7,597) (18,927) (12,341)
Interest income 266 526 560 1,226
Interest expense (222) (244) (451) (360)
Net loss $ (10,446) $ (7,315) $ (18,818) $ (11,475)
Net loss per share, basic and diluted $ 0.23) $ (0.20) $ (0.42) $ (0.31)
Weighted average shares used in computing net loss per common share, basic
and diluted 45,339 37,094 44,337 36,998
See accompanying notes.
3
RIGEL PHARMACEUTICALS, INC.
CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)
Six Months Ended
June 30,
2002 2001

Operating activities:

(unaudited)



Net loss $ (18,818) $ (11,475)
Adjustments to reconcile net loss to net cash used in
operating activities:

Depreciation and amortization 2,453 1,700
Amortization of deferred stock compensation 734 1,693
Noncash stock compensation recovery (10) 4)
Issuances of equity instruments for noncash benefits 9 —
Changes in assets and liabilities:
Accounts receivable (610) 150
Prepaid expenses and other current assets 88 (395)
Other assets (136) (539)
Accounts payable 754 41
Accrued compensation 165 (118)
Accrued liabilities 556 (238)
Deferred revenue (393) (1,193)
Other long-term liabilities 431) 65
Net cash used in operating activities (15,639) (10,313)
Investing activities:
Purchase of available-for-sale securities (23,001) (34,753)
Maturities of available-for-sale securities 19,325 3,965
Capital expenditures (3,536) (1,953)
Net cash used in investing activities (7,212) (32,741)
Financing activities:
Proceeds from capital lease financing 1,564 1,748
Principal payments on capital lease obligations (1,809) (1,693)
Net proceeds from issuances of common stock 31,685 483
Net cash provided by financing activities 31,440 538
Net increase (decrease) in cash and cash equivalents 8,589 (42,516)
Cash and cash equivalents at beginning of period 11,488 49,030
Cash and cash equivalents at end of period $ 20,077 6,514

See accompanying notes.
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Rigel Pharmaceuticals, Inc.
Notes to Condensed Financial Statements
(unaudited)

1. Nature of operations

Rigel Pharmaceuticals, Inc. (“Rigel” or the “Company”) was incorporated in the state of Delaware on June 14, 1996. The Company is engaged in the discovery and
development of a broad range of new small molecule drug candidates.

2. Basis of presentation

The accompanying unaudited condensed financial statements of the Company have been prepared in accordance with generally accepted accounting principles for
interim financial information and pursuant to the instructions to Form 10-Q and Article 10 of Regulation S-X. In the opinion of Rigel’s management, these unaudited
condensed financial statements include all adjustments, consisting only of normal recurring adjustments, which Rigel considers necessary to fairly state the Company’s
financial position and the results of its operations and its cash flows. Interim-period results are not necessarily indicative of results of operations or cash flows for a full-year
period. The balance sheet at December 31, 2001 has been derived from audited financial statements at that date, but does not include all disclosures required by generally
accepted accounting principles for complete financial statements.

These condensed financial statements and the notes accompanying them should be read in conjunction with the Company’s Annual Report on Form 10-K for the
year ended December 31, 2001. Stockholders are encouraged to review the Form 10-K for a broader discussion of the Company’s business and the opportunities and risks
inherent in the Company’s business. Copies of the Form 10-K are available from the Company upon request.

Comprehensive loss did not materially differ from the net loss as reported.
3. Net loss per share

Basic earnings per share excludes any dilutive effects of options or warrants. The calculation of diluted net loss per share excludes shares of potential common stock
if the effect is anti-dilutive.

4. Revenue recognition

Non-refundable, up-front payments received in connection with research and development collaboration agreements, including technology access fees, are deferred
and recognized on a straight-line basis over the relevant periods of continuing involvement, generally the research term.

Revenues related to collaborative research with the Company’s corporate collaborators are recognized as research services are performed over the related funding
periods for each contract. Under these agreements, the Company is required to perform research and development activities as specified in each respective agreement. The
payments received are not refundable and are generally based on a contractual cost per full-time equivalent employee working on the project. Research and development
expenses under the collaborative research agreements approximate or exceed the revenue recognized under such agreements over the term of the respective agreements.
Deferred revenue may result if the Company were not to incur the required level of effort during a specific period in comparison to funds received under the respective
contracts.

Milestones are recognized pursuant to collaborative agreements upon the achievement of these specified at-risk milestones.

Royalties will be recognized as earned in accordance with the contract terms when the third-party results are reliably measurable and collectibility is reasonably
assured.



5. Equity financing

During January 2002, the Company issued 7,000,000 shares of common stock in a registered direct offering to certain institutional investors at a price of $4.50 per
share under the Company’s shelf registration statement. The Company received net proceeds of approximately $29.4 million after deducting commissions and offering costs.
During February 2002, the Company issued 465,117 shares of common stock in a registered direct offering to a certain institutional investor at a price of $4.30 per share
under the Company’s shelf registration statement. The Company received net proceeds of approximately $1.8 million after deducting commissions and offering costs.
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6. Equipment financing

In January 2002, the Company entered into an additional equipment lease line agreement for an aggregate total of $2.0 million. The Company also issued a warrant
to purchase 23,810 shares of common stock at an exercise price of $4.20 per share in conjunction with the agreement. The fair market value of this warrant, as determined by
the Black-Scholes valuation model, was approximately $66,000. This amount has been capitalized in other long-term assets and will be amortized into expense over the
payment periods of the obligation. As of June 30, 2002, the Company had utilized $1,565,000 of this lease line. The Company has the ability to draw down on this facility up
through August 2002. The lease period for this facility is three years with the interest rate on each lease line fixed at the time of draw down. As of June 30, 2002, the average
interest rate on outstanding obligations was 11.5%. Obligations under this lease line are secured by assets financed under the leases.

7. Subsequent events
Tenant improvements and equipment financing

On July 12, 2002, the Company entered into a tenant improvement and equipment lease line agreement for an aggregate total of $15.0 million. The Company also
issued a warrant to purchase 138,889 shares of common stock at an exercise price of $2.70 per share in conjunction with the agreement. The fair market value of this warrant,
as determined by the Black-Scholes valuation model, will be capitalized in other long-term assets and amortized into expense over the payment periods of the obligation. The
Company has the ability to draw down on this facility through July 2003. There are certain financial covenants that must be maintained under this agreement.

New research agreement

On August 1, 2002, the Company entered into a three-year collaborative research agreement with Daiichi Pharmaceuticals (“Daiichi”) to discover and develop drug
candidates related to a specific protein degradation target. Under the terms of the agreement, the initial stages of the collaboration will focus on the development of the assay
for this specific target and the initiation of high-throughput screening to identify small molecules with therapeutic oncology applications. Upon signing of the agreement,
Daiichi was obligated to pay a one-time, non-refundable, non-creditable up front fee. Under the terms of the agreement, Daiichi will provide support for research for three
years, as well as payment for various milestones and royalties if certain conditions are met.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This discussion and analysis should be read in conjunction with our financial statements and accompanying notes included in this report and the 2001 audited
financial statements and accompanying notes included in our 2001 Annual Report on Form 10-K. Operating results for the three and six months ended June 30, 2002 are not
necessarily indicative of results that may occur in future periods.

Except for the historical information contained herein, the following discussion contains forward-looking statements that are based upon current expectations.
Forward-looking statements involve risks and uncertainties. When used herein, the words “believe,” “anticipate,” “expect,” “estimate” and similar expressions are intended
to identify such forward-looking statements. There can be no assurance that these statements will prove to be correct. Our actual results and the timing of events could differ
significantly from those discussed here. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in “Risk Factors,” as well
as those discussed elsewhere in this report and in our 2001 Annual Report on Form 10-K as filed with the SEC. Rigel undertakes no obligation to update any of the forward-
looking statements contained herein to reflect any future events or developments.

Y Y

Overview

We are a drug discovery and development company that uses advanced functional genomics tools to discover novel drug targets that can be used to develop orally
administered small molecule drugs. We have incurred net losses since inception and expect to incur substantial and increasing losses for the next several years as we begin to
move drug candidates into and through preclinical and clinical stages of drug development and expand our research and development activities. To date, we have funded our
operations primarily through the sale of equity securities, non-equity payments from collaborative partners and capital asset lease financings.

We received our first funding from our collaborative partners in December 1998. As of June 30, 2002, including both research funding and equity investments, we
have received cash proceeds totaling an aggregate of $69.1 million from our collaborative partners, including $7.0 million in the six months ended June 30, 2002. As of June
30, 2002, our accumulated deficit was approximately $96.6 million.

We expect our sources of revenue for the next several years to consist primarily of payments under our current and future corporate collaborations. Under these
arrangements, sources of revenue may include up-front payments, funded research, milestone payments and royalties. The process of carrying out our research programs for
our collaborative partners and the development of our own non-partnered products to the later stages of development will require significant additional research and
development expenditures, including preclinical testing and clinical trials. These activities, together with our general and administrative expenses, are expected to result in
substantial operating losses for the foreseeable future. We will not receive product revenue unless we or our collaborative partners complete clinical trials, obtain regulatory
approval and successfully commercialize one or more of our products.

