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PART I

Forward Looking Statements

Vermillion, Inc. (“Vermillion”), formerly Ciphergermiosystems, Inc., and its wholly-owned subsidgrie
(collectively the “Company”) has made statementRart | Item 1, “Business”; Part Il Item 7, “Manageent’s
Discussion and Analysis of Financial Condition delsults of Operatio”; and other sections of this Annual
Report orForm 10-K that are deemed forward-looking stateradot purposes of the safe harbor provisions under
the Private Securities Litigation Reform Act of 39%he Company claims the protection of such safledr, and
disclaims any intent or obligation to update angwfard-looking statement. You can identify thestest@nts by
forward-looking words such as “may”, “will", “expect”, “intend”, “anticipate”, “believe”, “estimate”, “plan”,
“could”, “should” and “continue” or similar words. These forward-looking statements may also userelifte
phrases. The Company has based these forlooking statements on management’s (“we”, “us”‘@mur”) current
expectations and projections about future eventaniples of forward-looking statements include ttieving
statements:

« projections of the Compa’s future revenue, results of operations and finalnmdndition;

« anticipated deployment, capabilities and uses afiéon’s products and Vermillion’s product develment
activities and product innovation

* the importance of proteomics as a major focus oldlgly research

« competition and consolidation in the markets inchhthe Company compete
 existing and future collaborations and partnershi

« the utility of biomarker discoverie

« our belief that biomarker discoveries may have dagiicand/ortherapeutic utility;

 our plans to develop and commercialize diagnostitstthrough Vermillion’s strategic alliance withu€st
Diagnostics Incorporated' Ques”);

 our ability to comply with applicable governmenguéations;

 our ability to expand and protect Vermilli's intellectual property portfolic

 our ability to decrease general and administratieests;

 our ability to decrease sales and marketing cc

« our ability to decrease research and developmests;

« anticipated future losse:

« expected levels of capital expenditur

« forgiveness of the outstanding principal amountthefsecured line of credit by Que

« the period of time for which the Company’s exisfingncial resources, debt facilities and interggtome
will be sufficient to enable the Company to maim@irrent and planned operations; a

 the market risk of the Compé’'s investment:

These statements are subject to significant risksumcertainties, including those identified in Paitem 1A,
“Risk Factors”, that could cause actual resultsdiffer materially from those projected in such farg-looking
statements due to various factors, including oulitglto generate sales after completing developnoémew
diagnostic products; managing the Company’s opapéxpenses and cash resources that is consistinbur
plans; our ability to conduct new diagnostic protidevelopment using both Vermill's internal research and
development resources, and collaboration partndtBiwthe budgets and time frames we have estalisthe
ability of the ProteinChip technology to discoveotgin biomarkers that have diagnostic, theranoaticl/or drug
development utility; the continued emergence ofgnmics as a major focus of biological research dneh
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discovery; and our ability to protect and promoterivillion’s proprietary technologies. We believe it is impaottto
communicate our expectations to Vermillion's inuestHowever, there may be events in the futurewsare not
able to accurately predict or that we do not fudlyntrol that could cause actual results to diffeatarially from
those expressed or implied in the Company'’s forwao#ing statements.

Item 1. Business
Company Background

Vermillion, Inc. (“Vermillion”; Vermillion and itswholly owned subsidiaries are collectively referteds the
“Company”) is dedicated to the discovery, developt@d commercialization of novel high-value diagfiotests
that help physicians diagnose, treat and improveonoes for patients. Vermillion uses the processtitizing
advanced protein separation methods to identifyraadive variants of specific biomarkers (knowrftesnslational
proteomics”) for developing a procedure to measupeoperty or concentration of an analyte (knowarasassay”)
and commercializing novel diagnostic tests.

Management (“we”, “us” or “our”) plans to concert&rdts development of novel diagnostic tests infiblels of
oncology, hematology, cardiology and women'’s heaith the initial focus on ovarian cancer. Vernati will also
address clinical questions related to early disdagection, treatment response, monitoring of disgaogression,
prognosis and others through collaborations wittdlileg academic and research institutions in additiahe three-
year strategic alliance agreement with Quest. @tiand former academic and research institutioas\ermillion
has collaborations with include The Johns Hopkins/grsity School of Medicine (“JHU”); The Univergibf Texas
M.D. Anderson Cancer Center (“M.D. Anderson”); Usisity College London (“UCL"); The University of Xas
Medical Branch (“UTMB"); The Katholieke Universitdieuven; Clinic of Gynecology and Clinic of Oncgig
Rigshospitalet, Copenhagen University Hospital; Tigo State University Research Foundation (“OSfil
Stanford University (“Stanford”).

Prior to the November 13, 2006, sale of the Comjsamgsets and liabilities of its protein researatdpcts and
collaborative services business (the “InstrumergiBess Sale”) to Bio-Rad Laboratories, Inc. (“BiaeR), the
Company developed, manufactured and sold Protein&Yystems for life sciences research. This patented
technology is recognized as Surface Enhanced IResorption/lonization (“SELDI”). The systems congé
ProteinChip Readers, ProteinChip Software ande@latcessories, which were used in conjunction with
consumable ProteinChip Arrays. These products welceprimarily to pharmaceutical companies, biotextbgy
companies, academic research laboratories andgoeat research laboratories. The Company also gedvi
research services through its Biomarker Discoveagt€ laboratories, and offered consulting seryicestomer
support services and training classes to its custernd collaborators.

Financing and Organization

Vermillion was originally incorporated in Califormion December 9, 1993, under the name Abiotic Systin
March 1995, Abiotic Systems changed its corporataeto Ciphergen Biosystems, Inc. and subsequently
June 21, 2000, it reincorporated in Delaware. Utldemame of Ciphergen Biosystems, Inc., Vermilliaa its
initial public offering on September 28, 2000, d&tjan trading on the NASDAQ National Market undher ticker
symbol “CIPH". Vermillion had a 1 for 10 revers@sk split of Vermillion’s common stock effective thie close of
business on March 3, 2008. Accordingly, all share per share amounts were adjusted to reflecntpadt of the 1
for 10 reverse stock split in this Annual ReportForm 10-K.

On August 22, 2003, Vermillion closed the sale ) $00,000 in aggregate principal of the 4.50% eatilvie
senior notes due September 1, 2008. On Novemb&(0D8, certain holders of the 4.50% convertibléaemotes
agreed to exchange and redeem $27,500,000 in aggnedncipal for $16,500,000 in aggregate princgiahe
7.00% convertible senior notes due September 11,,200d $11,000,000 in cash in addition to the axtiand
unpaid interest on the 4.50% convertible senioesiof $254,000. The remaining $2,500,000 in aggegmancipal
of the 4.50% convertible senior notes and the ¥IBEO in aggregate principal of the 7.00% conkbtsenior
notes are convertible into 27,208 and 825,000 shafr&ermillion common stock, respectively.
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On July 22, 2005, Vermillion entered into a thresadystrategic alliance agreement with Quest Diaimos
Incorporated (“Quest”) to develop and commercialipgo three diagnostic tests. In connection wiik strategic
alliance, Vermillion sold 622,500 shares of Verioill common stock and a warrant to purchase 220s08fes of
Vermillion common stock at $35.00 per share to @fers$14,954,000 in net proceeds. In addition, agreed to
provide Vermillion with $10,000,000 secured linecoédit to pay certain costs and expenses relatddg strategic
alliance. This secured line of credit is forgivabksed upon the achievement of certain milestazlated to the
development, regulatory approval and commerciatinatf certain diagnostic tests. If Vermillion faito achieve
these milestones, the outstanding balance of ¢laigred line of credit will become due and payalbidualy 22, 201(

On November 13, 2006, the Company completed theuim&nt Business Sale to Bio-Rad, which allowed the
Company to concentrate its resources on develaginigal protein biomarker diagnostic products aedvices. The
net proceeds from the Instrument Business Salesaledof 308,642 shares of Vermillion common stack t
Bio-Rad amounted to $18,218,000. In connection withinstrument Business Sale, $2,000,000 is Heéhdjin
escrow until November 13, 2009, to serve as sectmitVermillion to fulfill certain obligations, ah$2,000,000 we
withheld by Bio-Rad from the sales proceeds uhglissuance of a reexamination certificate configri/nited
States Patent No. 6,734,022 (the “022 Patent”)OCober 23, 2007, the United States Patent andefmack Office
issued a reexamination certificate of the 022 Raterd on November 9, 2007, the Company receive@i$2000
from Bio-Rad that was withheld from the proceedshefinstrument Business Sale.

On June 29, 2007, the stockholders approved amartdrwethe Certificate of Incorporation to increése
number of authorized shares of common stock frof@@n000 to 150,000,000 and to change the nantesof t
company from Ciphergen Biosystems, Inc. to Verililnc. On July 13, 2007, Vermillion amended agstated it
Certificate of Incorporation with the State of Dekxe for the increased authorized shares and ongt&i, 2007,
Vermillion amended its Certificate of Incorporatitmreflect the name change, which reflects thesitaon of the
Company from its historic roots as a proteomiceaesh products business to a novel diagnostiotebtisiness. In
conjunction with the name change, Vermillion chahge common stock ticker symbol on the NASDAQ QGalpi
Market from “CIPH” to “VRML".

On August 29, 2007, Vermillion completed a privakecement sale of 2,451,309 shares of its comnamk st
and warrants to purchase up to an additional 10@iG1shares of its common stock with an exercissepof $9.25
per share and an expiration date of August 29, 212 group of new and existing investors for $2@,000 in
gross proceeds. In this private placement salestagoguired 238,095 shares of Vermillion commolstnd
warrants to purchase 190,476 shares of Vermillmnmon stock at $9.25 per share for $2,000,000.

On August 15, 2007, Vermillion was notified by NASQ Listing Qualifications that it did not comply thi
Marketplace Rule 4310(c)(3) for continued inclusiand as required by Marketplace Rule 4310(c)(8)(C)
Vermillion had 30 days, or until September 14, 2G0tegain compliance. Marketplace Rule 4310(c)éguires
Vermillion to (A) have minimum stockholders’ equity $2,500,000, (B) have a minimum common stockketr
value of $35,000,000 or (C) have net income fromtioning operations of $500,000 in the most regectimpleted
fiscal year or in two of the last three most rebeadvmpleted fiscal years. On September 14, 200VSMAQ Listing
Qualifications notified Vermillion that it had reiged compliance with Marketplace Rule 4310(c)(3nassult of
the market value of Vermillion common stock excegd$35,000,000 for 10 consecutive business days.
Subsequently, on February 22, 2008, Vermillion waified by NASDAQ Listing Qualifications that iidlnot
comply with Marketplace Rule 4310(c)(3) for contalinclusion as a result of the market value offiviion
common stock falling below $35,000,000 for 10 caus@e business days, and as required by Markegplac
Rule 4310(c)(8)(C), Vermillion had 30 days, or uMarch 24, 2008, to regain compliance. Vermillidid not
regain compliance by March 24, 2008, and, accotgjrim March 25, 2008, Vermillion received writtantification
from NASDAQ Listing Qualifications (the “Staff Datmination Notice”) that Vermillion’s securities wiglibe
subject to delisting as a result of the deficiennless Vermillion requests a hearing before a NASOAsting
Qualifications Panel. The Company plans to timelyuest a hearing before the NASDAQ Listing Quatdificns
Panel to address the market value of listed séesidieficiency, which will stay any action with pegt to the Staff
Determination Notice until the NASDAQ Listing Quidations Panel renders a decision subsequenttbehring.
Vermillion anticipates that the hearing will be sdnled to occur within the next 45 days. Therelmano assurance
that the Panel will grant Vermillion’s request farntinued listing.
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Additionally, on September 6, 2007, Vermillion watified by NASDAQ Listing Qualifications that
Vermillion’s common stock bid price closed below the minimun®® per share requirement for continued inclt
by Marketplace Rule 4310(c)(4), and as requireillayketplace Rule 4310(c)(8)(D), Vermillion had 1&8ys, or
until March 4, 2008, to regain compliance. To regaampliance, the bid price of Vermillion’s commstock must
close at $1.00 per share or more for a minimumOoddnsecutive business days. In an effort to nieetrtinimum
$1.00 per share requirement for continued inclubipMarketplace Rule 4310(c)(4), Vermillion hel&pecial
Meeting of Stockholders on February 14, 2008. At$pecial Meeting of Stockholders, the stockholdérs
Vermillion approved the proposal to authorize threail of Directors in its discretion, without furtheuthorization
of Vermillion’s stockholders, to amend VermillionGertificate of Incorporation to effect a reverpéitof
Vermillion’s common stock by a ratio of betweenot 6 to 1 for 10. To regain compliance with Markate
Rule 4310(c)(4), the Board of Directors approvedrebruary 15, 2008, a 1 for 10 reverse stock &pkt “Reverse
Stock Split”) of Vermillion’s common stock effecvat the close of business on Monday, March 3, 20@8h will
be paid for post-split fractional shares basedheratverage closing sales price for the 20 tradayg dmmediately
before the effective time. On March 4, 2008, Veligil's common stock began trading under the RevBteek
Split basis. Additionally, beginning on March 4,08) Vermillion’s common stock will trade for a pedi of 20
trading days under ticker symbol “VRMLD” as an irite symbol to denote its new status. After thistiz@ling day
period, Vermillion’s common stock will resume tradiunder the ticker symbol “VRML”. Subsequently, on
March 18, 2008, NASDAQ Listing Qualifications nagidl Vermillion it had regained compliance with Matglace
Rule 4310(c)(4) with Vermilliors common stock closing above $1.00 per share atgréor at least 10 consecut
business days.

In an effort to further streamline operations, @@mpany reduced its workforce by 9 employees during
March 2008. As a result of the reduction in workfarthe Company had 19 employees as of March 3B.20

Subsidiaries

Vermillion has eight wholly owned subsidiaries dfiah one subsidiary, Ciphergen Biosystems Inteonat
Inc. (“CBII"), has three wholly owned subsidiariésght of the eleven wholly owned subsidiariesiao®rporated
in Europe and Asia. The eight foreign wholly owrsedbsidiaries and CBIl were established for the psepof
providing sales, marketing and technical suppoth#&lnstrument Business. As part of our futuresaind
marketing strategy, the Company is in the procéssgally dissolving seven of the foreign wholly ned
subsidiaries and only the subsidiary in Japanneithain. The other two subsidiaries are inactive.

Segment and Geographical Information

The Company currently operates one reportable segmevel diagnostic tests. Prior to the Instruntémsines
Sale to Bio-Rad, the Company operated one repertdgment, which was the protein research produncts
collaborative services business. See Note 19, “Ggigcal Information”, to the consolidated finan@tatements in
Part Il, Item 8, “Financial Statements and Supplaiawy Data”, for the Company’s geographical infotioa

The Diagnostics Market

The economics of healthcare demand improved altotaf resources. Improved allocation of resouaas be
derived through disease prevention, early detecifatisease leading to early intervention and disgjo tools that
can triage patients to more appropriate therapyiriedvention. According to the February 2007 RiarmaBiotec
report, the worldwide market for in vitro diagnasti(“IVDs") in 2006 was approximately $49.2 billion

Vermillion has chosen to concentrate primarilylie fireas of oncology, hematology, cardiology antherss
health. Demographic trends suggest that, as thelgtign ages, the burden from these diseasesneiléase and the
demand for quality diagnostic, prognostic and préak tests will increase. In addition, these aigaserally lack
quality diagnostic tests and, therefore, we beljgatent outcomes can be significantly improvedhsy
development of novel diagnostic tests.
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Vermillion’s focus on translational proteomics eleghit to address the market for novel diagnostitst that
simultaneously measure multiple protein biomarkarprotein biomarker is a protein or protein vatitrat is
present at greater or lesser concentrations iseade state versus a normal condition. Conventnggin tests
measure a single protein biomarker whereas mosasks are complex. We believe that efforts to disgmancer
and other complex diseases have failed in largebemause the disease is heterogeneous at theicadseel (i.e.,
most diseases can be traced to multiple poterti@bgies) and at the human response level (iseh éndividual
afflicted with a given disease can respond to dilatent in a specific manner).

Consequently, measuring a single protein biomaskem multiple protein biomarkers may be altered in
complex disease is unlikely to provide meaningffibimation about the disease state. We believedtlivaapproach
of monitoring and combining multiple protein biorkars using a variety of analytical techniques idelg mass
spectrometry, will allow Vermillion to create diaggtic tests with sufficient sensitivity and speaitff about the
disease state to aid the physician consideringnteerat options for patients with complex diseases.