To date, we have entered into collaborations with four major pharmaceutical companies: Johnson & Johnson, Pfizer, Novartis and Daiichi. Johnson & Johnson,
Pfizer and Novartis have contributed nearly all of our revenues over the last three years.

In July 2001, we expanded our collaboration with Novartis with the initiation of our angiogenesis program, the fourth and final program in our Novartis
collaboration. Pursuant to the expanded Novartis collaboration, we received a $4.0 million upfront payment from Novartis, which will be recognized as revenue ratably over
the life of the contract. In addition, the expanded collaboration provides that the angiogenesis research program will be carried out at Rigel, and provides for research
reimbursement over the next three years and includes potential future milestones and royalty payments to Rigel. In conjunction with the original collaboration, Novartis paid



$4.0 million for 2,000,000 shares of our series D preferred stock that converted to 2,000,000 shares of common stock upon the completion of our initial public offering. The
original collaboration also allowed for an additional equity investment by Novartis of up to $10.0 million that was callable by us until our initial public offering. We exercised
this right and sold to Novartis 1,428,571 shares of common stock at $7.00 per share concurrent with the closing of the our initial public offering. As of April 16, 2002,
Novwartis still held all 3,428,571 of these shares.

In May 2002, Novartis elected to conclude the research phases of our two initial joint projects in the autoimmunity and transplant rejection areas, after 42 months
each, effective in November 2002 and February 2003. Pursuant to the collaboration agreement, Novartis had the option to end the research phase on these programs after
either 24 months or 42 months.

In December 2001, Johnson & Johnson elected to extend the research phase of our collaboration for an additional two years, resulting in additional research
reimbursement through the end of 2003 of approximately $5.0 million.

In February 2002, the research phase of our collaboration with Pfizer concluded with Pfizer accepting a total of seven validated targets. Under our collaboration with
Pfizer, these validated targets will continue through the drug discovery and development process at Pfizer.

In August 2002, we initiated a three-year collaborative research agreement with Daiichi Pharmaceuticals to discover and develop drug candidates related to a specific
protein degradation target. Under terms of the agreement, the initial stages of the collaboration will focus on the development of the assay for this specific target and the
initiation of high-throughput screening to

identify small molecules with therapeutic oncology applications. Upon signing of the agreement, Daiichi was obligated to pay a one-time, non-refundable, non-creditable up
front fee. Under the terms of the contract, Daiichi will provide support for research for three years, as well as payment for various milestones and royalties if certain
conditions are met.

A summary of these partnerships is as follows:

Partner Research Program Commencement Date Research Phase End Date
Johnson & Johnson Tumor Growth—Cell Cycle Inhibition December 4, 1998 December 2003

Pfizer Asthma/Allergy—IgE Production in B Cells January 31, 1999 February 2002

Novartis Transplant Rejection—T Cell Activation May 26, 1999 November 2002

Novartis Autoimmunity Disease—B Cell Activation August 1, 1999 February 2003

Novartis Chronic Bronchitis (conducted at Novartis) January 1, 2000 Ongoing

Novartis Tumor Growth—Inhibition of Tumor Angiogensis July 6, 2001 July 2004

Daiichi Tumor Growth—Protein Degradation Oncology Target August 1, 2002 August 2005

Under the terms of these collaborations, our partners have agreed to provide up to approximately $20.3 million in future research funding over the next three years,
$2.0 million of which is subject to possible cancellation. In addition, we may receive additional payments upon the achievement of specific research and development
milestones and royalties upon commercialization of any products.

In order to maintain and increase proceeds from collaborations, we are exploring new opportunities with existing and new potential collaborators. Our earliest
partnerships focused on the early stages of drug discovery, specifically on target discovery and validation, while our collaboration with Johnson & Johnson has been expanded
to also include both chemistry and compound high-throughput screening, and our recent collaboration with Daiichi focuses on high-throughput compound screening. We
currently anticipate that we will self-fund, at an increased rate of spending, our own research programs to later stages of development prior to partnering with collaborative
partners. Therefore, it is expected that future collaborative partnerships will have an expanded focus and could include cell pathway mapping, high-throughput screening,
combinatorial and medicinal chemistry, pre-clinical evaluations and/or clinical development. For some programs, we may also seek to enter into collaborations for the
development of compounds that we have discovered. The timing, the amount of funds received and the scope of any new collaboration are uncertain, and any compound
collaboration will depend on the successful progress of clinical trials. New, expanded or larger collaborations will also be necessary to offset any decrease in proceeds as
collaborations come to the end of their terms. Our Novartis programs are multiple-year agreements with the research phases terminating in 2002, 2003 and 2004, while the
Johnson & Johnson collaboration concludes its research phase at the end of 2003. As each collaboration reaches the conclusion of its research phase, the parties may evaluate
the status of the collaboration and, if appropriate, seek to extend the research phase of the collaboration agreement or negotiate alternative terms.

In June 2002, we resolved a dispute with Inoxell A/S (formed as a spinout from Pharmexa — formally M&E Biotech) by entering into a global patent settlement
concerning certain drug target identification technologies, which includes both cross-licensing and joint ownership to certain patents and allows for worldwide freedom of
operation for both companies.

Critical Accounting Policies and the Use of Estimates

Our discussion and analysis of our financial condition and results of operations is based upon our financial statements, which have been prepared in accordance with
accounting principles generally accepted in the United States. The preparation of these financial statements requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our estimates,
including those related to terms of the research collaborations, investments, stock compensation, impairment issues, the estimated useful life of assets, income taxes, financing
operations and contingencies. We base our estimates on historical experience and on various other assumptions that we believe to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions. We believe the following critical accounting policies affect our more significant judgments and
estimates used in the preparation of our financial statements.

Revenue Recognition

Non-refundable, up-front payments received in connection with research and development collaboration agreements, including technology access fees, are deferred
and recognized on a straight-line basis over the relevant periods of continuing involvement, generally the research term.

Revenues related to collaborative research with our corporate collaborators are recognized as research services are performed
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over the related funding periods for each contract. We are required to perform research and development activities as specified in each respective agreement. The payments
received are not refundable and are generally based on a contractual cost per full-time equivalent employee working on the project. Research and development expenses under
the collaborative research agreements approximate or exceed the revenue recognized under such agreements over the term of the respective agreements. Deferred revenue may
result if we were not to incur the required level of effort during a specific period in comparison to funds received under the respective contracts.



Revenues resulting from the achievement of milestones are recognized pursuant to collaborative agreements upon the accomplishment of these specified at-risk
milestones.

Royalties will be recognized as earned in accordance with the contract terms when the third-party results are reliably measurable and collectibility is reasonably
assured.

Stock-based Compensation

We recorded no deferred stock compensation with respect to options granted to employees in the first six months of 2002 and approximately $0.3 million for the six
months ended June 30, 2001, representing the difference between the deemed fair value of our common stock for financial reporting purposes on the date these options were
granted and the exercise price. These amounts have been reflected as components of stockholders’ equity, and the deferred expense is being amortized to operations over the
vesting period of the options, generally four to five years, using the graded vesting method. We amortized deferred stock compensation of $0.7 million and $1.7 million for the
six months ended June 30, 2002 and 2001, respectively. At June 30, 2002, we had a total of $1.5 million remaining to be amortized over the remaining vesting periods of the
stock options.

In addition to the amortization of the deferred stock compensation, we also record charges associated with options granted to consultants in accordance with
accounting principles generally accepted in the United States that involve the periodic revaluation of outstanding unvested consultant options based upon the current market
value of our common stock and other assumptions, including the expected future volatility of our stock price. We recognized stock-based compensation recovery for
revaluation of consultant options of $10,000 for the six months ended June 30, 2002. We recognized stock-based compensation expense for revaluation of consultant options
of $3.6 million for the six months ended June 30, 2001. Even though the number of unvested outstanding options issued to consultants continues to decline, we expect to see
continued fluctuations in the future as a portion of these options are revalued based on the current market price of our common stock through the application of the graded
vesting method.

Three Months Ended June 30, 2002 and 2001

Revenues. Contract revenues from collaborations were approximately $4.3 million and $3.1 million for the three months ended June 30, 2002 and 2001,
respectively. Revenues in both three-month periods consisted of research support and amortization of upfront fees from the continuation of our collaborations with Novartis,
Johnson & Johnson and Pfizer. In the three months ended June 30, 2002, revenues included a milestone payment for a target accepted in accordance with our transplant
rejection research program with Novartis and a target accepted in accordance with our Pfizer collaboration. The increase in 2002 revenues of $1.2 million was primarily due
to the commencement of the angiogenesis program with Novartis in July 2001 and milestones achieved in the Novartis and Pfizer collaborations. We expect contract revenues
from collaborations to be a significant component of our total revenues for the foreseeable future.

Research and Development. Research and development expenses were approximately $12.1 million and $8.8 million for the three months ended June 30, 2002 and
2001, respectively. Excluding stock-based compensation, research and development expenses were approximately $11.8 million and $7.1 million for the three months ended
June 30, 2002 and 2001, respectively. The increase of $4.7 million reflects primarily our continued expansion of our drug development infrastructure, the addition of both
drug development and research headcount, increased outside contract efforts, increased preclinical activities as Rigel prepares for the expected commencement of clinical trials
in 2002 and costs associated with our intellectual property. We expect research and development expenses to increase in future periods, particularly as we move our solely-
owned product candidates through pre-clinical activities and into clinical trials.

The scope and magnitude of future research and development expenses are difficult to predict at this time given the number of studies that will need to be conducted
for any of our potential products. In general, biopharmaceutical-development involves a series of steps—beginning with identification of a potential target and including,
among others, proof of concept in animals and Phase I, II and III clinical studies in humans—each of which is typically more expensive than the previous step. Success in
development therefore results in increasing expenditures. Our research and development expenditures currently include costs for scientific personnel, supplies, equipment,
consultants, patent filings, sponsored research and allocated facility costs. Future research and development expenses are also expected to include costs related to clinical
trials.
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Because of the number of research projects we have ongoing at any one time, and the ability to utilize resources across several projects, the majority of our research
and development costs are not directly tied to any individual project and are allocated among multiple projects. Our project management is based primarily on scientific data
and supplemented by these cost allocations, which are based primarily on human resource time incurred on each project. The costs allocated to a project as a result do not
necessarily reflect the actual costs of the project. Accordingly, we do not maintain actual cost incurred information for our projects on a project-by-project basis.

General and Administrative Expenses. General and administrative expenses were approximately $2.8 million and $1.9 million for the three months ended June 30,
2002 and 2001, respectively. The increase was primarily attributable to higher employee costs and greater infrastructure costs to support our growing research and
development activities. We expect that general and administrative expenses will increase in the future to support the continued growth of our research and development efforts
as our products move into clinical trials.

Net Interest Income. Net interest income was approximately $45,000 and $282,000 in the three months ended June 30, 2002 and 2001, respectively. Interest income
results from our interest-bearing balances, whereas interest expense is the result of our capital lease obligations associated with fixed asset purchases. The decrease in net
interest income in 2002 was due to the reduction in interest rates on our owned securities and a higher balance on our capital lease obligations.

Six Months Ended June 30, 2002 and 2001

Revenues. Contract revenues from collaborations were approximately $8.4 million and $6.3 million for the six months ended June 30, 2002 and 2001, respectively.
Revenues in both six-month periods consisted of research support and amortization of upfront fees from the continuation of our collaborations with Novartis, Johnson &
Johnson and Pfizer. In the six months ended June 30, 2002, revenues included a milestone payment for a target accepted in accordance with our transplant rejection research
program with Novartis and targets accepted in accordance with our Pfizer collaboration. The increase in 2002 revenues of $2.1 million was primarily due to the
commencement of the angiogenesis program with Novartis in July 2001 and milestones achieved in the Novartis and Pfizer collaborations. We expect contract revenues from
collaborations to be a significant component of our total revenues for the foreseeable future.

Research and Development. Research and development expenses were approximately $22.2 million and $14.8 million for the six months ended June 30, 2002 and
2001, respectively. Excluding stock-based compensation, research and development expenses were approximately $21.6 million and $13.4 million for the six months ended
June 30, 2002 and 2001, respectively. The increase of $8.2 million reflects primarily our continued expansion of our drug development infrastructure, the addition of both
drug development and research headcount, increased outside contract efforts, increased preclinical activities as Rigel prepares for the expected commencement of clinical trials
in 2002 and costs associated with our intellectual property. We expect research and development expenses to increase in future periods, particularly as we move our solely-
owned product candidates through pre-clinical activities and into clinical trials.

The scope and magnitude of future research and development expenses are difficult to predict at this time given the number of studies that will need to be conducted
for any of our potential products. In general, biopharmaceutical-development involves a series of steps—beginning with identification of a potential target and including,
among others, proof of concept in animals and Phase I, IT and III clinical studies in humans—each of which is typically more expensive than the previous step. Success in
development therefore results in increasing expenditures. Our research and development expenditures currently include costs for scientific personnel, supplies, equipment,
consultants, patent filings, sponsored research and allocated facility costs. Future research and development expenses are also expected to include costs related to clinical



trials.

Because of the number of research projects we have ongoing at any one time, and the ability to utilize resources across several projects, the majority of our research
and development costs are not directly tied to any individual project and are allocated among multiple projects. Our project management is based primarily on scientific data
and supplemented by these cost allocations, which are based primarily on human resource time incurred on each project. The costs allocated to a project as a result do not
necessarily reflect the actual costs of the project. Accordingly, we do not maintain actual cost incurred information for our projects on a project-by-project basis.

General and Administrative Expenses. General and administrative expenses were approximately $5.2 million and $3.9 million for the six months ended June 30,
2002 and 2001, respectively. The increase was primarily attributable to higher employee costs and greater infrastructure costs to support our growing research and
development activities. We expect that general and administrative expenses will increase in the future to support the continued growth of our research and development efforts
as our products move into clinical trials.

Net Interest Income. Net interest income was approximately $109,000 and $866,000 in the six months ended June 30, 2002 and 2001, respectively. Interest income
results from our interest-bearing balances, whereas interest expense is the result of our capital lease
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obligations associated with fixed asset purchases. The decrease in net interest income in 2002 was due to the reduction in interest rates on our owned securities and a higher
balance on our capital lease obligations.

Liquidity and Capital Resources

We have financed our operations from inception primarily through sales of equity securities, contract payments payable to us under our collaboration agreements
and equipment financing arrangements. As of June 30, 2002, we had received $126.1 million in gross proceeds from the sale of equity securities, including $20.0 million from
collaborators, and had received $49.1 million in research funding from collaborators. In addition, as of June 30, 2002, we had financed, through leases and loans, the purchase
of equipment and leasehold improvements totaling approximately $16.7 million.

As of June 30, 2002, we had approximately $45.7 million in cash, cash equivalents and available-for-sale securities, as compared to $33.4 million as of December 31,
2001, an increase of $12.3 million. The increase was attributable to proceeds of $31.2 million, net of commissions and offering costs, from the sale of 7,465,117 shares of our
common stock to certain institutional investors in two offerings in January and February 2002 under our shelf registration statement, offset by approximately $15.6 million in
net cash used in operating activities. We also invested $3.5 million in capital equipment and tenant improvements and had debt service payments of $1.8 million in
conjunction with our equipment financing arrangements. These payments were offset by $1.6 million of proceeds from lease financings.

As of June 30, 2002, we had $7.2 million in capital lease obligations associated with our financed purchase of equipment and leasehold improvements. Also, as of
June 30, 2002, we had $0.5 million available for draw down on one of our financing arrangements that was secured in January 2002. All existing equipment financing
agreements as of June 30, 2002 secured by the equipment financed, bear interest rates in a range of 7% to 15% and are due in monthly installments through 2005. In addition,
three of these agreements have balloon payments at the end of each loan term, while the fourth agreement allows us to purchase the assets financed at the fair market value or
20% of the original acquisition cost at the end of the financing term. In July 2002, we entered into an additional financing agreement that will provide up to $15.0 million in
additional tenant improvement financing available through July 2003.

In May 2001, we entered into a 15-year non-cancelable lease for future research and office facilities, consisting of approximately 147,000 square feet in South San
Francisco, California. Under the terms of this lease, we are expected to occupy these new facilities in late 2002 and concurrently to terminate our lease of our current facilities
at 240 East Grand Avenue in South San Francisco. The future research and office facilities are currently under construction as a build-to-suit facility. We are obligated to fund
approximately $18.0 million of the total tenant improvement obligations. Of this amount, we have incurred approximately $2.4 million in pre-construction and construction
costs associated with our new facility through June 30, 2002. These costs are currently being capitalized on our balance sheet as construction-in-progress, a component of
property and equipment. These leasehold improvements will be amortized ratably over the term of the lease, which is 15 years, upon occupation of the buildings.

The following are our contractual commitments as of December 31, 2001 associated with debt obligations, lease obligations, contracted research obligations and
tenant improvement obligations.