Competition

The diagnostics industry in which the Company ofearés competitive and evolving. There is intense
competition among healthcare, biotechnology andrdiatics companies attempting to discover candidfate
potential new diagnostic products. These companes

» develop new diagnostic products in advance of Viliomior its collaborators

» develop diagnostic products that are more effeaiveosteffective than those developed by Vermillion ol
collaborators

« obtain regulatory clearance or approval of theagdiostic products more rapidly than Vermillion tsr i
collaborators; o

« obtain patent protection or other intellectual gndyp rights that would limit the ability to develemd
commercialize, or a custom’ ability to use Vermillio’'s or its collaborato’ diagnostic products

The Company competes with companies in the UnitateS and abroad that are engaged in the develdapmen
and commercialization of novel biomarkers that rfaayn the basis of novel diagnostic tests. Thesepaoies may
develop products that are competitive with andérfgrm the same or similar to the products offdredhe
Company or its collaborators, such as biomarkeciipeeagents or diagnostic test kits. Also, aalilaboratories
may offer testing services that are competitivénlie products sold by the Company or its collatuosa For
example, a clinical laboratory can either use ratgpurchased from manufacturers other than thep@agnor use
its own internally developed reagents to make diatjo tests. If clinical laboratories make testghis manner for a
particular disease, they could offer testing sewifor that disease as an alternative to prodotdsay the Company
used to test for the same disease. The testingcesroffered by clinical laboratories may be eateatevelop and
market than test kits developed by the Companisardllaborators because the testing servicesarsubject to th
same clinical validation requirements that are igpple to FDA-cleared or approved diagnostic tést k

Scientific Background

Genes are the hereditary coding system of liviggoisms. Genes encode proteins that are respofwible
cellular functions. The study of genes and theicfions has led to the discovery of new targetsifag
development. Industry sources estimate that, withénhhuman genome, there are approximately 30,608 The
initial structure of a protein is determined byiregée gene. The final structure of a protein igjfrently altered by
interactions with additional genes or proteins. Seheubsequent modifications result in hundredeaigands of
different proteins. In addition, proteins may imtetrwith one another to form complex structures dna ultimately
responsible for cellular functions.

Genomics allows researchers to establish the oalstiip between gene activity and disease. Howeavany
diseases are manifested not at the genetic lewehttihe protein level. The complete structurenoflified proteins
cannot be determined by reference to the encoding glone. Thus, while genomics provides somermdtion
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about diseases, it does not provide a full undedatg of disease processes. Vermillion is focusedanverting
recent advances in proteomics into clinically ukdfagnostic tests.

Relationship between proteins and diseases

The entire genetic content of any organism, knosvitsagenome, is encoded in strands of deoxyriberuacic
(“DNA"). Cells perform their normal biological futions through the genetic instructions encodedhéirtDNA,
which results in the production of proteins. Theqass of producing proteins from DNA is known asege
expression or protein expression. Differencesvimdj organisms result from variability in their ggnmes, which can
affect the types of genes expressed and the lef’/glsne expression. Each cell of an organism egpgesnly
approximately 10% to 20% of the genome. The typeetifdetermines which genes are expressed arahtloent of
a particular protein produced. For example, livetscproduce different proteins from those produgdells found
in the heart, lungs, skin, etc. Proteins play @iatuole in virtually all biological processesgclading transportation
and storage of energy, immune protection, generatia transmission of nerve impulses and contrgroth.
Diseases may be caused by a mutation of a genelteet a protein directly or indirectly, or altéhe level of
protein expression. These alterations interrupntirenal balance of proteins and create diseasetsynsp A proteir
biomarker is a protein or protein variant thatriegent in a greater or lesser amount in a diseéatev@rsus a norm
condition. By studying changes in protein biomaskeesearchers may identify diseases prior to ppeaance of
physical symptoms. Historically, researchers disted protein biomarkers as a byproduct of basigical
disease research, which resulted in the validdtjoresearchers of approximately 200 protein biomiakhat are
being used in commercially available clinical diagtic products.

Limitations of existing diagnostic approaches

The IVD industry manufactures and distributes pasithat are used to detect thousands of individual
components present in human derived specimens. Wowhe vast majority of these assays are usedifgadly to
identify single protein biomarkers. The developmafiniew diagnostic products has been limited bycthraplexity
of disease states, which may be caused or chaestidry several or many proteins or post-trangtatig modified
protein variants. Diagnostic assays that are ldnitethe detection of a single protein often hawgtations in
clinical specificity (true negatives) and senstiiitrue positives) due to the complex nature ohyndiseases and t
inherent biological diversity among populationgpebple. Diagnostic products that are limited todbgection of a
single protein may lack the ability to detect mooeplex diseases, and thus produce results thanaeceptable
for practical use. The heterogeneity of diseasedditide human response to disease often undehnkeshortcoming
of single biomarkers to diagnose and predict masgaes accurately.

Vermillion’s solution

Vermillion’s studies, particularly in ovarian camchave given Vermillion a better understandindpoth the
disease pathophysiology and the host responsesiyg multiple biomarkers, Vermillion is able to tegtencompas
the disease and host response heterogeneity. itoadthy examining specific biomarkers with greatesolution,
for example, post-translational modifications, vedidve Vermillion can improve the specificity of iiagnostic
biomarkers because these modifications reflect tietlpathophysiology and host response. This israptished
using an advanced protein separation system (itedjiequipment, reagents and software) to ideatifgbinations
of specific biomarkers leading to commercializatogfrdisease-specific assays.

Vermillion is applying translational proteomics easch, development tools, and methods to analyi#edical
information in an attempt to discover associatioatveen proteins, protein variants, protein-probeieraction and
diseases. Vermillion intends to develop new diagodests based on known and newly identified protearkers to
help physicians predict an individual's predispiositfor a disease in order to better charactermmitor
progression of and select appropriate therapiesucoh disease. Our goals are to:

« Develop novel diagnostic tests that address unredical needs, particularly in stratifying patieatsording
to the risk of developing a disease, having a disea failing a specific therapy for a dises

« Facilitate more efficient clinical trials of newetfapeutics by providing biomarkers that stratiftigrats
according to likelihood of response; ¢
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« |dentify biomarkers that can form the basis of roalar imaging target:

The following table is a summary of certain diagimissues and Vermillion’s solution:

Issue Solution
Heterogeneity of disease Emphasis on multi-biomarker panels
Poorly validated biomarkers Expertise in study design incorporating internal an

external validation
Large mult-site studie:
Protein post-translational modifications that resluc Mass spectrometry based assays to quantitate diseas
specificity of assay specific forms

Addressing the heterogeneity of disease

Our strategy is to create a diagnostics paradigmishbased on risk stratification, multiple-biofker testing
and information integration. This strategy is basedhe belief that any specific disease is he&megus and,
therefore, relying on a single disease biomarkgréwide a simple “yes-no” answer is likely to falVe believe that
efforts to diagnose cancer and other complex désehave failed in large part because the disedmtésogeneous
at the causative level, meaning that most disez@mede traced to multiple potential etiologies, ahthe human
response level, meaning that each individual aéftiovith a given disease can respond to that ailinesn specific
manner. Consequently, diagnosis, disease monitarnidgreatment decisions can be challenging. Tétisrbgeneity
of disease and difference in human response tasksand/or treatment underlies the shortcomingigfe
biomarkers to predict and identify many diseasebetter understanding of heterogeneity of diseadehaman
response is necessary for improved diagnosis aathtent of many diseases.

Validation of biomarkers through proper study desig

Analysis of peer-reviewed publications reveals ahuaily reports of novel biomarkers or biomarker
combinations associated with specific diseases. dfahese are used clinically. As with drug disagy@reliminary
research results fail to canvass sufficient vasiatn study populations or laboratory practices, dnerefore, the va
majority of candidate biomarkers fail to be substdad in subsequent studies. Recognizing thatlatdin is the
point at which most biomarkers fail, our strategya reduce the attrition rate between discovedydimical
implementation by building validation into the disery process. Biomarkers fail to validate for antver of
reasons, which can be broadly classified into pr@ydical and analytical factors. Pagalytical factors include stu
design that does not mimic actual clinical practinelusion of the wrong types of control individsiand
demographic bias (usually seen in studies in wharhples are collected from a single institutiomalytical factor:
include poor control over laboratory protocols,dequate randomization of study samples and instntatien
biases (for example, higher signal early in theegxpental run compared to later in the experimenta). Finally,
the manner in which the data are analyzed can dgvefound impact on the reliability of the statiat conclusions

When designing clinical studies, Vermillion begwish the clinical question, since this drives tlewhstream
clinical utility of the biomarkers. With the startj point of building validation into the discovamyocess, Vermilliot
designs its studies to include the appropriatescasd control groups. Vermillion further incorp@stan initial
validation component even within the discovery comgnt. Vermillion places an emphasis on multi-ingional
studies, inclusion of clinically relevant contralsing qualified and trained operators to run assayl collect data.
For example, in an August 2004 cancer researchrpapéh describes the first three biomarkers malrarian
cancer panel, there were more than 600 specimeplsamaken from five hospitals that were analyZexdate,
Vermillion has analyzed more than 2,500 samples fiise additional medical centers. Additionallydate,
Vermillion has examined over 300 samples in itabteancer program, over 400 samples in its pestaicer
program and over 600 samples in its PAD progranankyzing the complex proteomics data, Vermilliakes a
skeptical view of statistical methodologies, chagdio use a variety of approaches and looking doicordance
between approaches, taking the view that biomadeesned significant by multiple statistical alglomits are more
likely to reflect biological conditions than mathatical artifacts.
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Exploiting the power of mass spectrometry to impeaassay specificit

The functional activity of proteins is often modigld by changes in its structure. Conventional aggies to
assay proteins vary in their ability to detect theBanges, and may depend on the specificity cdniibody to the
original or altered forms of the proteins. Additadly, a conventional assay may inadvertently measaty one forr
of a protein while many other forms of this protekist. Vermillion’s use of mass spectrometry héisamtages over
traditional assay approaches due to its abilitgistinguish two or more highly related protein spedased on
molecular mass, or in combination with chromatogiegeparation tools, such as with ProteinChipysirbased on
biochemical properties. Because most traditionsdaaspproaches rely strictly on using antibodiesafmture the
intended biomarker, protein forms with a commortage are not readily distinguished. For examplemikion is
specifically addressing thrombotic thrombocytopgnicpura (“TTP”), a hematologic disease that affeabstly
women and is a result of a deficiency in the Ardisgrin and metalloproteinase with a thrombospoigie 1 motif,
member 13 (“ADAMTS13") enzyme. Current assays myunwieldy western blots or alternately immunoplot
which are both low throughput and poorly quanti@atiVermillion’s assay measures the product ofetieymatic
reaction for ADAMTS13 enzyme directly, provides tiigantitation necessary to distinguish TTP froneoth
thrombocytopenic diseases, evaluates patient resgdn therapy, and monitors patients during @diniemission to
prevent recurrences of the disease.

Creating and maintaining a multi-disease productpgline

Vermillion plans to develop potential diagnostistteebased on biomarkers discovered in its spongogtams
with academic collaborators, and through this éesise of biomarkers and assays from an installsel bhundreds
of academic SELDI customers. The Compamast strategy of selling its SELDI systems teaeshers in acaden
institutions, pharmaceutical companies and bioteldgy companies has provided Vermillion with access
biomarkers that may potentially lead to additiotialgnostic tests. Going forward, Vermillion and #tad have
agreed to continue to identify SELDI users who rmpeyvide additional biomarker discoveries for Velit's
diagnostics test pipeline. Additionally, Vermillidvas the opportunity to identify biomarkers disaageon other
proteomic platforms that will complement its exigtiproduct pipeline.

Vermillion has entered into collaboration, reseaanld material transfer agreements with over 16 exoa
institutions and companies to support its lasgale clinical studies, which include ongoing dalistudies as well
future clinical studies. Some of Vermillion’s majoollaborations in the areas of oncology, hematplogrdiology
and women'’s health are described below:

The Johns Hopkins University School of Medicirleed by Dr. Daniel W. Chan, Director of the Cliaic
Chemical Division, this collaboration focuses omraiogy (in particular, breast, prostate and ovaciancer). Under
this collaboration agreement with JHU, Vermillioropides research funding, ProteinChip Systems aateRChip
Arrays. JHU provides laboratory space and equipnatinical samples and scientists to perform theeaech. JHU
has granted Vermillion an option to take a roydlgaring exclusive worldwide license to commercakny
inventions resulting from the research. Vermillisndyalty obligations include minimum annual roiesdt as well a
running royalties on sales of products and servidesJanuary 30, 2008, Vermillion renewed its regea
collaboration agreement with JHU. The agreementhasffective period from January 1, 2008, through
December 31, 2010, with automatic one-year extesdior up to three additional years unless terrathaty
Vermillion or JHU.

The University of Texas M.D. Anderson Cancer Centieed by Dr. Robert C. Bast, Jr., who discovered th
tumor biomarker or biomarker cancer antigen 125:25"), this collaboration focuses on ovarian can€GA125
found in women is most often associated with canoéthe reproductive tract, including the utefalippian tubes
and ovaries. Under Vermillion’s research and lieeagreement with M.D. Anderson, Vermillion providesearch
funding, ProteinChip Arrays and other consumaligf. Anderson provides clinical samples for reshgrarposes
Both Vermillion and M.D. Anderson perform desigréafertions of the research. M.D. Anderson has gant
Vermillion an option to negotiate and acquire aaloy-bearing, exclusive worldwide license to comaiize any
inventions resulting from the research. Vermillisrcurrently in the process of negotiating licetesens with M.D.
Anderson with respect to certain patent applicatioovering biomarkers discovered under the colkztom.
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Stanford University: Led by Dr. John Cooke, this collaboration is dieel at discovery, validation and
characterization of novel biomarkers related talicaascular diseases, most notably peripheralial@isease
(“PAD"). Both Vermillion and Stanford perform desigted portions of the research. On February 29,200
Vermillion entered into an exclusive agreement v@tanford to license the PAD assay.

The Katholieke Universiteit Leuven, Belgiunhed by Dr. Ignace Vergote, this collaboratiowliected at
discovery, validation, and characterization of ndiemarkers related to gynecological diseases.ddtite terms of
the research and license agreement, Vermillionhaille exclusive rights to license discoveries nthdeng the
course of this collaboration. Vermillion will pralé funding for sample collection from patients uigadéng
evaluation of a persistent mass and who will undetggical intervention. Each party will fund desged portions
of the research.

The Ohio State University Research Foundatidred by Dr. Haifeng Wu, this collaboration is dited at
discovery, validation and characterization of ndsiemarkers related to TTP and production of asgedi
technology. TTP is a blood disorder characterizetbtv platelets, low red blood cell count (causgdbemature
breakdown of the cells), abnormalities in kidnegdtion and nervous system abnormalities. It is iggaused by a
decrease in the function of the ADAMTS13 enzymernv#tion will fund a portion of the costs incurrdy OSU.
Additionally, Vermillion has exclusive commerci&énsing rights to the TTP assay and the optiex&ycise the
rights for an exclusive commercial license of tieedveries made during the course of this collatmmaOn
November 6, 2007, Vermillion granted to OSU a ledit noi-exclusive, non-transferable sublicense to purchase
reagents from Vermillion for performing laboratagveloped test only.

The University of Texas Medical Branch:ed by Dr. John Petersen, this collaboratiom@ised on the
discovery and development of new products for peabzed, or targeted, medicine, particularly in fieéd of liver
disease. Under Vermillion’s research and licenseeagent with UTMB, UTMB provides clinical samples f
research purposes. Both Vermillion and UTMB perfa@signated portions of the research. UTMB hastgcan
Vermillion an option to negotiate and acquire aalby-bearing, exclusive worldwide license to comaigize any
inventions resulting from the research subjechterms of a license agreement to be negotiatédebyarties.

Together with its collaborators, Vermillion is cently conducting large-scale protein biomarker &sidh the
following areas: oncology, hematology, cardiologylavomens$ health. Most of these studies involve the anslgt
large numbers of samples from healthy and diseiasidduals, or comparing patients with the diseamterest to
those with related diseases for which clinicalidigton is necessary. The goal of most of thesdissuis to identify
sets of proteins that serve as biomarkers for eifspelisease.
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The following table is a summary of disease fiaid ¢he related status of Vermillion product deveient

stage:

Disease Fiel

Ovarian cancer

Breast cancer

Prostate cancer

Peripheral arterial disease

Thrombotic thrombocytopenic Purpura

2005 Estimated
Treatment
Decisions in the
United States

Specific Clinical Questior

Product Development Stag

5,000,00t

65,00(

10,000,00
54,000,00(4)
100,00¢

30,000,00(5)

230,00(

>12,000,00

100,00(

Screening and risk
stratification of womer
with a suspicious pelv
mass

Prediction of
recurrence/response to
chemotherap
Surveillance of high-
risk women

Triage to imaging
modality

Enhanced response t
chemotherap
Screening and detecti
in conjunction with
prostate specific
antigen

Risk of recurrence

Determination of risk
of peripheral arterial
disease¢
Determination of risk
of major adverse
cardiovascular events
in peripheral arterial
disease¢

Diagnosis

Final clinical
evaluation(1)

Initial clinical
evaluation(2)

Initial discovery(3)

Initial clinical
evaluation
Initial discovery

Initial clinical
evaluation

Initial clinical
evaluation
Final clinical
evaluation

Initial discovery

Commercially available

(6)

(1) “Final clinical evaluation” means that a specific biomarker set has undergomdtasite evaluation and ass
development, and is undergoing final clinical ewailon tests prior to product launc

(2) “Initial clinical evaluation” means that a specific biomarker set is being etediia independent sample sets,
generally from multiple medical centers. In som&tances, candidate biomarkers have been discoaackdr
undergoing clinical evaluation experiments whilei@idnal biomarkers are being sought to improve the

clinical performance

(3) “Initial discovery” means that studies, generally retrospective casteatpare being conducted to discover
and identify biomarkers. These studies are usualtively small (<200) and examine samples froé 1-
medical centers, and a specific set of biomark@arsdmmercialization has not yet been determi

(4) Number of women age4(-70, according to United States Census Bureau estirr
(5) Number of men age5C-75, according to United States Census Bureau estirr
(6) “ Commercially availabl’ means the test is being offered through one or meneies.
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Further details regarding important developmenteweral of Vermillion's large-scale studies arefsgh
below.