Total 1 Year 2-3 Years 4-5 Years 6-16 Years
(in thousands)
Capital leases $ 8,506 $ 3829 § 4,566 $ 111 $ —
Facilities leases 161,152 3,494 14,995 17,310 125,353
Contracted research 2,265 1,931 334 — —
Tenant improvement 18,005 13,902 4,103 — —
Total $ 189,928 § 23,156 $ 23,998 § 17,421 $ 125,353

We believe that our existing capital resources, together with the proceeds from current and future anticipated collaborations and tenant improvement financings, will
be sufficient to support our current operating plan for at least the next 12 months. We will require additional financing in the future to fund our operations. Our future funding
requirements will depend on many factors, including, but not limited to:

. our ability to maintain our existing collaboration partnerships;
. our ability to establish, and the scope of, new collaborations;
12
. the progress and number of research programs carried out at Rigel;
. the progress of the research and development efforts of our collaborators;
. any changes in the breadth of our research and development programs;
. our ability to successfully renegotiate favorable lease terms for our new facility as to timing of tenant improvement construction payments and initial rent

commencement date;

. our ability to meet the milestones identified in our collaborative agreements that trigger payments;



. our ability to maintain and establish new corporate relationships and research collaborations;

. our ability to acquire or license other technologies or compounds, if any;

. the progress and success of preclinical studies and clinical trials of our drug candidates conducted by us or our collaborative partners or licensees;
. our ability to manage our growth;

. competing technological and market developments;

. the costs and timing of obtaining, enforcing and defending our patent and intellectual rights;

. the costs and timing of regulatory approvals; and

. expenses associated with unforeseen litigation.

In addition, we are constantly reviewing potential opportunities to expand our technologies or add to our portfolio of drug candidates. In the future, we may need
further capital in order to acquire or invest in technologies, products or businesses. For the next several years, we do not expect our operations to generate the amount of cash
required by our future cash needs. In December 2001, we filed a registration statement on Form S-3 to offer and sell equity and debt securities in one or more offerings up to a
total dollar amount of $50 million. Currently, approximately $16.5 million remains available on the Form S-3, and we have no current commitments to offer and sell any
securities that may be offered and sold pursuant to such registration statement. We expect to finance future cash needs through strategic collaborations, debt financing and the
sale of equity securities. We cannot assure you that additional financing or collaboration and licensing arrangements will be available when needed or that, if available, this
financing will be obtained on terms favorable to us or our stockholders. Insufficient funds may require us to delay, scale back or eliminate some or all of our research or
development programs, to lose rights under existing licenses or to relinquish greater or all rights to product candidates at an earlier stage of development or on less favorable
terms than we would otherwise choose or may adversely affect our ability to operate as a going concern. If additional funds are obtained by issuing equity securities,
substantial dilution to existing stockholders may result.

Risk Factors

An investment in our securities is risky. Prior to making a decision about investing in our securities you should carefully consider the following risks, as well as the
other information contained in this quarterly report filed on Form 10-Q. If any of the following risks actually occurs, our business could be harmed. In that case, the trading
price of our common stock could decline, and you might lose all or part of your investment. The risks and uncertainties described below are not the only ones facing us.
Additional risks and uncertainties not presently known to us, or that we currently see as immaterial, may also harm our business. If any of these additional risks or
uncertainties occurs, the trading price of our common stock could decline, and you might lose all or part of your investment.

Our success as a company is uncertain due to our limited operating history, our history of operating losses and the uncertainty of future profitability.
Due in large part to the significant research and development expenditures required to identify and validate new drug candidates and advance our programs toward
later stages of development, we have not been profitable and have generated operating losses since we were incorporated in June 1996. Currently, our revenues are generated

solely from research payments from our collaboration agreements
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and licenses and are insufficient to generate profitable operations. As of June 30, 2002, we had an accumulated deficit of approximately $96.6 million. We expect to incur
losses for at least the next several years and expect that these losses will actually increase as we expand our research and development activities, incur significant clinical and
testing costs and expand our facilities. Moreover, our losses are expected to continue even if our current research projects are able to successfully identify potential drug
targets. If the time required to generate revenues and achieve profitability is longer than anticipated or if we are unable to obtain necessary capital, we may not be able to fund
and continue our operations.

Because most of our expected future revenues are contingent upon collaborative and license agreements, we might not meet our strategic objectives.

Our ability to generate revenues in the near term depends on our ability to enter into additional collaborative agreements with third parties and to maintain the
agreements we currently have in place. Our ability to enter into new collaborations and the revenue, if any, that may be recognized under these collaborations is highly
uncertain. If we are unable to enter into new collaborations, our business prospects could be harmed, which could have an immediate adverse effect on the trading price of our
stock.

To date, most of our revenues have been related to the research phase of each of our collaborative agreements. Such revenues are for specified periods, and the
impact of such revenues on our results of operations is partially offset by corresponding research costs. Following the completion of the research phase of each collaborative
agreement, additional revenue may come only from milestone payments and royalties, which may not be paid, if at all, until some time well into the future. The risk is
heightened due to the fact that unsuccessful research efforts may preclude us from receiving any milestone payments under these agreements. Our receipt of revenue from
collaborative arrangements is also significantly affected by the timing of efforts expended by us and our collaborators and the timing of lead compound identification. In late
2001, we recorded the first revenue from achievement of milestones in both the Pfizer and Johnson & Johnson collaborations. Under many agreements, milestone payments
may not be earned until the collaborator has advanced products into clinical testing, which may never occur or may not occur until some time well into the future. We may not
recognize revenue under our collaborations when and in accordance with our expectations or the expectations of industry analysts, which could harm our business and have an
immediate adverse effect on the trading price of our stock.

Our business plan contemplates that we will need to generate meaningful revenue from royalties and licensing agreements. To date, we have not yet received any
revenue from royalties for the sale of commercial drugs, and we do not know when we will receive any such revenue, if at all. Likewise, we have not licensed any lead
compounds or drug development candidates to third parties, and we do not know whether any such license will be entered into on acceptable terms in the future, if at all.

We are unable to predict when, or if, we will become profitable, and even if we are able to achieve profitability at any point in time, we do not know if our operations
will be able to maintain profitability during any future periods.

There is a high risk that early-stage drug discovery and development might not successfully generate good drug candidates.

At the present time, our operations are in the early stages of drug identification and development. To date, we have only identified a few potential drug compounds,
all of which are still in very early stages of development and have not yet been put into clinical testing. It is statistically unlikely that the few compounds that we have
identified as potential drug candidates will actually lead to successful drug development efforts, and we do not expect any drugs resulting from our research to be
commercially available for several years, if at all. Our leads for potential drug compounds will be subject to the risks and failures inherent in the development of
pharmaceutical products based on new technologies. These risks include, but are not limited to, the inherent difficulty in selecting the right drug target and avoiding unwanted
side effects as well as the unanticipated problems relating to product development, testing, regulatory compliance, manufacturing, marketing and competition and additional



costs and expenses that may exceed current estimates.
We might not be able to commercialize our drug candidates successfully if problems arise in the testing and approval process.

Commercialization of our product candidates depends upon successful completion of preclinical studies and clinical trials. Preclinical testing and clinical
development are long, expensive and uncertain processes, and we do not know whether we, or any of our collaborative partners, will be permitted to undertake clinical trials of
any potential products. It may take us or our collaborative partners several years to complete any such testing, and failure can occur at any stage of testing. Interim results of
trials do not necessarily predict final results, and acceptable results in early trials may not be repeated in later trials. A number of companies in the pharmaceutical industry,
including biotechnology companies, have suffered significant setbacks in advanced clinical trials, even after achieving promising results in earlier trials. Moreover, if and
when our projects reach clinical trials, we or our collaborative partners may decide to discontinue development of any or all of these projects at any time for commercial,
scientific or other reasons. There is also a risk that competitors and third parties may develop similar or superior products or have proprietary rights that preclude us from
ultimately marketing our products, as well as the potential risk that our products may not be accepted by the marketplace.
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If our current corporate collaborations or license agreements are unsuccessful or if conflicts develop with these relationships, our research and development efforts
could be delayed.

Our strategy depends upon the formation and sustainability of multiple collaborative arrangements and license agreements with third parties in the future. We rely on
these arrangements for not only financial resources, but also for expertise that we expect to need in the future relating to clinical trials, manufacturing, sales and marketing, and
for licenses to technology rights. To date, we have entered into several such arrangements with corporate collaborators; however, we do not know if such third parties will
dedicate sufficient resources or if any such development or commercialization efforts by third parties will be successful. Should a collaborative partner fail to develop or
commercialize a compound or product to which it has rights from us, we may not receive any future milestone payments and will not receive any royalties associated with
such compound or product. In addition, the continuation of some of our partnered drug discovery and development programs may be dependent on the periodic renewal of our
corporate collaborations. For example, the funded research phase of our collaboration with Pfizer has been completed and the development portion of our collaboration is
ongoing at Pfizer. In addition, in May 2002, Novartis elected to conclude the research phases of our two initial joint projects in the autoimmunity and transplant rejection
areas, after 42 months each, effective February 2003. Pursuant to the collaboration agreement, Novartis had the option to end the research phase on these programs after 24
months or 42 months. More generally, our corporate collaboration agreements may terminate before the full term of the collaborations or upon a breach or a change of
control. We may not be able to renew these collaborations on acceptable terms, if at all, or negotiate additional corporate collaborations on acceptable terms, if at all.

We are also a party to various license agreements that give us rights to use specified technologies in our research and development processes. The agreements,
pursuant to which we have in-licensed technology, permit our licensors to terminate the agreements under certain circumstances. If we are not able to continue to license these
and future technologies on commercially reasonable terms, our product development and research may be delayed.

Conflicts might also arise with respect to our various relationships with third parties. If any of our corporate collaborators were to breach or terminate their agreement
with us or otherwise fail to conduct the collaborative activities successfully and in a timely manner, the preclinical or clinical development or commercialization of the
affected product candidates or research programs could be delayed or terminated. We generally do not control the amount and timing of resources that our corporate
collaborators devote to our programs or potential products. We do not know whether current or future collaborative partners, if any, might pursue alternative technologies or
develop alternative products either on their own or in collaboration with others, including our competitors, as a means for developing treatments for the diseases targeted by
collaborative arrangements with us. Conflicts also might arise with collaborative partners concerning proprietary rights to particular compounds. While our existing
collaborative agreements typically provide that we retain milestone payments and royalty rights with respect to drugs developed from certain derivative compounds, any such
payments or royalty rights may be at reduced rates, and disputes may arise over the application of derivative payment provisions to such drugs, and we may not be successful
in such disputes.

If we fail to enter into new collaborative arrangements in the future, our business and operations would be negatively impacted.

Although we have established several collaborative arrangements and various license agreements, we do not know if we will be able to establish additional
arrangements, or whether current or any future collaborative arrangements will ultimately be successful. For example, there have been, and may continue to be, a significant
number of recent business combinations among large pharmaceutical companies that have resulted, and may continue to result, in a reduced number of potential future
corporate collaborators, which may limit our ability to find partners who will work with us in developing and commercializing our drug targets. If business combinations
involving our existing corporate collaborators were to occur, the effect could be to diminish, terminate or cause delays in one or more of our corporate collaborations.

We will need additional capital in the future to sufficiently fund our operations and research.

Our operations require significant additional funding in large part due to our research and development expenses, future preclinical and clinical-testing costs, the
expansion of our facilities and the absence of any meaningful revenues over the foreseeable future. The amount of future funds needed will depend largely on the success of
our collaborations and our research activities, and we do not know whether additional financing will be available when needed, or that, if available, we will obtain financing on
terms favorable to our stockholders or us. We have consumed substantial amounts of capital to date, and operating expenditures are expected to increase over the next several
years as we expand our infrastructure and research and development activities.

We believe that our existing capital resources, together with the proceeds from current and future anticipated collaborations and tenant improvement financings, will
be sufficient to support our current operating plan for at least the next 12 months. We will require additional financing in the future to fund our operations. Our future funding

requirements will depend on many factors, including, but not limited to:
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*  our ability to maintain our existing collaboration partnerships;

*  our ability to establish and the scope of new collaborations;

¢ the progress and number of research programs carried out at Rigel;

¢ the progress of the research and development efforts of our collaborators;

* any changes in the breadth of our research and development programs;

*  our ability to successfully renegotiate favorable lease terms for our new facility as to timing of tenant improvement construction payments and initial rent
commencement date;

*  our ability to meet the milestones identified in our collaborative agreements that trigger payments;

*  our ability to maintain and establish new corporate relationships and research collaborations;

*  our ability to acquire or license other technologies or compounds, if any;

¢ the progress and success of preclinical studies and clinical trials of our drug candidates conducted by us or our collaborative partners or licensees;

*  our ability to manage our growth;



¢ competing technological and market developments;

¢ the costs and timing of obtaining, enforcing and defending our patent and intellectual rights;
¢ the costs and timing of regulatory approvals; and

¢ expenses associated with unforeseen litigation.

To the extent we raise additional capital by issuing equity securities, our stockholders may experience substantial dilution. To the extent that we raise additional
funds through collaboration and licensing arrangements, we may be required to relinquish some rights to our technologies or product candidates, or grant licenses on terms
that are not favorable to us. If adequate funds are not available, we will not be able to continue developing our products.

Our success is dependent on intellectual property rights held by us and third parties, and our interest in such rights is complex and uncertain.

Our success will depend to a large part on our own, our licensees’ and our licensors’ ability to obtain and defend patents for each party’s respective technologies and
the compounds and other products, if any, resulting from the application of such technologies. Ten U.S. patents have been issued to us as of August 1, 2002, and we have
numerous applications in the U.S. and abroad awaiting approval. In the future, our patent position might be highly uncertain and involve complex legal and factual questions.
No consistent policy regarding the breadth of claims allowed in biotechnology patents has emerged to date. Accordingly, we cannot predict the breadth of claims allowed in
our or other companies’ patents.

The degree of future protection for our proprietary rights is uncertain, and we cannot ensure that:

*  we were the first to make the inventions covered by each of our pending patent applications;

* we were the first to file patent applications for these inventions;

¢ others will not independently develop similar or alternative technologies or duplicate any of our technologies;

¢ any of our pending patent applications will result in issued patents;

* any patents issued to us or our collaborators will provide a basis for commercially viable products or will provide us with any competitive advantages or will
not be challenged by third parties;

¢ we will develop additional proprietary technologies that are patentable; or

¢ the patents of others will not have a negative effect on our ability to do business.

We rely on trade secrets to protect technology where we believe patent protection is not appropriate or obtainable. However, trade secrets are difficult to protect.
While we require employees, collaborators and consultants to enter into confidentiality agreements, we may not be able to adequately protect our trade secrets or other
proprietary information in the event of any unauthorized use or disclosure or the lawful development by others of such information.

We are a party to certain in-license agreements that are important to our business, and we generally do not control the prosecution of in-licensed technology.
Accordingly, we are unable to exercise the same degree of control over this intellectual property as we exercise over our internally-developed technology. Moreover, some of
our academic institution licensors, research collaborators and scientific advisors have rights to publish data and information in which we have rights. If we cannot maintain
the confidentiality of our technology and other confidential information in connection with our collaborations, then our ability to receive patent protection or protect our
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proprietary information will be impaired. In addition, some of the technology we have licensed relies on patented inventions developed using U.S. government resources. The
U.S. government retains certain rights, as defined by law, in such patents, and may choose to exercise such rights.

If a dispute arises regarding the infringement or misappropriation of the proprietary rights of others, such dispute could be costly and result in delays in our
research and development activities.

Our success will also depend, in part, on our ability to operate without infringing or misappropriating the proprietary rights of others. There are many issued patents
and patent applications filed by third parties relating to products or processes that are similar or identical to ours or our licensors, and others may be filed in the future. There
can be no assurance that our activities, or those of our licensors, will not infringe patents owned by others. For example, in June 2002, we resolved a dispute with Inoxell A/S
(formed as a spinout from Pharmexa — formally M&E Biotech) by entering into a global patent settlement concerning certain drug target identification technologies, which
includes both cross-licensing and joint ownership to certain patents and allows for worldwide freedom of operation for both companies. We believe that there may be
significant litigation in the industry regarding patent and other intellectual property rights, and we do not know if we or our collaborators would be successful in any such
litigation. Any legal action against our collaborators or us claiming damages or seeking to enjoin commercial activities relating to the affected products, our methods or
processes could:

* require our collaborators or us to obtain a license to continue to use, manufacture or market the affected products, methods or processes, which may not be
available on commercially reasonable terms, if at all;

¢ prevent us from using the subject matter claimed in the patents held by others;

*  subject us to potential liability for damages;

* consume a substantial portion of our managerial and financial resources; and

¢ result in litigation or administrative proceedings that may be costly, whether we win or lose.

If we are unable to obtain regulatory approval to market products in the United States and foreign jurisdictions, we might not be permitted to commercialize
products from our research.

Due, in part, to the early stage of our drug candidate research and development process, we cannot predict whether regulatory clearance will be obtained for any
product we, or our collaborative partners, hope to develop. Satisfaction of regulatory requirements typically takes many years, is dependent upon the type, complexity and
novelty of the product and requires the expenditure of substantial resources. Of particular significance to us are the requirements covering research and development and
testing.

Before commencing clinical trials in humans in the United States, we, or our collaborative partners, will need to submit and receive approval from the FDA of an
investigational new drug application (IND). If regulatory clearance of a product is granted, this clearance will be limited to those disease states and conditions for which the
product is demonstrated through clinical trials to be safe and efficacious. We cannot ensure that any compound developed by us, alone or with others, will prove to be safe and
efficacious in clinical trials and will meet all of the applicable regulatory requirements needed to receive marketing clearance.

Outside the United States, our ability, or that of our collaborative partners, to market a product is contingent upon receiving a marketing authorization from the
appropriate regulatory authorities. This foreign regulatory approval process typically includes all of the risks associated with FDA clearance described above and may also
include additional risks.



We may encounter difficulties in managing our growth, and these difficulties could increase our losses.

We have experienced a period of rapid and substantial growth that has placed, and will continue to place, a strain on our human and capital resources. The number of
our employees increased from 31 at December 31, 1997 to 169 at June 30, 2002. Our ability to manage our operations and growth effectively requires us to continue to use
funds to improve our operational, financial and management controls, reporting systems and procedures and to attract and retain sufficient numbers of talented employees. If
we are unable to manage this growth effectively, our losses will increase.