Ovarian cancer. Commonly known as the “silent killer”, ovarianncer leads to approximately 15,000 deaths
each year in the United States. Approximately 2008w ovarian cancer cases are diagnosed eachnjtathe
majority of the patients in the late stages ofdisease in which the cancer has spread beyondtrg.o
Unfortunately, ovarian cancer patients in the fgges of the disease have a poor prognosis, Wwdadis to the high
mortality rates. According to the American CanceciSty, when ovarian cancer is diagnosed at itsesastages,
the patient has a 5-year survival rate of 93%. @warancer patients have up to a 90% cure ratewolg surgery
and/or chemotherapy if detected in stage 1. Howerdy 19% of ovarian cancer patients are diagnbsdore the
tumor has spread outside the ovary. For ovarianargmatients diagnosed in the late-stages of teade, the
5-year survival rate falls to 18%.

While the diagnosis of ovarian cancer in its eatls@ages greatly increases the likelihood of sahfrom the
disease, another factor that predicts survival fomawrian cancer is the specialized training ofsheyeon who
operates on the ovarian cancer patient. Ovariacecgratients who are treated by the gynecologiologist have
better outcomes than those patients treated bgeheral surgeon. Accordingly, an unmet clinicalchisea
diagnostic test that can provide adequate predistalue to stratify patients with a pelvic mass ihigh risk of
invasive ovarian cancer versus those with a lowafsovarian cancer, as well as a screening teghdiagnosis of
early-stage ovarian cancer, which is essentiahfiproving overall survival in patients.

Currently, no blood test exists to predict andtgyrgatients with a pelvic mass into high riskin¥asive
ovarian cancer versus those with a low risk of mracancer, although a CA125 blood test is commasBd. The
CA125 blood test, which is cleared by the FDA diglymonitoring for recurrence of ovarian canceralisent in up
to 50% of early stage ovarian cancer cases. More@/&L25 can be elevated in diseases other thamaomveancer,
including benign ovarian tumors and endometricB®@se shortcomings limit the CA125 blood test'&itytin
distinguishing benign from malignant ovarian tumorgor use in detection of early stage ovariancean
Transvaginal ultrasound is another diagnostic nigdased with patients with ovarian tumors. Attespt defining
specific morphological criteria that can aid inenlgn versus malignant diagnosis have led to thephwogy index
and the risk of malignancy index, with reports 6f %predictive value. However, ultrasound interpretatan bt
variable and dependent on the experience of theatipe

In August 2004, Vermillion, along with collaborascat JHU, UCL and M.D. Anderson, reported in a eanc
research paper the discovery of three biomarkaits wWhen combined, provided higher diagnostic eacyfor early
stage ovarian cancer than other biomarkers, su€iAd25. The three biomarkers that Vermillion repdrin the
August 2004 cancer research paper form the basis ekpanded panel of biomarkers that together have
demonstrated risk stratification value in a seakstudies involving over 2,500 clinical samplesnfr more than five
clinical sites. Data presented at the June 20061Ahkleeting of the American Society of Clinical @imgy
demonstrated the portability of this biomarker pameong different clinical groups, indicating itstpntial validity
across various testing populations. The most retatat presented at the March 2007 Annual MeetirtgeSociety
of Gynecologic Oncology described results from aczbstudy. Vermillion was able to demonstrate 255
consecutively sampled women, a significant incréaske positive predictive value using its biomarkanel over
the baseline level. This translates into the pdaétd enrich the concentration of ovarian can@es referred to the
gynecologic oncologist by more than twofold.

Vermillion has multiple ovarian cancer diagnosésts in development. The most established of \VVéomis
programs is the ovarian tumor triage test, whidlizas a panel of biomarkers to help identify wonveth ovarian
cancer so they can be referred directly to a gylogamoncologist for their initial surgery, thus pmoving survival
rates and potentially reducing the number of sesamderies performed. Vermillion intends to subimithe coming
months the clinical trial data on the ovarian turm@ge test to the United States Food and Drug iAthtnation (the
“FDA") for clearance as an IVD test. Quest has ptee the PAD test as a development program unéeetims of
the strategic alliance agreement. Additionally, Milion has studies underway to detect early stageian cancer,
predict prognosis and recurrence, and identify wor@nsidered at high-risk for ovarian cancer.
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Peripheral arterial disease.This disease affects over 12 million Americanbkiol often goes undiagnosed ¢
untreated. The number of people diagnosed with BAEXpected to increase concurrently with the gisiomber of
people diagnosed with diabetes. The absence obé lgjood test contributes to PAD going undiagnosed.
collaboration with Stanford, Vermillion has perfaethboth an initial discovery study and a first dation study the
has resulted in the identification of two blood keas that could assist in the diagnosis of PAD.sehindings form
the basis of a novel blood diagnostic test for PAD.

The two blood markers are currently undergoingdadion. The results of these studies, including the
publication of two newly discovered blood markess PAD, were published in the August 2007 on-lieerp
reviewed journaCirculation, which is published by the American Heart AssaoiatOngoing efforts are aimed at
further validating these biomarkers in combinatiath additional cardiovascular biomarkers. Quest decepted tt
PAD test as a development program under the tefitiestrategic alliance agreement.

Thrombotic thrombocytopenic purpuraThis disease affects approximately 1,000 Amesamually and is
life threatening in the absence of appropriatetiineat, which is usually plasmaphoresis. Undertreatnsan lead to
increased mortality from the disease while ovettremt wastes precious resources. In addition, piatigith TTP
need to be monitored for clinical response to twerd TP is a result of absent or reduced levesy) khown as a
defect in the activity, of the ADAMTS13 enzyme. Maspectrometry was used as a logical approachvielafean
accurate and quantitative assay to measure thygraiic activity. Vermillion completed the developmef the TTI
Assay, which has been validated at the OSU Referkaboratory. OSU is now offering the diagnostst fer
clinical use and is purchasing reagents from Véianil

Prostate cancer. Each year approximately 250,000 men are diagnastbdorostate cancer in the United
States, approximately 195,000 of whom will needhtike a critical decision on whether or not to ugddocal
therapy, such as surgery or radiation treatmeit,canwhether or not to have additional treatmetardbcal therap
There is also a need for a reliable test to detegrthie likelihood of progression and the likelihaddecurrence aft
local treatment.

In May 2006, Vermillion and JHU reported the disepvof two biomarkers that, when combined with pates
specific antigen (“PSA”), were highly predictive ldfelihood of recurrence of prostate cancer. THes#ings
resulted from two studies, one examining over 4@ mith prostate cancer, and the other examiningh@ of
men followed for 5 years with prostate cancer madiclor age, cancer stage and other clinical paemmethese
results suggest the potential of a test to aithénstratification of risk of highly aggressive paie cancer
independent of other clinical variables, reducer éaraatment of prostate cancer cases not likehetéethal and shift
treatment to those cases that are particularlyyliteebe lethal.

Breast cancer. Detection of early stage breast cancer holdptiential to improve outcomes for women with
this disease. No blood markers currently exist thataccurately detect ductal carcinoma in situqQt®"), which is
one of the earliest stages of breast cancer, asdikely that imaging modalities such as mammegsa ultrasound
and magnetic resonance imaging will improve debecticcuracy when combined with blood markers oreeuar
imaging targets. In collaboration with JHU, Vernati has performed two independent studies to ifiebtood
markers for DCIS and stage | breast cancer. Thediudy examined 169 women who were healthy, imigme
disease and in varying stages of breast cancersddmnd study examined 176 women from a differeadioal
center as independent validation. Vermillion isreatly performing a 350 woman multi-center validatstudy to
confirm the two biomarkers identified in the preysostudies.

Liver cancer. Individuals infected with the hepatitis virus atencreased risk of developing hepatic fibrosis
that progresses to cirrhosis and eventually to toepéular carcinoma (“HCC”). Alpha fetoprotein (F®”) is a
biomarker for HCC with limited sensitivity and sjifegity. In collaboration with UTMB, Vermillion isevaluating a
multi-biomarker panel that may identify individuasincreased risk of HCC.

Commercialization

If Vermillion is successful at discovering biomarkend panels of biomarkers that have diagnostityubur
commercialization strategy focuses on partnerirt) wiher parties to assist in the development and
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commercialization of Vermillion’s initial tests. Qluly 22, 2005, Vermillion entered into a three+ystaategic
alliance agreement with Quest to develop and comialeze up to three diagnostic tests.

Vermillion expects to commercialize and sell diagfimtests in one or both of two phases. The fihstse,
referred to as the analyte specific reagent (“ASBRiase, will involve the sale of ASRs to certaistomers coupled
with the grant to such customer of a sublicengeetform the ASR laboratory test using the methogplovered b
the relevant license obtained from Vermillion'slabbrators, such as a test for ovarian cancer eoMgy licenses
from JHU and M.D. Anderson. ASRs are the raw mateNermillion will resell or make itself, and anélized by
clinical laboratories to develop and perform “hobmew” laboratory tests in laboratories federallgukated under
the Clinical Laboratory Improvement Amendments 88 (“CLIA"). During the second phase, or IVD phase
Vermillion plans to assemble and sell IVD test kithich have been cleared by the FDA, to custonmgysther with
SELDI instruments.

Under this strategic alliance agreement, Questhesexclusive right to perform up to three ASR labory
tests. Upon obtaining FDA clearance, Vermillionlwiégin manufacturing 1VD test kits that Quest waillrchase.
Quest will have the exclusive right for up to fipears, following commercialization of each respeztiiagnostic
test kit (the “Exclusive Period”), to perform suBBR laboratory tests and market IVD test kits passd from
Vermillion in the United States, Mexico, the Unitéthgdom and other countries where Quest operatdisiaal
laboratory, and non-exclusive rights to commerzathese diagnostic test kits in the rest of thddysubject to a
royalty payable to Vermillion.

During the ASR phase for a given ASR laboratory, #@sd as long as the Exclusive Period continues,
Vermillion will sell ASRs and grant rights to perfo such ASR laboratory tests to Quest and othereate
laboratories, hospitals and medical clinics in aaea where Quest does not operate a clinical Eboy. Once the
IVD phase begins for a given ASR laboratory teghim Exclusive Period, the Company will sell IV3t&its and
SELDI instruments to Quest. At the end of the Esisle Period with respect to any IVD test kit, Queskclusive
right to perform ASR laboratory tests using sudygdbostic test kits will become non-exclusive. ldi&idn to
continuing to sell IVD test kits to Quest, the Canp will also sell IVD test kits to commercial dkial laboratories
in the United States, Mexico, the United Kingdond ather countries, which were exclusive to Quesinduthe
Exclusive Period. In addition to working throughé&3ty Vermillion intends to seek partnerships for
commercialization purposes with traditional IVD goamies and/or with clinical reference labs in teries where
Quest does not have exclusive rights.

Customers

We believe a substantial portion of all sales afjdiostic products are made to a small number witali
reference laboratories such as Quest and Labor@mmyoration of America. Accordingly, we expect Qu@ther
reference laboratories, future commercializatiorimpeas, hospitals and medical clinics that perfdiagnostic
testing will provide a substantial portion of ther@pany’s revenue.

Research and Development

Vermillion’s research and development efforts tadgatleveloping novel diagnostic tests focus on two
synergistic activities; (1) developing new appragto investigate the human proteome and (2) intijinew
technologies to discover biomarkers that can addramet clinical needs. A major area of Vermill®nésearch ar
development activities centers on efforts to digc@and validate biomarkers and patterns of biomar#ket can be
developed into diagnostic assays. Vermillion déés thoth through in-house programs and througtabolations it
has established with JHU, M.D. Anderson and Stahéonong others.

In applied research, Vermillion is developing ngwlécations and reagents for quantitative diffeiargrotein
expression analysis, protein interaction assayaotein characterization. Vermillion’s efforts grarticularly
focused on discovery and quantitative analysi®wfabundance proteins present in complex samples &
plasma, serum and urine. Vermillion has demongdrtitat the surface chemistries immobilized on Fn@kip
Arrays have similar protein selectivity to thoseutistries immobilized on higher capacity bead fasntacilitating
the transition from discovery on arrays to sma#lls@urification on beads as well as orthogonaifigation. Using
these approaches, Vermillion seeks to improve pleed and efficiency of designing protein
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separation strategies at any scale based on tHifive information obtained using ProteinChip &yss. We
believe these methods will accelerate the ideamtifi of discovered biomarkers.

Vermillion’s activities in research and developmetit focus on protein separation technologiesipatarly
on the development or clinical assays (i.e., takesgarch tools and developing them into practicsdble tools for
biomarker discovery and assay). Research willaijtifocus on three major tasks:

» Provide methodologies for making bead technololg@éesed on combinatorial ligand libraries for low-
abundance protein enrichment practical for biomadigcovery;

» Provide methodologies for making othorgonal chrargedphic separation of proteomes in a simplifietbse
workflow practical for biomarker discovery; a

« Develop clinical assays using novel proteomicsretdyies.

The achievement of these objectives will help Véram gain a competitive edge in biomarker discgver
enhance its ability to improve the current diagiwoststs under development as well as to develupeline of
diagnostic tests. Vermillion’s new proteomic anayeols are intended to provide it with an impattadvantage in
the race to discover novel biomarkers. The compleithe human proteome has hindered efforts teide a
comprehensive database of expressed proteins aeimgust-translational modifications. Vermilliondéocused on
developing solutions to the problem of separatiragins to increase the number of proteins thateadetected a1
characterized while maintaining the throughput Beaey to run sufficient clinical samples to achistatistical
significance. These novel solutions are embodiédemmillion’s proprietary technology such as eqeatibeads and
multi-select and mini-select technologies. Thesdstare being applied to clinical assay developrirenhcology,
hematology, cardiology and women'’s health. The Camyfs research and development expenses were $80213
and $11,474,000 for the years ended December 8%, &d 2006, respectively.

Intellectual Property

Vermillion’s intellectual property includes a paiib of owned, co-owned or licensed patents andmiat
applications. As of December 31, 2007, Vermilliopaent portfolio included 53 issued United Staiatents,
94 pending United States patent applications, amdenous pending patent applications and issuedisadeitside
the United States. These patents and patent applisaare directed to several areas of technologpprtant to
Vermillion’s business, including SELDI technologliagnostic applications, protein biochips, instruagion,
software and biomarkers. The issued patents cayénias SELDI and mass spectrometry technologiesexpi
various times from 2012 to 2025. Pursuant to tis¢riiment Business Sale, the Company entered iotoss license
agreement with Bio-Rad pursuant to which the Comipatained the right to commercially exploit thgseprietary
rights, including SELDI technology, in the cliniadiagnostics market. The clinical diagnostics mankeludes
laboratories engaged in the research and develdpandrfor manufacture of diagnostic tests using hiders,
commercial clinical laboratories, hospitals and moa&ldclinics that perform diagnostic tests. The @amy has been
granted exclusive rights to commercialize the pegpry rights in the clinical diagnostics marketidg a five-year
exclusivity period that ends on November 13, 2(fier the end of the five-year period, the Company Bio-Rad
will share exclusive rights. The Company and BiatRRach have the right to engage in negotiationis thi¢ other
party for a license to any improvements in the petary rights created by the other party.

Vermillion owns, licenses or hold options to licertke patents related to biomarkers developed (&HidlI
technology. As of December 31, 2007, 33 of Vermills patent applications are directed to biomankeentions
and 6 are dedicated to other diagnostic applicatibhese include applications in the areas of cdaceediovascular
disease, infectious disease, neurodegenerativaesdgissnd womes’health. Vermillion has negotiated an extensic
the term of its collaboration agreement with JHWjak ends on December 31, 2010, with automaticyaae-
extensions for up to three additional years urtesainated by Vermillion or JHU, to patent applioas directed to
biomarkers for ovarian cancer that Vermillion irdsrio commercialize as an ovarian cancer diagntestic Other
institutions and companies from which Vermillionld® options to license intellectual property retate biomarker
include UCL, M.D. Anderson, University of KentuckpSU, McGill University (Canada), Eastern Virgifikedical
School, Aaron Diamond AIDS Research Center, UTMBteBorg University (Sweden), University of Kuopio
(Finland) and The Katholieke Universiteit Leuverel@um).
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The rights to the SELDI technology are derived tigfo royalty-bearing sublicenses from Molecular Atiabl
Systems, Inc. (“MAS”). MAS holds an exclusive lisento patents directed to the SELDI technology fthen
owner, Baylor College of Medicine. MAS granted e@rtrights under these patents to its wholly owsigosidiaries
lllumeSys Pacific, Inc. and Ciphergen Technologies, in 1997. Vermillion obtained further rightader the
patents in 2003 through sublicenses and assignragataited as part of the settlement of a lawstitéen
Vermillion, MAS, LumiCyte and T. William Hutchen$ogether, the sublicenses and assignments prollidgtds
to develop, make and have made, use, sell, impantcet and otherwise exploit products and sendosgred by
the patents throughout the world in all fields apglications, both commercial and non-commerciagé T
sublicenses carry the obligation to pay MAS a riyyatjual to 2% of revenues recognized between Bepd,
2003, and the earlier of (i) February 21, 2013jipthe date on which the cumulative payments tA%have
reached $10,000,000 (collectively the “Sublicense&8 of December 31, 2007, Vermillion has paids$2Z,000 in
royalties to MAS under the Sublicenses. In coneectiith the Instrument Business Sale, Vermillioblgensed to
Bio-Rad certain rights to the Sublicense for use oatsfdhe clinical diagnostics field. Vermillion egted exclusiv
rights to the Sublicense for use in the field @fichl diagnostics for a five-year period, afterigfhVermillion will
retain non-exclusive rights in that field. Bio-Ragreed to pay the royalties directly to MAS undher Sublicense
rights.