If our competitors develop technologies that are more effective than ours, our commercial opportunity will be reduced or eliminated.
The biotechnology and pharmaceutical industries are intensely competitive and subject to rapid and significant technological change. Many of the drugs that we are
attempting to discover will be competing with existing therapies. In addition, a number of companies are pursuing the development of pharmaceuticals that target the same

diseases and conditions that we are targeting. We face competition from pharmaceutical and biotechnology companies both in the United States and abroad.
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Our competitors may utilize discovery technologies and techniques or partner with collaborators in order to develop products more rapidly or successfully than we,
or our collaborators, are able to do. Many of our competitors, particularly large pharmaceutical companies, have substantially greater financial, technical and human resources
than we do. In addition, academic institutions, government agencies and other public and private organizations conducting research may seek patent protection with respect to
potentially competitive products or technologies and may establish exclusive collaborative or licensing relationships with our competitors.

We believe that our ability to compete is dependent, in part, upon our ability to create, maintain and license scientifically-advanced technology and upon our and our
strategic partners’ ability to develop and commercialize pharmaceutical products based on this technology, as well as our ability to attract and retain qualified personnel,
obtain patent protection or otherwise develop proprietary technology or processes and secure sufficient capital resources for the expected substantial time period between
technological conception and commercial sales of products based upon our technology. The failure by us or any of our collaborators in any of those areas may prevent the
successful commercialization of our potential drug targets.

Our competitors might develop technologies and drugs that are more effective or less costly than any that are being developed by us or that would render our
technology and potential drugs obsolete and noncompetitive. In addition, our competitors may succeed in obtaining the approval of the FDA or other regulatory agencies for
drug candidates more rapidly. Companies that complete clinical trials, obtain required regulatory agency approvals and commence commercial sale of their drugs before their
competitors may achieve a significant competitive advantage, including certain patent and FDA marketing exclusivity rights that would delay or prevent our ability to market
certain products. Any drugs resulting from our research and development efforts, or from our joint efforts with our existing or future collaborative partners, might not be able
to compete successfully with competitors’ existing or future products or products under development or obtain regulatory approval in the United States or elsewhere.

Our ability to generate revenues will be diminished if our collaborative partners fail to obtain acceptable prices or an adequate level of reimbursement for products
from third-party payors.

The drugs we hope to develop may be rejected by the marketplace due to many factors, including cost. Our ability to commercially exploit a drug may be limited due
to the continuing efforts of government and third-party payors to contain or reduce the costs of health care through various means. For example, in some foreign markets,
pricing and profitability of prescription pharmaceuticals are subject to government control. In the United States, we expect that there will continue to be a number of federal
and state proposals to implement similar government control. In addition, increasing emphasis on managed care in the United States will likely continue to put pressure on the
pricing of pharmaceutical products. Cost control initiatives could decrease the price that any of our collaborators would receive for any products in the future. Further, cost
control initiatives could adversely affect our collaborators’ ability to commercialize our products and our ability to realize royalties from this commercialization.

Our ability to commercialize pharmaceutical products with collaborators may depend, in part, on the extent to which reimbursement for the products will be available
from:

¢ government and health administration authorities;
*  private health insurers; and
*  other third-party payors.

Significant uncertainty exists as to the reimbursement status of newly-approved healthcare products. Third-party payors, including Medicare, are challenging the
prices charged for medical products and services. Government and other third-party payors increasingly are attempting to contain healthcare costs by limiting both coverage
and the level of reimbursement for new drugs and by refusing, in some cases, to provide coverage for uses of approved products for disease indications for which the FDA has
not granted labeling approval. Third-party insurance coverage may not be available to patients for any products we discover and develop, alone or with collaborators. If
government and other third-party payors do not provide adequate coverage and reimbursement levels for our products, the market acceptance of these products may be
reduced.

If conflicts arise between our collaborators or advisors and us, any of them may act in their self-interest, which may be adverse to your interests.

If conflicts arise between us and our corporate collaborators or scientific advisors, the other party may act in its self-interest and not in the interest of our
stockholders. Some of our corporate collaborators are conducting multiple product development efforts within each disease area that is the subject of the collaboration with us.
In some of our collaborations, we have agreed not to conduct, independently or with any third party, any research that is competitive with the research conducted under our
collaborations. Our collaborators, however, may develop, either alone or with others, products in related fields that are competitive with the products or potential products that
are the subject of these collaborations. Competing products, either developed by our collaborators or to which our collaborators have rights, may
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result in their withdrawal of support for our product candidates.
If product liability lawsuits are successfully brought against us, we may incur substantial liabilities and may be required to limit commercialization of our products.

The testing and marketing of medical products entail an inherent risk of product liability. If we cannot successfully defend ourselves against product liability claims,
we may incur substantial liabilities or be required to limit commercialization of our products. We currently do not have product liability insurance, and our inability to obtain
sufficient product liability insurance at an acceptable cost to protect against potential product liability claims could prevent or inhibit the commercialization of pharmaceutical
products we develop, alone or with corporate collaborators. We, or our corporate collaborators, might not be able to obtain insurance at a reasonable cost, if at all. While
under various circumstances we are entitled to be indemnified against losses by our corporate collaborators, indemnification may not be available or adequate should any
claim arise.

Our research and development efforts will be seriously jeopardized, if we are unable to attract and retain key employees and relationships.



Being a small company with only 169 employees as of June 30, 2002, our success depends on the continued contributions of our principal management and scientific
personnel and on our ability to develop and maintain important relationships with leading academic institutions, scientists and companies in the face of intense competition for
such personnel. In particular, our research programs depend on our ability to attract and retain highly skilled chemists, other scientists, and regulatory and clinical personnel. If
we lose the services of any of our personnel, our research and development efforts could be seriously and adversely affected. Although we generally have not experienced
problems retaining key employees, our employees can terminate their employment with us at any time. We also expect to encounter increasing difficulty in attracting enough
qualified personnel as our operations expand and the demand for these professionals increases, and this difficulty could impede significantly the achievement of our research
and development objectives.

We depend on various scientific consultants and advisors for the success and continuation of our research efforts.

We work extensively with various scientific consultants and advisors. The potential success of our drug discovery programs depends, in part, on continued
collaborations with certain of these consultants and advisors. We, and various members of our management and research staff, rely on certain of these consultants and
advisors for expertise in our research, regulatory and clinical efforts. Our scientific advisors are not employees of ours and may have commitments to, or consulting or
advisory contracts with, other entities that may limit their availability to us. We do not know if we will be able to maintain such consulting agreements or that such scientific
advisors will not enter into consulting arrangements, exclusive or otherwise, with competing pharmaceutical or biotechnology companies, any of which would have a
detrimental impact on our research objectives and could have a material adverse effect on our business, financial condition and results of operations.

If we use biological and hazardous materials in a manner that causes injury or violates laws, we may be liable for damages.

Our research and development activities involve the controlled use of potentially harmful biological materials as well as hazardous materials, chemicals and various
radioactive compounds. We cannot completely eliminate the risk of accidental contamination or injury from the use, storage, handling or disposal of these materials. In the
event of contamination or injury, we could be held liable for damages that result, and such liability could exceed our resources. We are subject to federal, state and local laws
and regulations governing the use, storage, handling and disposal of these materials and specified waste products. The cost of compliance with, or any potential violation of,
these laws and regulations could be significant.

Our facilities are located near known earthquake fault zones, and the occurrence of an earthquake or other catastrophic disaster could cause damage to our
facilities and equipment, which could require us to cease or curtail operations.

Our facilities are located in the San Francisco Bay Area near known earthquake fault zones and are vulnerable to significant damage from earthquakes. We are also
vulnerable to damage from other types of disasters, including fires, floods, power loss, communications failures and similar events. If any disaster were to occur, our ability to
operate our business at our facilities would be seriously, or potentially completely, impaired, and our research could be lost or destroyed. In addition, the unique nature of our
research activities and of much of our equipment could make it difficult for us to recover from a disaster. The insurance we maintain may not be adequate to cover or losses
resulting from disasters or other business interruptions.

If our officers, directors and largest stockholders choose to act together, they may be able to significantly affect our management and operations, acting in their best
interests and not necessarily those of other stockholders.

Our directors, executive officers and principal stockholders and their affiliates beneficially own approximately 47% of our
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common stock, based on their beneficial ownership as of April 16, 2002. Accordingly, they collectively will have the ability to significantly affect the election of all of our
directors and the outcome of most corporate actions requiring stockholder approval. They may exercise this ability in a manner that advances their best interests and not
necessarily those of other stockholders.

Our stock price may be volatile, and your investment in our stock could decline in value.

The market prices for our securities and those of other biotechnology companies have been highly volatile and may continue to be highly volatile in the future. The
following factors, in addition to other risk factors described in this section, may have a significant impact on the market price of our common stock:

¢ announcements of technological innovations or new commercial products by our competitors or us;

¢ developments concerning proprietary rights, including patents;

¢ developments concerning our collaborations;

¢ publicity regarding actual or potential medical results relating to products under development by our competitors or us;
¢ regulatory developments in the United States and foreign countries;

*  litigation;

* economic and other external factors or other disaster or crisis; and

¢ period-to-period fluctuations in financial results.