On July 10, 2007, Vermillion entered into a liceas@ settlement agreement with Health Discovery
Corporation (“HDC") pursuant to which Vermilliorcknsed more than 25 patents covering HDC's suppgotbr
machine technology for use with SELDI technolognder the terms of the HDC Agreement, Vermillioneiges a
worldwide, royalty-free, nomxclusive license for life sciences and diagnaapiplications of the technology and |
access to any future patents resulting from theedyidg intellectual property in conjunction witlseiof SELDI
systems. Pursuant to the HDC Agreement, Vermiltiai $200,000 to HDC upon entry into the agreement
July 10, 2007, and $100,000 three months followtirgdate of the agreement on October 10, 2007 rdthaining
$300,000 payable under the HDC Agreement is payabfellows: $150,000 twelve months following theted of
the agreement and $150,000 twenty-four monthsvatig the date of the agreement. The HDC Agreemettiesl
all disputes between Vermillion and HDC.

Manufacturing

As a result of the Instrument Business Sale, Véionirelies on Bio-Rad to manufacture and supply
ProteinChip Systems and ProteinChip Arrays (callety referred to herein as the “Research ToolsiBcts”),
which were previously manufactured by the Compamder the manufacture and supply agreement, Biotaad
agreed to manufacture and supply the Company wageBrch Tools Products. If Bio-Rad develops newlyxts
using SELDI technology, Bio-Rad has agreed to sufipise products to the Company for resale toussaners.
The Company can also request that Bad develop and manufacture new products to wrifpetifications and wi
negotiate the terms in good faith to purchase guotucts. Additionally, under the manufacture amplpty
agreement, Vermillion has agreed to purchase frasrR&ad the Research Tools Products required tomstiip
diagnostics efforts. Vermillion has a commitmenptochase 10 systems and 30,000 arrays in theyéiest
13 systems and 30,000 arrays in the second yedh2@aystems and 30,000 arrays for the third yearder to
support its collaboration agreements with Questathdr collaborators, which may be used as invgrftorresale,
fixed assets for collaboration purposes or supftiesesearch and development. The Company hanatstil the
cost to be $70,000 per system and $40 per arr@jo+Rad fails to supply any Research Tools Progltmt
Vermillion, including any new products using SEL#ethnology developed by Bio-Rad or any new products
Vermillion has requested Bio-Rad to make and sellermillion, under certain conditions Vermilliora the right
to manufacture or have a third party manufactuesdtproducts for Vermillion’s own use and saldg@ustomers
and collaborators in the clinical diagnostics markée sale of these products manufactured by MEomior a third
party is subject to a royalty to Bio-Rad. Vermilliss responsible for assuring, through its incormgnglity control
process, that the Research Tools Products purclimsedio-Rad comply with applicable governmentukegions.
Vermillion made total purchases of $1,032,000 a8@,&#00 under this agreement for the years endedrbeer 31,
2007 and 2006, respectively. As of December 31720@rmillion had a total remaining first year gdtion to
purchase 4 systems and 13,098 arrays, or $804dx#llthe on estimated costs of $70,000 per sysidii40 per
array. As of December 31, 2007, the Company owedRzid $246,000 for Research Tools Products.
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Environmental Matters
Medical Waste

Vermillion is subject to licensing and regulatiomder federal, state and local laws relating tohtaedling and
disposal of medical specimens and hazardous wastelaas to the safety and health of laboratorplegees.
Vermillion’s laboratory facility in Fremont, California is apéed in material compliance with applicable fetiarad
state laws and regulations relating to disposalld&boratory specimens. Vermillion utilizes owsivendors for
disposal of specimens. Federal, state and loca énd regulations govern the use, manufactureggggohandling
and disposal of these materials. Vermillion coutdsbject to damages in the event of an impropanauthorized
release of, or exposure of individuals to, hazasdoaterials.

Occupational Safety

In addition to its comprehensive regulation of gafe the workplace, the Federal Occupational Jade
Health Administration has established extensiveliregnents relating to workplace safety for healthamployers,
including clinical laboratories, whose workers nigyexposed to blood-borne pathogens such as HI\thend
hepatitis virus. These regulations, among othewthi require work practice controls, protectivetdiog and
equipment, training, medical follow-up, vaccinasomnd other measures designed to minimize exptsure
chemicals and transmission of the blood-borne @hdine pathogens.

Specimen Transportation

Regulations of the Department of Transportatioa,ltiiernational Air Transportation Agency, the Rublealtt
Service and the Postal Service apply to the sudadeair transportation of clinical laboratory sipsens.

Government Regulation
General

Vermillion’s activities related to diagnostic prads are, or have the potential to be, subjectdaletory
oversight by the FDA under provisions of the FetEod, Drug and Cosmetic Act and regulations therder,
including regulations governing the developmenttkating, labeling, promotion, manufacturing and expf its
products. Failure to comply with applicable reqoismts can lead to sanctions, including withdravgroducts
from the market, recalls, refusal to authorize gomeent contracts, product seizures, civil moneyajtérs,
injunctions and criminal prosecution.

Generally, certain categories of medical deviaesluiding a category that may be deemed to includerypial
future products based upon the ProteinChip platfonaly require FDA 510(k) clearance, or 510(k) deano
clearance or pre-market approval (“PMA"). Althouttile FDA believes it has jurisdiction to regulatehimuse
laboratory tests, or “home brews”, that have bemrebped and validated by the laboratory providimgtests, the
FDA has not, to date, actively regulated thosestes$Rs that are sold to laboratories for useststdeveloped in-
house by clinical laboratories generally do nouisg|FDA approval or clearance. Most ASRs are Clakvices
subject to general controls under Section 513(83j10f the Federal Food, Drug and Cosmetic Act, éxgmpt fron
pre-market notification. ASR’s may be (1) sold timical laboratories regulated under CLIA, as dfiedi to perform
high complexity testing, or clinical laboratoriegulated under Veterans Health Administration Divec1106,

(2) manufactured in compliance with the FDA’'s QS&%] (3) labeled in accordance with FDA requirememider
Title 21 of the Code of Federal Regulations P&0.80, including a statement that their analytioad performance
characteristics have not been established. A siiitdement would also be required on all advegisind
promotional materials relating to ASRs, such ase¢hased in certain of its proposed future testsvéver, the
regulatory environment surrounding in vitro diagimosultivariate index assays (“IVDMIAS”) is chamgy.

IVDMIA devices, such as its ovarian cancer testplay not only the data generated by ordinary AS®sallso an
algorithm used to generate a result that is usélgeiprevention or treatment of disease. The FI3Aad draft
guidance in September 2006, which states thatlitegulate IVDMIAs as class Il or Il devices, dapding on the
risk they present. Class Il devices are subjebtli(k) notification and class Il devices requitimical testing and a
PMA. However, FDA draft guidance is not the law almés not operate to bind either the FDA or thdipub
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Guidances reflect the FDA's current thinking abawwubject and the position it will take when deghvith that
subject. Accordingly, the current regulatory enmmeent with regard to regulation of ASRs, and IVDMI#
particular, is very unclear. It is possible that #DA'’s current policy or future revisions to FDAljzies may have
the effect of increasing the regulatory burden @amuofacturers of these devices.

Regardless of whether a medical device requires Bppgkoval or clearance, a number of other FDA
requirements apply to the manufacturer of suchvicdeand to those who distribute it. Device mantifeers must k
registered and their products listed with the FRAd certain adverse events, corrections and remawvast be
reported to the FDA. The FDA also regulates thalpob labeling, promotion and, in some cases, aiduagtof
medical devices. Manufacturers must comply withEB&\'s QSRs, which establish extensive requiremémts
design, quality control, validation and manufaatgriThus, manufacturers and distributors must naetio spend
time, money and effort to maintain compliance, &aildire to comply can lead to enforcement actiome FDA
periodically inspects facilities to ascertain coiapte with these and other requirements.

Diagnostic Test Kits

The Food, Drug and Cosmetic Act requires that nadievices introduced to the United States matkdgss
exempted by regulation, be the subject of eith@remarket notification clearance, known as a 516igarance or
510(k) de novo clearance, or a FDA PMA. Some ofrMBion’s potential future clinical products maygere a 510
(k) or 510(k) de novo clearance, while others meyuire a PMA. With respect to devices reviewedubhothe 510
(k) process, Vermillion may not market a devicelwan order is issued by the FDA finding its protitabe
substantially equivalent to a legally marketed dexknown as a predicate device. A 510(k) submissiap involve
the presentation of a substantial volume of datduding clinical data. The FDA may agree thatghaduct is
substantially equivalent to a predicate devicealmv the product to be marketed in the United &4aOn the other
hand, the FDA may determine that the device issobstantially equivalent and require a PMA, or megjfurther
information, such as additional test data, inclgdiata from clinical studies, before it is ablertake a
determination regarding substantial equivalenceréByiesting additional information, the FDA canageainarket
introduction of Vermillion products.

If the FDA indicates that a PMA is required for asfyWermillion potential future clinical productdhe
application will require extensive clinical studiesanufacturing information and likely review byanel of experts
outside the FDA. Clinical studies to support eitadrl0(k) submission or a PMA application woulddh&ebe
conducted in accordance with FDA requirements uaito comply with FDA requirements could resulthe
FDA's refusal to accept the data or the impositibnegulatory sanctions.

Once granted, a 510(k) clearance or PMA approval phece substantial restrictions on how Vermillion’
device is marketed or to whom it may be sold. Ewethe case of devices like ASRs, which may be gtdnom
510(k) clearance or PMA approval requirements RBA may impose restrictions on marketing. Vermitlie
potential future ASR products may be sold onlylioical laboratories certified under CLIA to perforhigh
complexity testing. In addition to requiring appaber clearance for new products, the FDA may negapproval o
clearance prior to marketing products that are ficadions of existing products or the intended uskethese
products. Vermillion cannot assure that any neeg<sEO(k) clearance or PMA approval will be granteda timely
basis, or at all. Delays in receipt of or failuoeréceive any necessary 510(k) clearance or PMAoapf or the
imposition of stringent restrictions on the labglend sales of Vermillion’s products, could haveaterial adverse
effect on the Company. As a medical device manufeactVermillion is also required to register aigd its product:
with the FDA. In addition, Vermillion is required tomply with the FDA’s QSRs, which require thatdevices be
manufactured and records be maintained in a ptestranner with respect to manufacturing, testirdycntrol
activities. Further, Vermillion is required to compvith FDA requirements for labeling and promotidior
example, the FDA prohibits cleared or approved ck/from being promoted for uncleared or unapprases. In
addition, the medical device reporting regulatiequires that Vermillion provides information to thBA wheneve
evidence reasonably suggests that one of its dewieg have caused or contributed to a death arusemjury, or
where a malfunction has occurred that would bdylike cause or contribute to a death or seriousynif the
malfunction were to recur.

Vermillion’s suppliers’ manufacturing facilitiesgrand, if and when Vermillion begins commercialigand
manufacturing its products itself, its manufactgrfacilities will be, subject to periodic and unaonced
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inspections by the FDA and state agencies for ciamgd with QSRs. Additionally, the FDA will gendgatonduct
a preapproval inspection for PMA devices. Althodgrmillion believes it and its suppliers will belalio operate i
compliance with the FDA’s QSRs for ASRs, neitherid#lion nor its suppliers have ever been subject FDA
inspection and cannot assure that Vermillion walldble to maintain compliance in the future. If Bi2A believes
that Vermillion or its suppliers are not in compli with applicable laws or regulations, the FDA tssue a
Form 483 List of Observations, warning letter, deta seize Vermillion products, issue a recallicatenjoin futur
violations and assess civil and criminal penaligainst Vermillion. In addition, approvals or cla@aces could be
withdrawn under certain circumstances.

Any customers using Vermillion’s products for ctial use in the United States may be regulated uddexk.
CLIA is intended to ensure the quality and religpibf clinical laboratories in the United Statgsrnandating
specific standards in the areas of personnel deatiibns, administration, participation in profio@y testing, patient
test management, quality control, quality assuramckinspections. The regulations promulgated uGdeA
establish three levels of diagnostic tests — nanvejved, moderately complex and highly complex rd ¢ghe
standards applicable to a clinical laboratory depamthe level of the tests it performs. Medicalide laws and
regulations are also in effect in many of the caastin which the Company may do business outs$idéJnited
States. These range from comprehensive device agdpeaguirements for some or all of Vermillion’stpatial
future medical device products, to requests fodped data or certifications. The number and scdpkese
requirements are increasing. In addition, produttich have not yet been cleared or approved foresim
commercial distribution may be subject to the FD#o&t Reform and Enhancement Act of 1996 (“FDERA").

Employees

As of December 31, 2007, the Company had 30 fuletemployees worldwide, including 5 in sales and
marketing, 14 in research and development and g&reral and administrative departments. The Cognpbso hat
an additional 13 individuals engaged as independamiactors. None of the Compasgmployees are covered t
collective bargaining agreement. The Company be$iglat its relations with its employees are gade
Company’s success will depend in large part oability to attract and retain skilled and experiethemployees. In
an effort to further streamline operations, the @any reduced its workforce by 9 employees duringdd2008.
As a result of the reduction in workforce, the Camp had 19 employees as of March 31, 2008.

Code of Ethics for Executive Officers

The Company has adopted a Code of Ethics for EkecQffficers. The Company publicizes the Code dfics
for Executive Officers by posting the policy onvigbsite, www.vermillion.comThe Company will disclose on its
website any waivers of or amendments to its Codetlits for Executive Officers.

Information About Vermillion

The Company files annual, quarterly and speciadmspproxy statements and other information wliih t
Securities and Exchange Commission (the “SEC”). Ny read and copy any document the Company fildsea
SEC'’s Public Reference Rooms in Washington, D.@wNork, New York and Chicago, lllinois. The Public
Reference Room in Washington, D.C. is located atFgh Street, N.W. Please call the SEC at 1-88G®330for
further information on the public conference rooifise Companys SEC filings are also available to the public f
the SEC’s website at www.sec.gov.

In addition, the Company makes available free afrgh the Annual Report on Form 10-K, Quarterly Repn
Form 10-Q, Current Reports on Form 8-K and amendsrterthose reports as soon as reasonably praletiattbr
the reports have been electronically filed witHwnished to the SEC pursuant to the Section 1@(4p(d) of the
Securities Exchange Act of 1934 through the Comjzangbsite, www.vermillion.com under “Investor Relations”
Paper copies of these documents may also be obBtaeee of charge by writing to Vermillion, Inc.,JMestor
Relations, 6611 Dumbarton Circle, Fremont, CA 94555
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Iltem 1A. Risk Factors

You should carefully consider the following risktfars and uncertainties together with all of thbent
information contained in this Annual Report on FatfK, including Vermillion, Inc. (“Vermillion™), érmerly
known as Ciphergen Biosystems, Inc., and subsétia¢collectively referred to as the “Company”) atedl
consolidated financial statements and the accomipgnyotes in Part Il Iltem 8, “Financial Statemeratsd
Supplementary Data”. The risks and uncertaintiesiagement (“we”, “us” or “our”) describes below ar¢he only
ones the Company faces. Additional risks and ua#iés not presently known to us or that we cutlyedeem

immaterial may also adversely affect the Compahysiness.

Reverse Stock Split

Vermillion had a 1 for 10 reverse stock split ofrfdlion’s common stock effective at the close ofimess on
March 3, 2008. Accordingly, all share and per skam®unts were adjusted to reflect the impact ofitfar 10
reverse stock split in this Annual Report on FoidrKL

Risks Related to the Company’s Business

We expect to continue to incur net losses in 2008ve are unable to generate significant diagnospicoducts
revenue, the Company may never achieve profitailit

From the Company'’s inception through December 8072the Company has generated cumulative revenue
from the sale of products and services to custowe$229,300,000 and has incurred net losses d3,$22,000.
The Company has experienced significant operatingds each year since its inception and we exipest fosses
continue for at least the next several quartessjltiag in an expected net loss for the year enBiagember 31,
2008. For example, the Company experienced netdass$21,282,000 and $22,066,000 for the yearsdend
December 31, 2007 and 2006, respectively. The Coyipéosses have resulted principally from costaimed in
research and development, sales and marketirgatlitin, and general and administrative costs aatativith the
Company’s operations. These costs have exceedébimpanys gross profit, which was generated principallyr
product sales derived from protein research pradact service income derived from the collaborateices
business (the “Instrument Business”). On Novemi3e2006, the Company sold the assets and liakilitfehe
Instrument Business (the “Instrument Business $ateBio-Rad Laboratories, Inc. (“Bio-Rad”). We eqb to incur
additional operating losses that may be substafited Company'’s failure to become and remain pabfé may
depress the market price of Vermillion’s commorcktand impair the Company'’s ability to raise capitad
continue our operations. Even if the Company daésgeae profitability, the Company may not be aloletistain or
increase profitability on a quarterly or annualibas

We will need to raise additional capital for the @pany in the future, and if we are unable to secuadequate
funds on terms acceptable to us, we may be unablexiecute our business plan.

We believe that the Company’s current cash balam@gsnot be sufficient to fund planned expendituidgs
raises substantial doubt about the Company’s phbditontinue as a going concern. During 2008, wenged to
raise additional funds through the issuance oftgaquidebt securities, or a combination thereothim public or
private markets in order to continue operationsdifidnal financing opportunities may not be avalégtor if
available, may not be on favorable terms. The atadity of financing opportunities will depend, part, on market
conditions, and the outlook for the Company. Antyifa equity financing would result in substantigédition to
Vermillion's stockholders. If we raise additional funds byiisg debt, the Company may be subject to limitatior
its operations, through debt covenants or othéricésns. If adequate and acceptable financirmgpisavailable, we
may have to delay development or commercializatiocertain Vermillion products or license to thpdrties the
rights to commercialize certain Vermillion produotstechnologies that we would otherwise seek taroercialize.
We may also reduce the Company’s marketing or asmurces devoted to Vermillion’s products. Anyhafse
options could reduce our ability to successfullg@xte our business plan.
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Substantial leverage and debt service obligatiorsynadversely affect the Compe’'s consolidated cash flow

As of December 31, 2007, Vermillion had $19,000,6060nvertible senior notes outstanding and $1@ @D
outstanding under Vermillion’s secured line of étedth Quest Diagnostics Incorporated (“Quest”s Aresult of
this indebtedness, the Company has high principdiigterest payment obligations. The degree to wtlie
Company is leveraged could, among other things:

« make it difficult for the Company to make paymemitsthe convertible senior notes and secured lirezefit;

» make it difficult for the Company to obtain finangifor working capital, acquisitions or other puspe on
favorable terms, if at al

* make the Company more vulnerable to industry domstand competitive pressures; i
« limit our flexibility in planning for or reactingotchanges in the Compeé’s business

The Company’s ability to meet its debt service gdtions will depend upon the Compasyuture performanc
which will be subject to financial, business anldestfactors affecting the Company’s operations, yrarwhich are
beyond our control. If the Company cannot meeddist service obligation, it would have a materdlerse effect
on the Company’s consolidated financial position.

The Company holds auction rate securities in itsrifolio of investments. Due to failed auctions faome of the
Company’s auction rate investments through March,2D08, the Company is currently unable to liquigats
auction rate securities into cash. If the Comparg/unable to liquidate its investments in auctionteasecurities
within the next several months, other financing saes will be required in order to continue operatis.

At December 31, 2007, the Company'’s investmentsisted of $12,777,000 invested in auction rate réges)
including $3,902,000 classified as available-fdedang-term investments as a result of certairtiancate
securities failing to settle at auctions subseqteitecember 31, 2007.

As of March 24, 2008, the Company'’s entire investip®rtfolio of $6,500,000 was invested in auctiate
securities, which failed to settle at auctions frémnuary 1, 2008, to March 24, 2008, due to theeatioverall cred
concerns in the United States capital marketsaaaalassified as available-for-sale long-term gtreents. The
investment portfolio at March 24, 2008, consist$®0902,000 of auction rate securities classifiedailable-for-
sale long-term investments at December 31, 20G¥ aaradditional $2,500,000 of auction rate seasipiurchased
during January and February 2008, which failecettiesat auctions during March 2008. These auatiba securitie
provide liquidity via an auction process that regbe applicable interest rate at predetermineghcalr intervals,
which is generally every 28 days. Upon an auct@lurfe, the interest rates do not reset at a mastetbut instead
reset based on a formula contained in the secwrhich rate is generally higher than the currentkairate. The
failure of the auctions means the Company may ladlerto liquidate its auction rate securities icéish until a
future auction of these investments is successftieauction rate security is refinanced by tiseés into another
type of debt instrument. If the Company is unablédquidate its investments in auction rate se@sior there is an
other-than-temporary impairment in the market valfiggs investments in auction rate securitiess thill have an
adverse affect on the Compasyiusiness, consolidated results of operationanéiral condition and cash flows, a
may increase the volatility of Vermillion’s commstock price. In addition, if the Company is unatoldiquidate its
investments in auction rate securities or borroaireg these investments within the next severalthgithe
Company will require other financing sources inesrtb continue operations, and there can be noasse that
other funding sources will be available.
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The Company may not succeed in developing diagrmgstoducts and even if the Company does succee
developing diagnostic products, the diagnostic pnots may never achieve significant commercial marke
acceptance.

The Company'’s success depends on our ability teldpvand commercialize diagnostic products. There i
considerable risk in developing diagnostic prodibeised on Vermillion’s biomarker discovery effaspotential
tests may fail to validate results in larger cladistudies and may not achieve acceptable levaibroal sensitivity
and specificity. If we do succeed in developingydiastic tests with acceptable performance chaiatits;, we may
not succeed in achieving significant commercialkeaiacceptance for those tests. Our ability to essfully
commercialize diagnostic products that Vermillioayndevelop, such as tests, kits and devices, efedd on
several factors, including:

« our ability to convince the medical community oé thafety and clinical efficacy of Vermilliog'products an
their advantages over existing diagnostic prodt

« our ability to further establish business relatltps with other diagnostic companies that can tssibe
commercialization of these products; ¢

 the agreement by Medicare and third-party payepsduide full or partial reimbursement coverage for
Vermillion’s products, the scope and extent of viahiall affect patients’ willingness to pay for Veiltron’s
products and will likely heavily influence physing’ decisions to recommend Vermilli's products

These factors present obstacles to significant cermiad acceptance of Vermillion’s potential diagtos
products, which we will have to spend substantmattand the Compangfinancial resources to overcome, if we
do so at all. Our inability to successfully do sould prevent the Company from generating revenoma filiagnostic
products and from developing a profitable business.

Our ability to commercialize Vermillion’s potentialiagnostic tests is heavily dependent on its &gt alliance
with Quest.

On July 22, 2005, Vermillion and Quest entered a&irategic alliance, which focuses on commemigdi up
to three diagnostic tests chosen from Vermilliguijgeline. The term of the agreement ends on tlee &t(i) the
three-year anniversary of the agreement and @i)dtite on which Quest commercializes the threendistir tests
covered by such agreement. If this strategic alBasoes not continue for its full term or if Quéssts to proceed to
diligently perform its obligations as a part of #teategic alliance, such as independently devetppialidating, and
commercializing potential diagnostic tests, outigbio commercialize Vermillion’s potential diagstic tests would
be seriously harmed. Due to the current uncertaistty regard to United States Food and Drug Adntiaton (the
“FDA”) regulation of analyte specific reagents (“RS") or, for other reasons, Quest may elect todatgvelopment
of ASR “home brew” laboratory tests and insteadteie wait for the development of in vitro diagrogt1vVD") test
kits, which would adversely affect the Company'sareues. If we elect to increase the Company’s edipaes to
fund in-house diagnostic development programs search programs, the Company will need to obtadlitiadal
capital, which may not be available on acceptadaims, or at all.

The commercialization of Vermilliors diagnostic tests may be adversely affected byghmg FDA regulations.

The current regulatory environment with regard ®R% and in vitro diagnostic multivariate index gssa
(“IVDMIAS") in particular, such as Vermillion's pential ovarian cancer diagnostic test, is very eaclTo the
extent the FDA requires that Vermillion’s potentigdgnostic tests receive FDA 510(k) clearance@A fpre-
market approval, our ability to develop and comradize Vermillion’s potential diagnostic tests mbg prevented
or significantly delayed, which would adverselyeaffthe Company’s consolidated revenues, resultpefations
and financial condition.
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If we fail to continue to develop Vermillic's technologies, we may not be able to successfallyer adoption o
Vermillion’s products and services or develop nemqguct offerings.

Vermillion’s technologies are new and complex, anel subject to change as new discoveries are mizte.
discoveries and advancements in the diagnostit éie# essential if we are to foster the adoptiodesmillion’s
product offerings. Development of these technol®gémains a substantial risk to the Company dwarious
factors, including the scientific challenges invaly our ability to find and collaborate with otherarking in the
diagnostic field, and competing technologies, whithy prove more successful than Vermillion’s tedbgi@s. In
addition, we have reduced Vermillianfesearch and development headcount and expeasg]ituhich may adverse
affect Vermillion’s ability to further develop itechnologies.

If we fail to maintain Vermillion’s rights to utilze intellectual property directed to diagnostic triarkers,
Vermillion may not be able to offer diagnostic teaising those biomarkers.

One aspect of our business plan is to develop d&tgntests based on certain biomarkers, which Mesmhas
the right to utilize through licenses with its aeatc collaborators, such as The Johns Hopkins WsityeSchool of
Medicine and The University of Texas M.D. Anders@emncer Center. In some cases, Vermillsooollaborators ow
the entire right to the biomarkers. In other cas@&smillion co-owns the biomarkers with its collahtors. If, for
some reason, Vermillion loses its license to bidmes owned entirely by its collaborators, Vermitlimay not be
able to use those biomarkers in diagnostic tefSt&ermillion loses its exclusive license to biomerk co-owned by
Vermillion and its collaborators, Vermillion's calborators may license their share of the intelbdqtwoperty to a
third party that may compete with the Company iierrfig diagnostic tests, which would materially acsely affect
the Company’s consolidated revenues, results afatipas and financial condition.

Vermillion has drawn $10,000,000 from the securéad of credit provided by Quest. If Vermillion falto
achieve the milestones for the forgiveness of thewged line of credit set forth therein, Vermilliowill be
responsible for full repayment of the secured linécredit.

As of December 31, 2007, Vermillion has drawn $00,000 from the secured lined of credit in conraetti
with the strategic alliance with Quest. Vermilliborrowed in monthly increments of $417,000 ovenva-year
period, and made monthly interest payments. Furwts this secured line of credit may only be usedcéatain
costs and expenses directly related to the stasdiignce, with forgiveness of the repayment ddtiigns based upc
Vermillion’s achievement of milestones relatedtie tdevelopment, regulatory approval and commetzeititin of
certain diagnostic tests. Should Vermillion failachieve these milestones, Vermillion would be oesible for the
repayment of the outstanding principal amount andumpaid interest on the secured line of credibobefore
July 22, 2010, which would materially adverselyeaffthe Company’s consolidated results of operatard
financial condition.

If a competitor infringes Vermillion’s proprietaryrights, the Company may lose any competitive adagetit
may have as a result of diversion of our time, erdfement costs and the loss of the exclusivity of#lion’s
proprietary rights.

The Company’s success depends in part on ounatalitnaintain and enforce Vermillion’s proprietaights.
The Company relies on a combination of patentdetraarks, copyrights and trade secrets to proteehMsn’s
technology and brand. In addition to Vermillionisdnsed SELDI technology, Vermillion has also subedi patent
applications covering biomarkers that may havemiagc or therapeutic utility. Vermillion’s pateapplications
may not result in additional patents being issued.

If competitors engage in activities that infringer¥hillion’s proprietary rights, our focus will béverted and
the Company may incur significant costs in assgiermillion’s rights. We may not be successfuaBserting
Vermillion’s proprietary rights, which could resutt Vermillion’s patents being held invalid or aurbholding that
the competitor is not infringing, either of whiclould harm the Company’s competitive position. Werga be sure
that competitors will not design around Vermillisrpatented technology.

The Company also relies upon the skills, knowleglgya experience of its technical personnel. To pedpect
Vermillion’s rights, we require all employees ar@hsultants to enter into confidentiality agreemehés prohibit
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the disclosure of confidential information. Theggements may not provide adequate protectiorhBoCompanys
trade secrets, knowledge or other proprietary infiiion in the event of any unauthorized use odasee. If any
trade secret, knowledge or other technology ndiegted by a patent were to be disclosed to or iedepntly
developed by a competitor, it could have a matgradversely affect on the Company’s business amsalidated
results of operations and financial condition.

If others successfully assert their proprietary Hts against the Company, the Company may be preetuffom
making and selling its products or the Company mag required to obtain licenses to use their techomy.

The Company’s success depends on avoiding infringimthe proprietary technologies of others. Hiedt
party were to assert claims that Vermillion is atihg their patents, the Company might incur sutiigthcosts
defending itself in lawsuits against charges oépainfringement or other unlawful use of anoth@reprietary
technology. Any such lawsuit may not be decidethexCompanys favor, and if the Company is found liable, it r
be subject to monetary damages or injunction agasiag the technology. Vermillion may also be riegg to
obtain licenses under patents owned by third maeie such licenses may not be available commigroial
reasonable terms, if at all.

Current and future litigation against the Companyoald be costly and time consuming to defend.

The Company is from time to time subject to legalgeedings and claims that arise in the ordinanysm of
business, such as claims brought by the Compaligistg in connection with commercial disputes, emgpient
claims made by current or former employees, anidhsl®drought by third parties alleging infringementtheir
intellectual property rights. In addition, the Cammy may bring claims against third parties forimjement on
Vermillion’s intellectual property rights. Litigath may result in substantial costs and may diverattention and
Company resources, which may seriously harm thegaoyis business, consolidated results of operatioas
consolidated financial condition.

An unfavorable judgment against the Company inlaggl proceeding or claim could require the Compiany
pay monetary damages. In addition, an unfavorafalgment in which the counterparty is awarded eflateelief,
such as an injunction, could have an adverse ingradtermillion’s licensing and sublicensing actigg, which
could harm the Company'’s business, consolidatadtsesf operations and consolidated financial ctodi

On September 17, 2007, Molecular Analytical Syst€AS”) filed a lawsuit naming Vermillion and Bidac
as defendants. Under the lawsuit, MAS seeks anagifsgd amount of damages and alleges, among tihregs,
under the lawsuit, among other things, that Verarilis in breach of its license agreement with M&gting to
SELDI technology as a result of Vermillion’s eningo a sublicense agreement with Bio-Rad. Vermiléodeadline
to answer or otherwise respond to the ComplaiApisl 1, 2008. Vermillion intends to vigorously aefd this
action. Given the early stage of this action, wentd predict the ultimate outcome of this mattethét time.

Vermillion depends on a single supplier to manuface and supply its products and any interruption this
supplier relationship could materially and advergedffect the Company’s consolidated revenues, resof
operations and financial condition.

In connection with the Instrument Business Salemiion entered into a manufacture and supply agrent
with Bio-Rad, pursuant to which Bio-Rad manufactuaad supplies Vermillion with SELDI instrumentgian
consumables (“SELDI Products™he initial term of the agreement expires on Noveri®, 2011, and is renewa
for two additional two-year terms. If the manufaetand supply agreement is terminated or is nawed, or if
Bio-Rad ceases manufacturing the SELDI Productariother reason, Vermillion would have to find dosotthird
party supplier to manufacture and supply the SERRIducts or begin manufacturing and supplying t6e[3
Products itself. The Company or another third-pauyplier may not be able to produce those procatciscost that
is available to Bio-Rad, or at the quantities oalgy similar to Bio-Rad. Any such interruption ddwelay or
diminish the Company’s ability to satisfy its custers’ orders and adversely affect the Company’s
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relationship with its customers. Additionally, asiych interruption may have a material and advefsetahe
Company'’s consolidated revenues, results of omeratnd financial condition.

The Company'’s failure to meet its purchase commititepursuant to a manufacture and supply agreement
with Bio-Rad, could adversely affect the Compangtnsolidated financial condition and results of ofzion.

Vermillion is a party to a manufacture and suppyegment with Bio-Rad, dated November 13, 2006 relhe
Vermillion agreed to purchase from Bio-Rad the Bira€hip Systems and ProteinChip Arrays necessasypport
Vermillion’s diagnostics efforts. Under the ternfdtte agreement, Vermillion is required to purchasgpecified
number of ProteinChip Systems and ProteinChip Aviayeach of the three years following the datthef
agreement. The Company has estimated its totajatidn under the agreement to be $6,610,000. As of
December 31, 2007, Vermillion had an estimated lmse obligation of $804,000 remaining with respecthe first
year of the agreement. If Vermillion fails to repégte its initial purchase commitment under theeaguent, it ma
need to make additional provisions for excess itargnwhich would have an adverse affect on the gamy’s
financial condition and results of operations. Rarimore, if future demand declines such that Vdionilcannot
meet its minimum purchase requirements for 20082009, the Company’s excess inventory could inegas
thereby exacerbating the negative effect on the@2my's financial condition and results of operasion

If the Company or its suppliers fail to comply witfDA requirements, the Company may not be able tarket
its products and services and may be subject timgant penalties; further improvements to the Conmyés or
its suppliers’ manufacturing operations may be reiged that would entail additional costs.

The commercialization of Vermillion’s products cdlle affected by being delayed, halted or prevebyed
applicable FDA regulations. If the FDA were to viewy of the Company’s actions as non-compliaropitld
initiate enforcement actions, such as a warnirtgi@nd possible imposition of penalties. In additiASRs that
Vermillion may provide will be subject to a numldr=-DA requirements, including compliance with #iBA’s
Quality System Regulations (“QSRs"), which estdbkstensive requirements for quality assurancecantol as
well as manufacturing procedures. Failure to comti these regulations could result in enforcensamions for
Vermillion or its potential suppliers. Adverse F&tions in any of these areas could significamttyease the
Company’s expenses and limit its revenue and pitaifity. Although the Company is ISO 9001:2000 ified with
respect to its manufacturing processes used faCtmepany’s previous ProteinChip products, Vermilliwill need
to undertake additional steps to maintain its oemna in line with the FDA QSR requirements. Velioit's
suppliers’ manufacturing facilities will be subjaotperiodic regulatory inspections by the FDA atider federal
and state regulatory agencies. If and when Vemnilbegins commercializing and assembling its prtxdisself,
Vermillion’s facilities will be subject to the sanmespections. Vermillion or its suppliers may natisfy such
regulatory requirements, and any such failure tsawould have an adverse effect on Vermillionaggiostics
efforts.

Because the Company’s business is highly dependenitey executives and employees, our inability éonuit
and retain these people could hinder our businessns.