Anti-takeover provisions in our charter documents and under Delaware law may make an acquisition of us, which may be beneficial to our stockholders, more
difficult.

Provisions of our amended and restated certificate of incorporation and bylaws, as well as provisions of Delaware law, could make it more difficult for a third party
to acquire us, even if doing so would benefit our stockholders. These provisions:

*  establish that members of the board of directors may be removed only for cause upon the affirmative vote of stockholders owning at least two-thirds of our
capital stock;

¢ authorize the issuance of “blank check” preferred stock that could be issued by our board of directors to increase the number of outstanding shares and thwart
a takeover attempt;

¢ limit who may call a special meeting of stockholders;
*  prohibit stockholder action by written consent, thereby requiring all stockholder actions to be taken at a meeting of our stockholders;

¢ establish advance notice requirements for nominations for election to the board of directors or for proposing matters that can be acted upon at stockholder
meetings; and
¢ provide for a board of directors with staggered terms.

In addition, Section 203 of the Delaware General Corporation Law, which imposes certain restrictions relating to transactions with major stockholders, may discourage, delay
or prevent a third party from acquiring us.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

The primary objective of our investment activities is to preserve principal while at the same time maximizing the income we receive from our investments without
significantly increasing risk. Some of the securities in which we invest may have market risk. This means that a change in prevailing interest rates may cause the fair value
amount of the investment to fluctuate. For example, if we hold a security that was issued with a fixed interest rate at the then-prevailing rate and the prevailing interest rate
later rises, the market value amount of our investment will decline. To minimize this risk in the future, we intend to maintain our portfolio of cash equivalents and short-term
investments in a variety of securities, including commercial paper, money market funds and government and non-government debt securities. In 2001 and the first six months
of 2002, we maintained an investment portfolio primarily in depository accounts and corporate commercial paper. Due to the short-term nature of these investments, we
believe we do not have a material exposure to interest rate risk arising from our investments. Therefore, no quantitative tabular disclosure is provided.

We have operated primarily in the United States, and all funding activities with our collaborators to date have been made in U.S. dollars. Accordingly, we have not
had any exposure to foreign currency rate fluctuations.
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PART II OTHER INFORMATION
Item 2. Changes in Securities and Use of Proceeds
d) Our Registration Statement on Form S-1 (No. 333-45864), as amended, with respect to our initial public offering was declared effective by the SEC on

November 28, 2000. We received net proceeds of approximately $35,560,000 after deducting offering expenses of $3,990,000, including underwriting discounts
and commissions of $2,768,000 and other offering expenses of $1,222,000. We intend to continue to use the net proceeds of the offering for research and
development, general corporate purposes and working capital and capital lease obligations. Rigel continually assesses the specific uses and allocations for these
funds. As of June 30, 2002, approximately $14.0 million of the net proceeds remained available and were primarily invested in short-term marketable securities.

Item 4. Submission of Matters to a Vote of Security Holders

We held our 2002 annual meeting of stockholders on June 20, 2002. At such meeting, the following actions were voted upon:

(a) Election of Directors — to elect three Class II directors to hold office until the 2005 annual meeting of shareholders:
Votes in Favor Votes Withheld
Walter H. Moos, PhD 24,421,862 11,094
Stephen A. Sherwin, MD 24,419,325 13,631
Thomas S. Volpe 24,426,471 6,485
(b) Ratification of Ernst & Young LLP as Rigel’s independent auditors for the fiscal year ending December 31, 2002
Votes in Favor Votes Against Abstentions Broker Non-Votes
24,224,765 206,591 1,600 0

Item 5. Other Information

Except for the historical information contained herein, the following discussion contains forward-looking statements that are based upon current expectations.
Forward-looking statements involve risks and uncertainties. When used herein, the words “believe,” “anticipate,” “expect,” “estimate” and similar expressions are intended
to identify such forward-looking statements. There can be no assurance that these statements will prove to be correct. Our actual results and the timing of events could differ
significantly from those discussed here. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in “Risk Factors,” as well
as those discussed elsewhere in this report and in our 2001 Annual Report on Form 10-K as filed with the SEC. Rigel undertakes no obligation to update any of the forward-

looking statements contained herein to reflect any future events or developments.

Product Development

The following table summarizes key information in the twelve programs being conducted by Rigel and its partners that focus on specific disease mechanisms:



Target Target Compound | Preclinical Phase i

Mechanism Screening | Valldation | Sereening |Development
Rigel - Owned Programs
Asthma/Allergy  : Inhibit IgE recepior activation on mast cells I
Inflammation \, Kinasa inhibilors for nflammation P
Tumaor Growth and ™. ~ .
inflammation < Controd proten degradation (ligasa) P
Hepatitis C > Inhib# viral replication r
Hepatitis € 7 Inhibil viral transiation : 3

Drug Discovery Program with Collaborator
Tumor Growth » Profein degradation oncology target (Dadichi) y

Target Disc overy Programs with Collaborators

Asthmal/Allergy > Inhibit IL-4 pathway in B celis (Pfizer) yl
Autoimmunity Regulate B Cell acivation [Novartis) P
Transplant Rejection Ragulate T cell aclivation (Novartis) j
Tumor Growth Inhibit tumor angiogeness (Novartis) )
Chronic Bronchitis Epithelial cell activation (Novariis) 7
Tumar Growth » Regulate celf cycle (Johnson & Johnson) )
1) “Target Screening”: Disease-modeled screening in cells using our advanced functional genomics technology.
?2) “Target Validation”: Testing to establish a causal link between an intracellular protein target and a cellular response important in a disease process.
3) “Compound Screening”: The development of biochemical and cell-based assays for the purpose of screening collections of small molecule compounds to identify any

compounds that bind to a functionally active site of a validated target and to determine which of those compounds to move into preclinical development.

4 “Preclinical Development”: Pharmacology and toxicology testing in animal models to gather data necessary to comply with applicable regulatory protocols prior to
submission of an Investigational New Drug application to the FDA.

) “Phase I””: Clinical testing in humans to determine toxicity.
Immune Disorders

Many diseases and disorders result from defects in the immune system. Over 40 million people in the United States suffered from allergic disorders and over 20
million from asthmatic disorders in 2001. Anti-asthmatic and allergy relief medications exceeded $5 billion in worldwide sales in 2001. In 2001, another 3 million to
5 million patients in the United States were treated for other immune disorders. We currently have six programs in immunology focused on asthma/allergy (two programs),
autoimmunity, transplant rejection, inflammatory diseases, and chronic bronchitis.

Asthma/Allergy
Rigel-Owned Asthma/Allergy Programs

Inhibit IgE receptor activation on mast cells. The goal of this program is to identify compounds that inhibit the secretion of inflammatory factors resulting from IgE
binding to its receptor on mast cells. Currently, we have identified several candidate compound series for development. Preliminary studies demonstrate that these compounds
inhibit the ability of IgE to activate its receptor on mast cells. There is evidence in animal models and early clinical studies that blocking IgE mediated activation of mast cells
can reduce allergic symptoms in multiple species, including humans. However, the only IgE programs in development by others today are intravenous therapeutic antibodies.
We believe that small molecule inhibitors of IgE signaling pathways could play an important role in the treatment of such chronic disorders. We expect to file an
investigational new drug, or IND, application for the compound currently in the most advanced stage of preclinical development to be filed with the United States Food and
Drug Administration, or FDA, in 2002 for the clinical indication of allergic rhinitis.

Asthma/Allergy Program with Pfizer

Inhibit IL-4 production in B Cells. In this program with Pfizer that began in 1999, we have been working to identify and validate intracellular drug targets that
selectively control the production of IgE in B Cells. The program has generated several targets that have been accepted by Pfizer, and these targets are now entering the
compound screening phase at Pfizer.

Autoimmunity/Transplant Rejection

Autoimmunity disorders and organ transplant rejection are the result of inappropriate activation of the immune system. Most existing therapies for inflammatory
diseases also have toxic side effects. A challenge facing all research groups in this field has been the design of selective and specific immune system therapeutics that affect
only the pathological activities without negatively affecting the protective activities of the immune system.

Rigel-Owned Kinase Inhibitor for Inflamation

Activation pathways are initiated by the binding of antigen (foreign protein) to specific surface receptors on T cells or B cells. This sets off an intracellular cascade of
signals, resulting in changes in gene expression and the production of proteins that drive the immune response or lead to antibody production and secretion in B cells. We
have identified several classes of small molecules that inhibit kinases that block the early signal transduction events controlling the activation of lymphocytes and other
immune cells. These compounds are currently being evaluated in various models of immune disease.

Autoimmunity/Transplant Rejection Programs with Novartis
Regulate B cell activation. The goal of the B cell activation program is to prevent antibody secretion by activated B cells, an important mechanism in autoimmunity

transplantation rejection. We have identified potential novel drug targets which we are currently validating. This program has been partnered with Novartis since
August 1999. On May 15, 2002, Novartis notified us of its election to conclude the research phase of this collaboration on February 23, 2003.