The Company is highly dependent on its executifieers and certain key employees. Effective Novernihe
2007, the Chief Financial Officer resigned from @@mpany for personal reasons. Upon the Chief [eiahn
Officer’s resignation from the Company, the Compargorporate Controller was appointed to serve lasfC
Financial Officer on an interim basis while the Gany searches for a new Chief Financial OfficeroAMarch 31
2008, the Company had 19 employees. The very kadfnand the absence of a permanent Chief FinaQifiader
and the loss of service of any other executiveceff or certain key employees could impact operata delay or
curtail Vermillion’s research, development and coencialization objectives. To continue Vermilliorrasearch and
product development efforts, the Company needslpeijiled in areas such as bioinformatics, biocisémy and
information services. Competition for qualified dioyees is intense.
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Vermillion’s diagnostic efforts may cause it to have signifitgroduct liability exposure

The testing, manufacturing and marketing of mediéadjnostic tests entails an inherent risk of pobdiability
claims. Potential product liability claims may eedehe amount of the Company’s insurance coverageag be
excluded from coverage under the terms of the polibe Company existing insurance will have to be increase
the future if the Company is successful at intradgaiagnostic products and this will increase @mmpanys costs
In the event that the Company is held liable fofaam against which it is not indemnified or formdages exceeding
the limits of the Company’s insurance coverage Gbhmpany may be require to make substantial paysn&his
may have an adverse affect the Compamgnsolidated results of operations, financialdétoon and cash flows, ai
may increase the volatility of Vermillion’s commstock price.

Business interruptions could limit the Company’s itity to operate its business.

The Company’s operations, as well as those of eleliorators on which the Company depends, areevahbie
to damage or interruption from fire, natural disast computer viruses, human error, power shortages
telecommunication failures, international actsesfar and similar events. The Company’s primarylifgds located
in Fremont, California, where it also has labora®rAlthough we have certain business contindiéygin place,
we have not established a formal comprehensivestdiseecovery plan, and the Company’s back-up ¢pesaand
business interruption insurance may not be adeqoat@mpensate it for losses the Company may suifer
significant business interruption could resultaedes or damages incurred by the Company and egifj@iiCompar
to cease or curtail its operations.

Legislative actions resulting in higher compliana®sts are likely to adversely affect the Comparfytaire
consolidated results of operations, financial pasit and, cash flows.

Compliance with laws, regulations and standardstire to corporate governance and public disclgsure
including the Sarbanes-Oxley Act of 2002, new Sidesrand Exchange Commission (the “SEC”) regutetiand
NASDAQ listing requirements, are resulting in irecsed compliance costs. The Company, like all gthétic
companies, is incurring expenses and diverting eygas’ time in an effort to comply with Section 48f4the
Sarbanes-Oxley Act of 2002. The Company is a smafgorting company, and has completed the process
documentation of its systems of internal contra has evaluated its systems of internal controk Thmpany is
required to assess its compliance with Sectionot@de Sarbanes-Oxley Act of 2002 for the year egdi
December 31, 2007. We expect to devote the negesssources, including additional internal and sepental
external resources, to support the Company’s assggsin the future, if we identify one or more eval
weaknesses, or the Company’s independent regigbeitdit accounting firm is unable to attest that @port is
fairly stated or to express an opinion on the ¢ffeness of the Company’s internal controls, thisld result in a
loss of investor confidence in the Company’s finaheports, have an adverse effect on Vermillisttck price
and/or subject the Company to sanctions or invastig by regulatory authorities. Compliance witegh evolving
standards will result in increased general and agtnative expenses and may cause a diversionrdfroa and
attention from revenue-generating activities to ptamce activities.

The Company is subject to environmental laws andetial exposure to environmental liabilities.

The Company is subject to various internationalefal, state and local environmental laws and edguis that
govern the Company'’s operations, including the hiagdnd disposal of nonhazardous and hazardoutesjabe
recycling and treatment of electrical and elece@yuipment, and emissions and discharges interthieonment.
Failure to comply with such laws and regulationsldaesult in costs for corrective action, penalie the
imposition of other liabilities. The Company is@akubject to laws and regulations that imposelltsitind
clean-up responsibility for releases of hazardas®nces into the environment. Under certain eseHaws and
regulations, a current or previous owner or operaf@roperty may be liable for the costs of renatidg hazardous
substances or petroleum products on or from itpgnty, without regard to whether the owner or ofmeranew of,
or caused, the contamination, as well as incuilifato third parties affected by such contamioati The presence
of, or failure to remediate properly, such substsnmould adversely affect the value and the aliityansfer or
encumber such property. Based on currently avalatfbrmation, although there can be no assuramedyelieve
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that such costs and liabilities have not had ardidhet have a material adverse impact on the Coryigan
consolidated results of operations.

Risks Related to Owning Vermillion’s Stock

Vermillion’s principal stockholders own a signifigat percentage of Vermillion’s outstanding commorosk,
and will continue to be able to exercise signifidanfluence over the Company’s affairs.

As of December 31, 2007, Quest possessed votingpover 860,595 shares, or 13.49%, and Phronesis
Partners, L.P. (“Phronesis”), possessed voting power 666,568 shares, or 10.45%, of Vermillionigstanding
common stock. As a result, Quest and Phronesiatdecto determine a significant part of the comgpasiof
Vermillion's Board of Directors, hold significant voting poweith respect to matters requiring stockholder apal
and to exercise significant influence over the Camyps operations. The interests of Quest and Pkismeay be
different than the interests of other stockholdershese and other matters. This concentratiomvakeoship also
could have the effect of delaying or preventindharge in the Company’s control or otherwise disaging a
potential acquirer from attempting to obtain cohtfothe Company, which could reduce the price efiillion’s
common stock.

Vermillion currently does not meet and there is goarantee that Vermillion will meet the standardsrf
continued listing on the NASDAQ Capital Market, aritlVermillion is delisted the value of your invasent in
Vermillion may substantially decrease.

On February 22, 2008, Vermillion was notified by SIBAQ Listing Qualifications that it did not complyith
Marketplace Rule 4310(c)(3) for continued incluséma result of the market value of Vermillion coomstock
falling below $35,000,000 for 10 consecutive busindays, and as required by Marketplace Rule 4XB)C),
Vermillion had 30 days, or until March 24, 2008régain compliance. Vermillion did not regain comapte by
March 24, 2008, and, accordingly, on March 25, 20G8million received written notification from NAFAQ
Listing Qualifications (the “Staff Determination Nee”) that Vermillion’s securities would be subject to delisting
a result of the deficiency unless Vermillion regses hearing before a NASDAQ Listing QualificatidPanel. The
Company plans to timely request a hearing befaard\ASDAQ Listing Qualifications Panel to address tharket
value of listed securities deficiency, which withg any action with respect to the Staff DetermoraiNotice until
the NASDAQ Listing Qualifications Panel rendersezidion subsequent to the hearing. Vermillion apdites that
the hearing will be scheduled to occur within tleetr5 days. There can be no assurance that thed Walrgrant
Vermillion's request for continued listing.

There is no guarantee that Vermillion will continoemeet the standards for listing in the futurpob delisting
from the NASDAQ Capital Market, Vermillion’s commatock would be traded over-the-counter (“OTC”).©T
transactions involve risks in addition to thoseoagsted with transactions in securities tradednenNASDAQ
Capital Market. Many OTC stocks trade less freqyeartd in smaller volumes than NASDAQ listed stocks
Accordingly, delisting from the NASDAQ Capital Makwould adversely affect the trading price of Vidlion's
common stock, significantly limit the liquidity &fermillion’s common stock and impair the Compangtslity to
raise additional funds.

Anti-takeover provisions in Vermillion’s charter,Jdaws and stockholder rights plan and under Delawdaw
could make a third party acquisition of the Compadifficult.

Vermillion’s certificate of incorporation, bylawsd stockholder rights plan contain provisions tt@ild make
it more difficult for a third party to acquire tl@mpany, even if doing so might be deemed benébgia
Vermillion’s stockholders. These provisions coufdit the price that investors might be willing taypin the future
for shares of Vermillion’s common stock. Vermilligsmalso subject to certain provisions of Delawave that could
delay, deter or prevent a change in control ofGbhepany. The rights issued pursuant to Vermilligitsckholder
rights plan will become exercisable the tenth dégra person or group announces acquisition of ds%ore of
Vermillion’s common stock or announces commencernéattender or exchange offer the consummatiomhaéh
would result in ownership by the person or group%#6 or more of Vermillion’s common stock. If thghts
become exercisable, the holders of the rights (dtien the person acquiring 15% or more of Vermills common
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stock) will be entitled to acquire, in exchangetfoe rights’ exercise price, shares of Vermilliamunon stock or
shares of any company in which the Company is nikngéh a value equal to twice the rights’ exergisiee.

Because we do not intend to pay dividends, Vermills stockholders will benefit from an investment i
Vermillion’s common stock only if it appreciates walue.

We have never declared or paid any cash dividendsiocommon stock. We currently intend to rethim t
Company’s future earnings, if any, to finance tRpamsion of the Company’s business and do not éxpgmay any
cash dividends in the foreseeable future. As atidbe success of an investment in Vermillion’sncoon stock will
depend entirely upon any future appreciation. Tlere guarantee that Vermillion’s common stocK ajipreciate
in value or even maintain the price at which itgeistors purchased their shares.

Vermillion’s stock price has been highly volatiland an investment in Vermillion’s stock could suffa decline
in value.

The trading price of Vermillion’s common stock Haeen highly volatile and could continue to be sobie
wide fluctuations in price in response to varioaistérs, many of which are beyond the Company’srognt
including:

« failure to commercialize diagnostic tests and gigatly increase revenu
« actual or anticipated peri-to-period fluctuations in financial resulf
- failure to achieve, or changes in, financial estendy securities analys

< announcements or introductions of new product®orises or technological innovations by the Company
its competitors

 publicity regarding actual or potential discoverigdiomarkers by other:
e comments or opinions by securities analysts or metfickholders
 conditions or trends in the pharmaceutical, biotebhgy and life science industrie

< announcements by the Company of significant aciipnis and divestitures, strategic partnershipsijoi
ventures or capital commitmen

« developments regarding Vermillion’s patents or otheellectual property or that of the Company’s
competitors

« litigation or threat of litigation

 additions or departures of key personi

« sales of Vermillion common stoc

« limited daily trading volume

« delisting from the NASDAQ Capital Market; a

» economic and other external factors, disastersises

In addition, the stock market in general, and tReSRAQ Capital Market and the market for technology
companies, in particular, have experienced sigaitiprice and volume fluctuations that have ofteerbunrelated
or disproportionate to the operating performanctho$e companies. Further, there has been sigmificaatility in
the market prices of securities of life science pamies. These broad market and industry factorsseagusly
harm the market price of Vermillion common stoagardless of the Company’s operating performamcthd past,
following periods of volatility in the market pricd a company’s securities, securities class adtiigation has
often been instituted. A securities class actidhagainst Vermillion could result in substantialsts, potential
liabilities and the diversion of our attention aBdmpany resources.
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The Company may need to sell additional shares efidillion common stock or other securities to mekée
Companys capital requirements. If the Company needs td sdditional shares of Vermillion common stock
other securities to meet the Company'’s capital regments, or upon conversion of the Company’s sanio
convertible notes and exercises of currently outedang options and warrants, the ownership interesis
Vermillion's current stockholders could be substaaity diluted. The possibility of dilution posed tshares
available for future sale could reduce the markeaiqe of Vermillion’s common stock and could makeritore
difficult for the Company to raise funds through @dy offerings in the future.

As of December 31, 2007, Vermillion had 6,380,1B&res of common stock outstanding and 8,150,00@&sha
of common stock reserved for future issuance toleyegs, Directors and consultants pursuant to tirefgany’s
employee stock plans, of which 469,675 shares wingon stock were subject to outstanding optionsdadiition, as
of December 31, 2007, warrants to purchase 2,293 hdres of common stock were outstanding at eseeprices
ranging from $9.25 to $25.00 per share, with a Wweid average exercise price of $10.79 per shaedition, ther:
are 27,208 shares of common stock reserved foafgguupon conversion of Vermillion’s outstanding%4.
convertible senior notes due September 1, 2008825@®00 shares of common stock reserved for isguapon
conversion of Vermillion’s 7.0% convertible senimtes due September 1, 2011. The exercise or caonesf all
or a portion of these securities would dilute thanership interests of Vermillion’stockholders. Furthermore, futi
sales of substantial amounts of Vermillion’s comnstock in the public market, or the perception thath sales are
likely to occur, could affect prevailing tradingiges of Vermillion’s common stock and the valuala# notes.
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Iltem 1B. Unresolved Staff Comments

None

Item 2. Properties

Vermillion, Inc. (“Vermillion”) and subsidiaries @ilectively the “Company”) principal facility is kated in
Fremont, California. The location, size and desigdaise of each facility that the Company leasex as
December 31, 2007, are as follows:

Approximate
Location Square Fee Primary Function Lease Expiration Date

Fremont, California 61,00((1) Research and development July 31, 2008
laboratories, marketing, sales and
administrative office:

Galveston, Texas 50C Diagnostic test development August 31, 2009
laboratory

(1) Approximately 29,000 square feet of this spacelteen subleased to Bio-Rad Laboratories, Incorpdifare
the remaining lease teri

Vermillion’s management (“we”) is actively revievgrall of the Company’s space needs with intentions
reduce the Company’s overall facilities expenseagioAs we may take include not renewing certaisdésaupon
their expiration as well as seeking to subleaseespaothers.

Item 3. Legal Proceeding:

On June 26, 2006, Health Discovery Corporation (G1pfiled a lawsuit against Vermillion, Inc.
(“Vermillion”; Vermillion and its wholly-owned subdiaries are collectively referred to as the “Comga,
formerly known as Ciphergen Biosystems, Inc., i tmited States District Court for the Eastern iisof Texas,
Marshall Division (the “Court”), claiming that sefare used in certain Vermillion ProteinChip Systénignges on
three of its United States patents. HDC soughnictjire relief as well as unspecified compensatoy @nhanced
damages, reasonable attorney’s fees, prejudgmeenést and other costs. On August 1, 2006, Vewniffiled an
unopposed motion with the Court to extend the deadbr Vermillion to answer or otherwise respomdilu
September 2, 2006. Vermillion filed its answer andnterclaim to the complaint with the Court on teefber 1,
2006. Concurrent with its answer and counterclamMesmillion filed a motion to transfer the casettie Northern
District of California. On January 10, 2007, theu@a@ranted Vermillion’s motion to transfer the ede the
Northern District of California. The parties met foscheduled mediation on May 7, 2007. On July200/7,
Vermillion entered into a license and settlememeament with HDC (the “HDC Agreement”) pursuantoich it
licensed more than 25 patents covering HDC'’s supgmtor machine technology for use with Surfacadhted
Laser Desorption/lonization (“SELDI") technologynter the terms of the HDC Agreement, Vermillionaiges a
worldwide, royalty-free, non-exclusive license fiée sciences and diagnostic applications of tlebtelogy and it
has access to any future patents resulting fronutlderlying intellectual property in conjunctiontivuse of SELDI
systems. Pursuant to the HDC Agreement, Vermiliain to HDC $200,000 upon entry into the agreernent
July 10, 2007, and $100,000 three months folloviirgdate of the agreement on October 10, 2007 rdthaining
$300,000 under the HDC Agreement is payable agvisli $150,000 twelve months following the datehef t
agreement and $150,000 twenty-four months followirgdate of the agreement. The HDC Agreementsleill
disputes between Vermillion and HDC.

On September 17, 2007, Molecular Analytical SystéAS”) filed a lawsuit in the Superior Court of
California for the County of Santa Clara naming#lion and Bio-Rad Laboratories, Inc (“Bio-Rad"$ a
defendants. Under the lawsuit, MAS seeks an unpé@mount of damages and alleges, among othegghthat
Vermillion is in breach of its license agreementhAWMAS relating to SELDI technology as a resulvairmillion’s
entry into a sublicense agreement with Bio-Rad:dnnection with the sale of assets and liabilitiEthe protein
research products and collaborative services bssitteBio-Rad on November 13, 2006, Vermillion sérised to
Bio-Rad certain rights to the SELDI technology thi@rmillion obtained under the MAS license for uagside of

29




Table of Contents

the clinical diagnostics field. Vermillion retainedclusive rights to the technology for use infike&l of clinical
diagnostics for a five-year period, after whickvill retain nonexclusive rights in that field. Veiltion’s deadline to
answer or otherwise respond to the Complaint islAp2008. Vermillion intends to vigorously defettds action.
Given the early stage of this action, managememiagpredict the ultimate outcome of this mattethé time.

In addition, from time to time, the Company is ifwexd in legal proceedings and regulatory proceeslariging
out of its operations. Other than as disclosed epthe Company is not currently a party to any eeoing, the
adverse outcome of which would have a material esdveffect on the Company'’s financial positionesults of
operations.

Item 4. Submission of Matters to a Vote of Security Hold¢

No matters were submitted to a vote of securityled or otherwise for the three months ended DeeeBih
2007.
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PART Il

Item 5. Market for Registran’'s Common Equity, Related Stockholder Matters arsslier Purchases of Equity
Securities

Market Information

On August 21, 2007, Ciphergen Biosystems, Inc. gadrits corporate name to Vermillion, Inc.’s
(“Vermillion”). In conjunction with the name changéermillion changed its common stock ticker symbnlthe
NASDAQ Capital Markets t“VRML". Prior to the corporate name change, Veriitl's common stock was traded
on the NASDAQ Capital Market under the symbols “B1Rnd “CIPHE".

At the February 14, 2008, Special Meeting of Statttrs, the stockholders of Vermillion approved the
proposal to authorize the Board of Directors irditcretion, without further authorization of Vethain's
stockholders, to amend Vermillion’s Certificatelnoforporation to effect a reverse split of Vernaillis common
stock by a ratio of between 1 for 6 to 1 for 10. Eabruary 15, 2008, Vermillion’s Board of Direct@sproved a 1
for 10 reverse stock split (the “Reverse Stockt9pif Vermillion’s common stock effective at théose of business
on Monday, March 3, 2008. Accordingly, all share @er share amounts were adjusted to reflect tpadtof the
Reverse Stock Split. On March 4, 2008, Vermillioasnmon stock began trading under the Reverse Siplik
basis. Additionally, beginning on March 4, 2008 rividlion’s common stock will trade for a period 20 trading
days under ticker symbol “VRMLD” as an interim syohlto denote its new status. After this 20 tradilag period,
Vermillion’s common stock will resume trading undee ticker symbol “VRML”".

As of January 3, 2008, there were 142 holdersadreeof Vermillion’s common stock, excluding shares hel
book-entry form through The Depository Trust Compamd 3,937 beneficial owners of Vermillion’s commm
stock. The closing price for Vermillion’s commormsk on February 29, 2008, was $5.30.

The high and low sales prices of Vermillion’s commstock as quoted on the NASDAQ Capital Marketmyri
the years ended December 31, 2007 and 2006, wéodass:

2007 2006
High Low High Low
Three months ended March $19.9C $9.2C $22.5( $10.0C
Three months ended June 15.3( 8.5( 18.6( 10.0C
Three months ended Septembel 11.5C 5.5C 17.3(C 8.5(C
Three months ended December 10.9C 5.8C 13.9(C 8.2(

Dividends

Vermillion has never paid or declared any dividendts common stock and does not anticipate pagasi
dividends on its common stock in the foreseealtleréu If Vermillion pays a cash dividend on its aoon stock,
Vermillion also may be required to pay the sameéddind on an as-converted basis on any outstandefgrped
stock, warrants, convertible notes or other seiestiMoreover, any preferred stock or other sedédnt or equity
securities to be issued and any future creditifasimight contain restrictions on Vermillion’sibty to declare and
pay dividends on its common stock. Vermillion irderto retain all available funds and any futurenisys to fund
the development and expansion of its business.

Unregistered Sales of Equity Securities

On August 29, 2007, Vermillion completed a privakecement sale of 2,451,309 shares of its comnamk st
and warrants to purchase up to an additional 10@iG1shares of its common stock with an exercissepof $9.25
per share and expiration date of August 29, 2a13,droup of existing and new investors for $20,60Q in gross
proceeds. The net proceeds of the transactiorbeillsed for general working capital needs. In cotiore with
Quest Diagnostics Incorporated’s (“Quegidrticipation in this transaction, Vermillion ameada warrant original
issued to Quest on July 22, 2005. Pursuant tcettmest of the amendment, the warrant to purchas€®@@Ghares of
Vermillion’s common stock was reduced from $35.@0 ghare to $25.00 per share and the
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expiration date was extended from July 22, 2010utg 22, 2011. The sale, offer and issuance oféueirities was
exempt from registration under Section 4(2) an&ole 506 of Regulation D of the Securities Actagsansaction
not involving a public offering because, among othéngs, the investors were accredited investbtBeatime of the
transaction and appropriate legends were affixebd@éanstruments representing such securities dssusuch
transaction.

As partial consideration for services as placenagent in connection with the August 29, 2007, gava
placement sale, Vermillion issued a warrant to @jpeéner & Co. Inc. (“Oppenheimer”) to purchase op t
92,100 shares of Vermillion’s common stock withexercise price of $9.25 per share and expiratide of
August 29, 2012. Vermillion’s Board of Directorstelenined the value of such warrants to be equtld@rice paid
for the warrants by the investors in the offeriog$1.25 per warrant share, for an aggregate \al$&15,000. The
sale, offer and issuance of the securities was pkéom registration under Section 4(2) and/or Ra0é of
Regulation D of the Securities Act, as a transaatiot involving a public offering, because amonigeotthings,
Oppenheimer was an accredited investor at the dintlge transaction and appropriate legends weieedffo the
instruments representing such securities issuedch transaction.

On November 15, 2006, Vermillion completed the 4i$16,500,000 in aggregate principal of the 7.00%
convertible senior notes due September 1, 2011'7t0@% Notes”). The 7.00% Notes were sold purst@nt
separate exchange and redemption agreements bet#geariilion and certain holders of Vermillion’s esing
4.50% convertible senior notes due September 18 2b@ “4.50% Notes”). The holders agreed to exgband
redeem $27,500,000 in aggregate principal of t8%.Notes for $16,500,000 in aggregate principahef
7.00% Notes and $11,000,000 in cash, plus accnoediapaid interest on the 4.50% Notes of $254,08f&ring
costs of $104,000 and fees of $514,500 were palukbalf of the debt holders and recorded as adisbbunt to thi
7.00% Notes. The sale, offer and issuance of thergies was exempt from registration under Secii(#)
and/or Rule 506 of Regulation D of the Securities$, As a transaction not involving a public offgribecause
among other things, the investors were accreditegsitors at the time of the transaction and ap@teplegends
were affixed to the instruments representing sedusties issued in such transaction.

On August 3, 2006 and November 15, 2006, Vermiligsued warrants to purchase an aggregate of
20,000 shares of its common stock with an exemige of $12.60 per share to Oppenheimer in pactakideratio
for its services as the placement agent for therioi of the 7.00% Notes. Fees paid on behalf®figbt holders
included the fair value of the two warrants wereorded as a discount on the 7.00% Notes. Feesopdighalf of
debt holders included the fair value of two warsaesued to Oppenheimer. Fees paid on behalf dfroétlers
included the fair value of the two warrants isste@®ppenheimer. The two warrants were valued a@ D0 based
on the fair value as determined by the Black Saholethod of valuation using a risk free interest o 4.75%, five
year contractual life, and 88.00% volatility raféwe sale, offer and issuance of the securitiesexampt frorr
registration under Section 4(2) andRulle 506 of Regulation D of the Securities Actaasansaction not involving
public offering, because among other things, Oppenér was an accredited investor at the time ofrdmesaction
and appropriate legends were affixed to the instnisirepresenting such securities issued in saokdction.

In connection with the sale of assets and liabgitf its protein research products and collabgratérvices
business to Bio-Rad Laboratories, Incorporatedd“Rad”) on November 13, 2006, Vermillion sold tmBrad
308,642 shares of Vermillion common stock for agragate purchase price of $3,000,000. The saler, affd
issuance of the securities was exempt from redistrander Section 4(2) and/or Rule 506 of Regaiai of the
Securities Act, as a transaction not involving bljguoffering, because among other things, Bio-Rad an
accredited investor at the time of the transacioth appropriate legends were affixed to the insénisrepresentir
such securities issued in such transaction.

On July 22, 2005, Vermillion sold to Quest 622,50@res of Vermillion common stock and issued a avdrio
purchase up to 220,000 shares of Vermillion’s comstock with an exercise price of $35.00 per shahéich was
subsequently reduced to $25.00 per share with thrgist 29, 2007, private placement sale, for $140884in net
proceeds. The sale, offer and issuance of theiiesuwas exempt from registration under Sectid?) 4(
and/or Rule 506 of Regulation D of the Securities$, As a transaction not involving a public offgribecause
among

32




Table of Contents

other things, Quest was an accredited investdreatitne of the transaction and appropriate legevete affixed to
the instruments representing such securities issugach transaction.

Securities Authorized for Issuance Under Equity Corpensation Plans

Vermillion currently maintains three equity-basexinpensation plans that were approved by its stddkha
The plans are the 1993 Stock Option Plan (the “1288"), the Amended and Restated 2000 Stock Fhen‘2000
Plan™) and the Amended and Restated 2000 Emplotak Purchase Plan (the “ESPP”).

1993 Plan. The authority Vermillion’s Board of Directors ¢want new stock options and awards under the
1993 Plan terminated in 2001. Vermillion’s Boarddifectors continues to administer the 1993 Plath wéspect to
the stock options that remain outstanding to Vdiomls officers, employees, directors and a corzsult

2000 Plan. Vermillion’s Board of Directors or a committee \6érmillion’s Board of Directors may grant stc
options and stock awards under the 2000 Plan. laynis officers, employees, directors and consutiseare
eligible to receive stock option grants and stoskras under the 2000 Plan. Vermillion’s non-empioyé&ectors
are also eligible for certain automatic stock optiwants under the 2000 plan. Vermillion’s Boardirfectors
administers the 2000 Plan and approves each spiggyrant and stock award. Vermillion’s Boardifectors or
a committee of Vermillion’s Board of Directors datenes the per share purchase price of Vermilli@oismon
stock related to stock option grants and stock dsvander the 2000 Plan. Additionally, VermillioBgard of
Directors or a committee of Vermillion’s Board ofrEctors determines the vesting schedule, duratind,other
terms and conditions of each stock option gramstack award subject to the limitations of the 260&n.

ESPP. Subject to limits, all of Vermillion’s officersnal employees in the United States are eligible to
participate in the ESPP. The ESPP operates in ssizessixmonth offering and purchase periods. Participantié
ESPP may purchase common stock at the end of emchgse period at a purchase price equal to 85fGfeo
lower of the fair market value of Vermillion’s conom stock at the beginning of the offering periodhe end of the
purchase period. The ESPP administrator may allantigipants to contribute up to 15.0% of their idig
compensation to purchase stock under the ESPP.iNiems Board of Directors or a committee of Veltun’s
Board of Directors administers the ESPP.

The number of shares of Vermillion common stockédssued upon exercise of outstanding stock optitwe
weighted-average exercise price of outstandingkstptions and the number of shares available fluréustock
option grants and stock awards under equity congtemsplans as of December 31, 2007, were as fellow

Number of
Securities
Remaining
Available for
Future
Number of Issuance Unde
Securities to b Weighted- Equity
Issued Upon Average Compensation
Exercise of Exercise Price Plans
Outstanding of Outstanding (Excluding
Options, Options, Shares
Warrants Warrants Reflected in
Plan Category and Rights and Rights First Column)
Equity compensation plans approved by securitydrs 472,46(1) $ 26.142) 8,147,22(3)
Equity compensation plans not approved by sechotgers — — —
Total 472,46: $ 26.1¢ 8,147,22

(1) Includes outstanding stock options for 16,272 shafé/ermillion common stock under the 1993 Plad an
453,403 shares of Vermillion common stock under2®@0 Plan. Also includes 2,786 shares of Vernillio
common stock after giving effect to estimated pasgs under the ESPP for the purchase period thandi
on May 1, 2008, based on participant contributitmsugh December 31, 20C
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(2) Includes the weighted average stock price for antiihg stock options of $31.19 under the 1993 Bitah
$26.13 for the 2000 Plan. Also includes the 2, #&feas of Vermillion common stock after giving efféz
estimated purchases under the ESPP for the purpleasel that will end on May 1, 2008, based onipigent
contributions through December 31, 2007, with dimmeged per share price of $6.89, which is caledats
85% of the December 31, 2007, closing price of &¢

(3) Includes 6,776,983 shares of Vermillion common lstioc the 2000 Plan. On January 1 of each yeandtttie
term of the 2000 Plan, the total number of shavedable for award purposes under the 2000 Plah wil
increase by the lesser of (i) 215,000 shares%t)of the outstanding shares of common stock otesteday
of the immediately preceding fiscal year, or @) amount determined by Vermillion’s Board of Di@s.
Also includes 1,370,237 shares of Vermillion commstotk for the ESPP after giving effect to estirdate
purchases of 2,786 shares of Vermillion commonkstoaler the ESPP for the purchase period thatentl or
May 1, 2008, based on participant contributionstlgh December 31, 2007. On January 1 of each yeagd
the term of the ESPP, the total number of shara#adole for sale under the ESPP will increase layléisser o
(i) 43,000 shares, (ii) 1% of the outstanding skafecommon stock on the last day of the immedjatel
preceding fiscal year, or (iii) an amount deternditvy Vermillior's Board of Directors

Item 6. Selected Financial Dat:

Per Item 301(c) of Regulation S-K, information & nequired.
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Item 7. Managemen's Discussion and Analysis of Financial Conditionnal Results of Operation

You should read the following discussion in confiomcwith Vermillion, Inc. (“Vermillion”), formerly
Ciphergen Biosystems, Inc., and its wholly-owndibisliaries’ (collectively the “Company”) audited wsolidated
financial statements and the accompanying not&&aim Il Iltem 8,“Financial Statements and Supplementary Data”
The following discussion includes certain forwaoding statements that involve risks and unceritsnt
Vermillion, Inc. and subsidiaries’ actual resultsutd differ materially from those referred to iretforward-looking
statements as a result of various factors, inclgdhmose discussed in Part | Iltem 1A,, “Risk Factpand elsewhere
in this Annual Report on Form 10-K.

Overview

Vermillion was originally incorporated in Califormion December 9, 1993, under the name Abiotic Systin
March 1995, Abiotic Systems changed its corporataento Ciphergen Biosystems, Inc., and subsequently
June 21, 2000, it reincorporated in Delaware. Utldemame Ciphergen Biosystems, Inc., Vermilliod ha initial
public offering on September 28, 2000. On Noveni#r2006, the Company sold assets and liabilitiéts @rotein
research products and collaborative services bssifiee “Instrument Business Sale”) to Bio-Rad lrataries, Inc.
(“Bio-Rad”) in order to concentrate the Companyesaurces on developing clinical protein biomarkagdostic
products and services. On August 21, 2007, CiplmeBiesystems, Inc. changed its corporate name ta\Wen,
Inc. In conjunction with the name change, Vermillichanged its common stock ticker symbol on the NAQ
Capital Markets from “CIPH” to “VRML". Vermillion lad a 1 for 10 reverse stock split of Vermillionantmon
stock effective at the close of business on Marc2088. Accordingly, all share and per share anmoweatre adjuste
to reflect the impact of the 1 for 10 reverse stsglt in this Annual Report on Form 10-K.

Prior to the Instrument Business Sale, the Compiangloped, manufactured and sold ProteinChip Sysfem
life science research. This patented technologgdsgnized as Surface Enhanced Laser Desorptidondition
(“SELDI"). The systems consist of ProteinChip Read®roteinChip Software and related accessoribghwere
used in conjunction with consumable ProteinChipassr These products were sold primarily to pharmica
companies, biotechnology companies, academic mefsésioratories and government research laboratortee
Company also provided research services throudBigtmarker Discovery Center laboratories, and effler
consulting services, customer support servicegraming classes to its customers and collaborafdrs
Company’s sales were driven by the need for newbatiter tools to perform protein discovery, chagdeation,
purification, identification and assay developménany of the ProteinChip Systems sold to the Comjzan
customers also generated revenue from the salenstimables and maintenance contracts. In addgane of the
Company'’s customers would enhance their ProteinGligiems by adding automation accessories and egdan
software. The Company’s expenses consisted priynaifrinaterials, contracted manufacturing servitsor and
overhead costs to manufacture its ProteinChip Systnd ProteinChip Arrays and to support custoreefices,
marketing and sales activities, research and dpmeat programs, litigation and general and admatise costs
associated with its operations.

Since the Instrument Business Sale, the Companygddisated itself to the discovery, development and
commercialization of novel diagnostic tests thdpphysicians diagnose, treat and improve outcdimegatients.
Vermillion uses the process of utilizing advanceakgin separation methods to identify and resobugawnts of
specific biomarkers (known as “translational probées”) for developing a procedure to measure a gntgor
concentration of an analyte (known as an “assayd)@mmercializing novel diagnostic tests. As alltes the
transition from the Company'’s historical roots gga@teomics research products business to a néagastic tests
business, the Company has substantially reducesizbef its staff. Currently, the Company’s expEneonsist
primarily of research and development costs reltiéts diagnostics efforts and general and adratise costs,
including litigation expenses and accounting anditang expenses.

Through collaborations with leading academic arsgaech institutions, including The Johns Hopkins
University School of Medicine, The University ofXas M.D. Anderson Cancer Center, University Collegedon,
The University of Texas Medical Branch, The Katek& Universiteit Leuven, The Ohio State Univerftgsearch
Foundation and Stanford University, we plan to digveliagnostic tests in the fields of oncology, la¢ohogy,
cardiology and women'’s health. Vermillion will aladdress clinical questions related to early diseas
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detection, treatment response, monitoring of ds@asgression, prognosis and others. These resealtaboration:
have provided Vermillion with the clinical data aimtellectual property portfolio that form the basif Vermillion's
product pipeline. Vermillion is now engaged in puotidevelopment and commercialization of discowenmade
under these collaborations.

In July 2005, Vermillion entered into a stratedi@aace agreement with Quest pursuant to whichpémties
have agreed to develop and commercialize up te ttiisgnostic tests. The term of the agreement endise later c
(i) the three-year anniversary of the agreement(é)nthe date on which Quest commercializes thedtdiagnostic
tests. Thus, Vermillion’s major initiatives are memtly aimed at commercializing these diagnostitsteboth within
the context of its strategic alliance agreement Wtiest as well as markets in which Quest doepanticipate, to
the extent permitted under the strategic alliamgee@ment. In May 2007, Vermillion hired Steve Lun8gnior Vice
President of Sales and Marketing, to lead the comialezation effort of the Company.