Regulate T cell activation. The goal of our T cell activation program is to identify early steps in the process of T cell activation. T cells are responsible for cell-
mediated inflammatory and humoral responses, both of which are important mechanisms of transplant rejection and autoimmune diseases. We have identified several novel
drug targets in this program, of which one has been accepted by Novartis. The program has been partnered with Novartis since May 1999. On May 15, 2002, Novartis
notified us of its election to conclude the research phase of this collaboration on November 25, 2002.

Chronic Bronchitis
Chronic Bronchitis Program with Novartis — At Novartis Location

Epithelial cell activation. Using Rigel’s technology, Novartis is pursuing a program at it's facilites for which the goal is to inhibit epithelial cell activation for the
possible treatment of chronic bronchitis. This program is in the target screening and validation stage. Chronic bronchitis is a condition characterized by excessive mucus
production that causes cough. It is associated with hyperplasia and hypertrophy of the mucus—producing glands found in the submucosa of large cartilaginous airways.
Chronic bronchitis affects an estimated 5% of the U.S. population.

Cancer (Tumor Growth)

Cancer is a group of diseases characterized by the uncontrolled growth and proliferation of cells. This growth invades vital organs and often results in death. The United States
market for branded cancer drugs totaled approximately $7.0 billion in 2001 and is projected to grow at an 11% annual growth rate. Cancer is the second leading cause of death
in the United States, exceeded only by cardiovascular disease. In 2001, an estimated 1.3 million people were diagnosed with cancer, and more than 550,000 patients died of
cancer in the United States. Although there have been improvements in cancer therapies over the last decade, there remains a significant medical need for the development of
both more effective and less toxic drugs for these diseases.

Cancer Programs with Collaborators

Regulate cell cycle (Johnson & Johnson). This program is directed at finding new targets that regulate the cell cycle and the cell cycle checkpoint pathways. The
proliferation of normal cells is controlled by built-in safety mechanisms in the cell cycle, termed checkpoints, that ensure that only cells with normal genetic material can
progress through the cell cycle and divide. Cells with genetic mutations are recognized and shunted into the apoptosis pathway to protect the organism from cancer and other
genetic disorders. It is estimated that more than 50% of all human tumors contain cancer cells that have lost one or more crucial checkpoint genes. Cancer cells also can carry
mutations in another group of normal cell genes that mimic extracellular proliferation signals, causing tumor cells to continue to divide even in the absence of normal cell
growth signals. The net result of these genetic mutations is uncontrolled cell division and disease. We have collaborated with our partner since December 1998 to identify
intracellular drug targets involved in cell cycle control. We have identified several novel drug targets in this program, three of which have been accepted by Johnson &
Johnson as validated. Two of these targets have completed high-throughput screening at Rigel and Johnson & Johnson with some of the identified compounds advancing to
the lead profiling stage.

Inhibit tumor angiogenesis (Novartis). This antitumor program is directed toward the angiogenesis pathway. Angiogenesis is defined as the growth of new blood
vessels. In diseased circumstances or in oxygen deficient conditions, angiogenesis is stimulated by the synthesis and release of specific pro-angiogenic factors. In contrast to
normal angiogenesis, tumor angiogenesis is a continuous process. As a significant proportion of tumors are dependent on continued angiogenesis, inhibition of this process
blocks tumor growth which often leads to complete tumor deterioration. Thus, we believe therapeutic intervention of tumor—promoted angiogenesis represents an important
form of antitumor therapy. We have established and initiated multiple screens in human capillary endothelial cells and have identified several potential targets in the
angiogenesis pathway. This drug discovery program for finding new targets for the development of small molecule inhibitors has been ongoing at Rigel for approximately
two years and the collaboration with Novartis was initiated in July 2001.

Protein degradation oncology target (Daiichi). On August 1, 2002, we initiated a collaboration with Daiichi Pharmaceuticals to discover and develop drug
candidates related to a specific protein degradation target. Under terms of the agreement, the initial stages of the collaboration will focus on the development of the assay for
this specific target and the initiation of high-throughput screening to identify small molecules with oncology therapeutic applications.

Hepatitis C (Infectious Diseases)
Rigel-Owned Hepatitis C Programs

Inhibit viral replication. We acquired a cell based screening system in June 2001 to screen for small molecule inhibitors blocking the hepatitis C replication
mechanism. We have completed compound screening and have identified several potential small molecule inhibitors of the hepatitis C replication mechanism. The most
potent inhibitors are currently being evaluated in preclinical studies as candidates for drug development.

Inhibit viral translation. We have initiated a viral research program based upon technology acquired from Questcor in September 2000. Hepatitis C is a major cause
of chronic hepatitis, cirrhosis and hepatocellular carcinoma. The goal of this program is to interfere with the IRES translation mechanism of the hepatitis C virus. This
program is currently in the compound screening stage of development.

Under the terms of our agreement with Questcor, we are obligated to assign back to Questcor all of our rights in the technology and intellectual property to which we
are entitled pursuant to the agreement if we commit a material breach of the agreement and if Questcor follows certain procedures set forth in the agreement.

Ligase Initiative

The goal of the Ligase Initiative is to identify and determine the function of all ubiquitin ligases and ubiquitin proteases. These ligases and proteases are a very large
family of enzymes that regulate the destruction of specific proteins in cells. Inappropriate activity of these enzymes has been implicated in cancer and autoimmunity,
metabolic, cardiovascular and neurodegenerative diseases. It is believed that disease processes may be treated by either up-regulating or down-regulating these key signaling
enzymes as a means of developing multiple therapeutic solutions.

Rigel-Owned Ligase Program for Tumor Growth and Inflammation

Control protein degradation (ligase). This program is focused on characterizing and developing specific inhibitors of protein—degrading enzymes, named ubiquitin
ligases. Many intracellular proteins that play a critical role in signaling pathways are regulated by this protein—degrading process.

Disease processes can be treated by up-regulating or down-regulating these key signaling proteins as a way to enhance or dampen specific cellular responses. This principle
has been successfully used in the design of a number of therapeutics for the treatment of inflammation. In the area of tumor growth, this program is focused on the ubiquitin
ligase pathway unique to malignancies. The goal is to use specific inhibitors of ubiquitin ligases that regulate mitosis, or cell division, to stop growth and induce aptosis in
transformed cancer cell lines. We continue to screen our library of small molecules against several members of the ubiquitin ligase family in order to identify small molecule
compounds which may be potent and specific inhibitors.

Item 6. Exhibits and Reports on Form 8-K.



a) Exhibits:

The exhibits listed on the accompanying index to exhibits acompany or are filed or incorporated by reference (as stated therein) as part of this
Quarterly Report on Form 10-Q.

b) Reports on Form 8-K:

On May 23, 2002, Rigel filed a Current Report on Form 8-K announcing Novartis’ acceptance of a drug target and the conclusion of the research
phases of two Novartis programs.

On June 26, 2002, Rigel filed a Current Report on Form 8-K announcing a global patent settlement with Inoxell A/S concerning certain drug target
identification technologies.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned,
thereunto duly authorized.

RIGEL PHARMACEUTICALS, INC.

By: /s/ JAMES H. WELCH
James H. Welch
Vice President, Chief Financial Officer and Corporate Secretary
(Principal Financial and Accounting Officer)

Date: August 14,2002
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INDEX TO EXHIBITS

Exhibit Number Description of Document
3.1 Amended and Restated Certificate of Incorporation. (1)
32 Amended and Restated Bylaws. (1)
4.1 Specimen Common Stock Certificate. (1)
99.1 Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (2)

(1) Filed with Rigel’s Registration Statement on Form S-1, as amended (No. 333-45864), and incorporated herein by reference.
2) This certification accompanies this Quarterly Report on Form 10-Q and shall not be deemed "filed" by Rigel for purposes of Section 18 of the Securities Exchange Act
of 1934, as amended.
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CERTIFICATION

Pursuant to Section 906 of the Public Company Accounting Reform and Investor Protection Act of 2002 (18 U.S.C. § 1350, as adopted) (the “Sarbanes-Oxley Act
0f 2002”), James M. Gower, the Chief Executive Officer of Rigel Pharmaceuticals, Inc. (the “Company”), and James H. Welch, the Chief Financial Officer of the Company,
each hereby certifies that, to his knowledge:

1. The Company’s Quarterly Report on Form 10-Q for the period ended June 30, 2002, to which this Certification is attached as Exhibit 99.1 (the “Periodic Report”),
fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and
2. The information contained in the Periodic Report fairly presents, in all material respects, the financial condition of the Company at the end of the periods covered by

the Periodic Report and the results of operations of the Company for the periods covered by the Periodic Report.

This certification accompanies the Periodic Report pursuant to §906 of the Sarbanes-Oxley Act of 2002 and shall not be deemed “filed” by the Company for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended.

Dated: August 14,2002
/s/ JAMES M. GOWER /s/ JAMES H. WELCH
James M. Gower James H. Welch

Chief Executive Officer Chief Financial Officer
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