We expect to incur losses for at least the next.\@ae to the Instrument Business Sale, the Compalhhave
limited revenues until its diagnostic tests areddieped and successfully commercialized. To becomfitgble, the
Company will need to complete development of keagdbstic tests, obtain FDA approval and succegsfull
commercialize its products. The Company has adidnitistory of operations in developing diagnost&ts, and we
anticipate that the Company’s quarterly resultspdrations will fluctuate for the foreseeable fatdue to several
factors, including market acceptance of currentraas products, the timing and results of the Comjzaresearch
and development efforts, the introduction of neadurcts by the Company’s competitors and possiktienpar
license issues. The Compasyimited operating history as a diagnostics bussmaakes accurate prediction of fu
results of operations difficult.

Critical Accounting Policies and Estimates

The notes to the consolidated financial statememt$ain a summary of the Company’s significant aotimg
policies that are presented in Part Il Item 8, dficial Statements and Supplementary Data”, ofAhisual Report
on Form 10-K. We believe that it is important tavban understanding of certain policies, along withrelated
estimates that we are required to make in recorifiadinancial transactions of the Company, in otdéhave a
complete picture of the Company'’s financial corlitiln addition, in arriving at these estimates,amerequired to
make complex and subjective judgments, many of wiriclude a high degree of uncertainty. The follogvis a
discussion of these critical accounting policied aignificant estimates related to these polidiés.have discussed
each of these accounting policies and the relagtchates with the Audit Committee of Vermillion’©Brd of
Directors.

Investments

The appropriate classification of investments imkatable securities is determined at the time o€lpase, and
is reassessed at each balance sheet date. Auatiiosecurities, which settled in its most recewtian, with auction
dates within one year or less of the previous andfiate that have been identified for funding ofi@na within one
year or less are classified as avail-for-sale short-term investments. Due to the red@&rtuptions in the credit
markets and the uncertainty surrounding the Comipaatylity to the liquidate certain auction rategaties in the
next twelve months if at all, auction rate secastihat have failed to settle at auction subsedqoddecember 31,
2007, have been classified as available-for-saig4erm investments. Other marketable securities milurities o
one year or less from the date of purchase that haen identified for funding operations within grear or less are
classified as available-for-sale short-term invesita. All other marketable securities are clagsifie available-for-
sale long-term investments.

These marketable securities are carried at fairevalith unrealized gains or losses reported in mcdated
other comprehensive loss. Fair value is generaet on quoted market price of the marketable ggcand if the
guoted market price is not available, the fair eakiextrapolated from the quoted market pricesiroflar
marketable securities or by discounting the futash flows taking into consideration the interast probabilities
that reflect the risk associated with that markietalecurity. Typically, the carrying value of auctirate securities
approximates fair value due to the frequent rasgtdf the interest rates. Realized gains and lossesarketable
securities are computed using the specific idexatifon method and are reported in other incomediesg), net. The
amortized cost of marketable debt securities iastdf for the amortization of premiums and accnetib
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discounts to maturity, which is included in intdéreeome. Declines in value judged to be other-tteanporary is
determined based on the specific identificationhoétand are reported in other income (expense), net

Depreciation and Amortization

Property, plant and equipment are stated at cestdecumulated depreciation and amortization. Mechiand
equipment, demonstration equipment, computer eceipncomputer software, development systems used fo
collaborations, and furniture and fixtures are éefated using the straight-line method over theneged useful life
of the asset. Leasehold improvements are amortigiedj the straight-line method over the shortehefestimated
useful lives of the improvement or the originahtenf the underlying lease. Repair and maintenanstsare
expensed as incurred. Property, plant and equipraérgd or otherwise disposed of and the relatedimulated
depreciation are removed from the accounts andethdting gain or loss is included in operatingenges. Properi
plant and equipment are depreciated and amortigied the following estimated useful lives:

Estimated

Useful Life
Machinery and equipme 3to 5 year
Demonstration equipme 2 year
Computer equipmet 3 year
Computer softwar 3 year
Development systems used for collaborati 3 year:
Furniture and fixture 5 year:
Leasehold improvemen 2 to 8 year

Property, plant and equipment are reviewed for impent when events or changes in circumstancesatali
the carrying amount of an asset may not be recblert property, plant and equipment are consideocbe
impaired, an impairment loss is recognized.

Stock-Based Compensation

Prior to January 1, 2006, the Company accountedrfgsloyee stock-based compensation using the sitrin
value method in accordance with Accounting Prires@oard (the “APB”) Opinion No. 28ccounting for Stock
Issued to Employes, as allowed by Statement of Financial Accountitan8ard (“SFAS”) No. 123 as amended by
SFAS No. 148Accounting for Stock-Based Compensation — Tramséial Disclosure Under the intrinsic value
method, no stock-based employee compensationcostarded, provided the stock options are granttdan
exercise price equal to or greater than the masddee of the underlying common stock on the datgrant.

Effective January 1, 2006, the Company adopted SNASL23(R) Share-Based Payment/nder
SFAS No. 123(R), the total fair value of the stogitions awards is expensed ratably over the sepécied of the
employees receiving the awards. In adopting SFAS1I48(R), the Company used the modified prospectieéhod
of adoption. Under this adoption method, compeasatxpense recognized subsequent to adoption eslud
(a) compensation costs for all share-based awaeaddeyl prior to but not yet vested as of Janua®006, based on
the grant date fair value estimated in accordaritfetive original provisions of SFAS No. 123 and ¢bmpensation
costs for all share-based awards granted subsetpuéanuary 1, 2006, based on the grant date dhieestimated
in accordance with the provisions of SFAS No. 123(R

In estimating the fair value of each stock opti@raed on their respective grant dates and stockiyased under
the 2000 Employee Stock Purchase Plan (“ESPP”)Ctmpany uses the Black-Scholes pricing model.Blaek-
Scholes pricing model requires the Company to naskeimptions with regard to the options grantedsamck
purchased under ESPP during a reporting period lyameected life, stock price volatility, expecteididend yielc
and risk-free interest rate.

The expected life of options is based on historiledh of Vermillion’s actual experience with theiops it has
granted and represents the period of time thapptiens granted are expected to be outstanding. ddta includes
employees’ expected exercise and post-vesting e/maot termination behaviors. The expected stoatepri
volatility is estimated using the historical voleyi of Vermillion’s common stock for the year erdi®ecember 31,
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2007. The historical volatility covers a periodttbarresponds to the expected life of the opti®iws.the year ended
December 31, 2006, the Company used a combinatibistorical and peer group volatility for a blemideolatility

in deriving its expected volatility assumption dswed under SFAS No. 123(R) and the SEC’s Staffdmting
Bulletin (“SAB”) No. 107. At that point in time, thCompany made an assessment that blended vgletifitore
representative of future stock price trends thah ysing historical or peer group volatility. Thepected dividend
yield is based on the estimated annual dividenats\termillion expects to pay over the expecteddiféhe options
as a percentage of the market value of Vermilli@m@simon stock as of the grant date. The risk-inéerést rate for
the expected life of the options granted is basethe United States Treasury yield curve in eféexof the grant
date.

The expected life of shares purchased under ES§iR fisonths, which corresponds to the offering qekrirhe
expected stock price volatility is estimated usingjx month historical volatility of Vermillion’sammon stock,
which corresponds to the offering period. The expedividend yield is based on the estimated andivadends
that Vermillion expects to pay over the expectésldif shares purchased under ESPP as a percefiitdngernarket
value of Vermillion’s common stock as of the grdate. The risk-free interest rate for the expetifedf the shares
purchased under ESPP is based on the United Stagasury yield curve in effect as of the beginnifghe offering
period.

The average assumptions used to calculate thedhie of options granted and shares purchasabler E®PP
that were incorporated in the Black-Scholes prigimadel for the years ended December 31, 2007 ad@, 2¢ere as
follows:

Employee Stock

2000 Stock Plar Purchase Plan

2007 2006 2007 2006
Dividend yield —% —% —% —%
Volatility 81.46% 86.2% 83.3(% 84.55%
Risk-free interest rat 481% 4.8(% 4.7¢% 4.9¢%
Expected lives (year: 5.2C 6.07 0.5C 0.5C

Contingencies

The Company has been, and may in the future becsutbgct to legal proceedings related to intellalctu
property licensing matters. Based on the infornma¢igailable at the balance sheet dates and throwggultation
with the Company’s legal counsel, we assess tledillikod of any adverse judgments or outcomes fsamatters,
as well as potential ranges of probable loss.d$ds are probable and reasonably estimable, aees#irbe
recorded in accordance with Statement of Finaaabunting Standards No. Becounting for Contingencies
Currently, no such reserves have been recordedréserves recorded in the future may change doewo
developments in each matter.

Income Taxes

On January 1, 2007, the Company adopted Financiebénting Standards Board (the “FASB”) Interprefati
No. (“FIN") 48, Accounting for Uncertainty in Income Taxes — aelptetation of FASB Statement No. 1@ghict
clarifies the accounting for income tax uncertastihat have been recognized in an enterprisedadial statements
in accordance with SFAS No. 108counting for Income Taxe The results of the Internal Revenue Code 382
study conducted during the year ended Decembe2@), led to a reduction of the Company’s grossopetating
loss deferred tax asset. As of December 31, 20@7/Company has not recorded any liability relateBIN 48.
Since the Company has incurred net losses sineption and all deferred tax assets have beenredlgrved,
FIN 48 had no impact to the Company’s effectiverte or retained earnings. Additionally, the Comphas not
recorded any interest or penalties related to FBN 4

The provision for income taxes is based on incoaperted for financial statement purposes and diffierm
the amount of taxes currently payable, becausainartcome and expense items are reported for ¢éinhstatement
purposes in different periods than those for tgoreéng purposes.
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The Company accounts for income taxes using thditiamethod. Under this method, deferred tax tsaad
liabilities are determined based on the differelne®veen the financial statement and the tax bdsassets and
liabilities using enacted tax rates in effect foe year in which the differences are expectedfecafaxable income.
A valuation allowance is established when necessaryduce deferred tax assets to the amounts &edgecbe
realized. Interest and penalties related to inctares are recorded to interest and other expenée abnsolidated
statement of operations.

As part of the computation of the income tax primns estimates and assumptions must be made regdid
deductibility of certain expenses and the treatnoéiteix contingencies. There is a possibility tigise estimates a
assumption may be disallowed as part of an audihéyarious taxing authorities that the Comparsguigject to.
Any differences between items taken as deductiotiss Company’s tax provision computations andetedbwed
by the taxing authorities could result in additibim@ome tax expense in future periods.

Recent Accounting Pronouncements
Accounting for Business Combinations

In December 2007, the FASB issued SFAS No. 141R3jness Combinationavhich replaces SFAS No. 1«
Business CombinationSFAS No. 141(R) retains the fundamental requiremtrat the acquisition method of
accounting, which was called the purchase methdéu8FAS No. 141, be used for all business comibimsiand
for an acquirer to be identified for each businessbination. SFAS No. 141(R) requires an acquoenéasure the
assets acquired, the liabilities assumed and angamtrolling interest in the acquiree at their fatues at the
acquisition date, with limited exceptions. Thislezs the cost-allocation process under SFAS Nb, WHich
required the cost of an acquisition to be allocatetthe individual assets acquired and liabilisssumed based on
their estimated fair values. SFAS No. 141(R) aesuires the acquirer in a business combinatioregeliin stages,
which is sometimes referred to as a step acquisitirecognize the identifiable assets and liabdj as well as the
noncontrolling interest in the acquiree, at thé dmhounts of their fair values or other amount&datned in
accordance with SFAS No. 141(R). SFAS No. 141(R)iap prospectively to business combinations foicvithe
acquisition date is on or after the beginning &f finst annual reporting period beginning on oeafdecember 15,
2008. An entity may not apply it before that ddtke Company is currently evaluating the impact frahopting
SFAS No. 141(R) will have on its consolidated fio@h statements.

Accounting for Nonrefundable Advance Payments fon@ds or Services to be Used in Future Research and
Development Activities

In June 2007, the Emerging Issues Task Force BREF") reached a consensus on EITF Issue
No. 0%-3, Accounting for Nonrefundable Advance Payments faodS or Services to be Used in Future Research
and Development ActivitieEITF Issue No. 07-3 requires companies to defdraapitalize prepaid, nonrefundable
research and development payments to third pantiesthe period that the research and developnutinitees are
performed or the services are provided, subjeantassessment of recoverability. EITF Issue Na3 @ effective
for new contracts entered into in fiscal years beiig after December 15, 2007, including interimiqus within
those fiscal years. The Company’s adoption of BEdtie No. 07-3 is not expected to have a mateniphct on its
consolidated financial statements.

Fair Value Option for Financial Assets and Financld.iabilities

In February 2007, the FASB issued SFAS No. T8®& Fair Value Option for Financial Assets and Fical
Liabilities — Including an Amendment of FASB Statement No. $FAS No. 159 provides entities with an option
to report selected financial assets and liabiliefair value. Unrealized gains and losses onsteanwhich the fair
value option has been elected are reported inrggsnEFAS No. 159 is effective for fiscal yearsibeig after
November 15, 2007. The Compi's adoption of SFAS No. 159 is not expected to heweaterial impact on its
consolidated financial statements.
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Fair Value Measurement:

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS No. 157 defines fair
value, establishes a framework for measuring faiwe and expands disclosures about fair value memsnts.
SFAS No. 157 clarifies the principle that fair valshould be based on the assumptions market partisi would
use when pricing an asset or liability and esthbksa fair value hierarchy that prioritizes th@infation used to
develop those assumptions. Under the standardydhie measurements would be separately disclogési/bl
within the fair value hierarchy. The provisionsSFAS No. 157 are effective for fiscal years begigrafter
November 15, 2007, and interim periods within thiiseal years, with early adoption permitted. Thar@any's
adoption of SFAS No. 157 is not expected to har@terial impact on its consolidated financial steets.

Results of Operations
Year Ended December 31, 2007, Compared to Year Hridecember 31, 2006

The selected summary financial and operating deatiaeoCompany for the years ended December 31, 2667
2006, were as follows (dollars in thousands):

Year Ended
December 31, Increase (Decrease
2007 2006 Amount %

Revenue

Products $ — $11,29: $(11,297) (100.00)

Services 44 6,92: (6,879  (99.36)

Total revenue 44 18,21¢  (18,17)  (99.7¢)
Cost of revenue

Products — 5,81¢ (5,819 (100.00

Services 28 3,52( (3,492)  (99.20)

Total cost of revenu 28 9,33¢ (9,310  (99.70)

Gross profi 16 8,871 (8,867) (99.82)
Operating expense

Research and developmt 8,21z 11,47 (3,267) (28.47)

Sales and marketir 2,17¢ 12,56¢ (10,399 (82.69)

General and administrati\ 10,85¢ 10,66 197 1.8t

Total operating expens 21,24¢ 34,70 (13,457 (38.79
Gain on sale of Instrument Busine 1,61C 6,92¢ (5,319 (76.76€)
Loss from operation (19,620 (18,899 723 3.8¢
Interest incom 734 843 (209) (12.99
Interest expens (2,309 (2,259 48 2.1:
Loss on extinguishment of de — (1,48)) (1,487 (100.00
Other income (expense), r 69 (125) (194 (155.20
Loss before income taxi (21,119 (21,919 (795) (3.69)
Income tax expens (163) (152) 11 7.24
Net loss $(21,287) $(22,066) $ (789 (3.55)

Products RevenueThere was no products revenue for the year ebeéegdmber 31, 2007, compared to
$11,292,000 for the same period in 2006. The deeraes the result of the Instrument Business Sale.

Services RevenueServices revenue decreased to $44,000 for threeyeled December 31, 2007, from
$6,923,000 for the same period in 2006. Servicesmee for the year ended December 31, 2007, wasdrgoing
support services provided to a customer. This dserevas the result of the Instrument Business Sale.

Cost of Products Revenu€lhere was no cost of products revenue for the geded December 31, 2007,
compared to $5,818,000 for the same period in 200 decrease was the result of the InstrumeninBas Sale.
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Cost of Services Revenu€ost of services revenue decreased to $28,0G0dorear ended December 31,
2007, from $3,520,000 for the same period in 2@t of services revenue for the year ended DeceBihe@007,
was from ongoing support services provided to @ocnsr. This decrease was the result of the InstnifBasiness
Sale.

Research and Development Expens&esearch and development expenses decreasec?byt $®0, or 28.49
to $8,213,000 for the year ended December 31, Z00m, $11,474,000 for the same period in 2006. Teisrease
primarily due to the Company’s transition fromhistorical roots as a proteomics research productgess to a
novel diagnostics test business following the lnsnt Business Sale. Employee headcount decreasedrteen a
December 31, 2007, from nineteen just prior tolttrument Business Sale, and, correspondinglgyisal payroll
taxes, employee benefits and stock-based compensidcreased by $2,239,000; materials and supmegin the
development of new products decreased by $190é¥filpment related expenses decreased by $418,000;
occupancy costs decreased by $245,000; and otkeatoqg costs decreased by $352,000. These desnease
offset by the increased collaboration cost spendfr$286,000. Stock-based compensation expenseded|in
research and development expenses was $167,00BamA@00 for the years ended December 31, 200206,
respectively.

Sales and Marketing ExpenseSales and marketing expenses decreased by $1@)898r 82.7%, to
$2,175,000 for the year ended December 31, 200 $#12,568,000 for the same period in 2006. Theedase was
largely due to the Instrument Business Sale. Cpomdingly, employee headcount decreased to five at
December 31, 2007, from forfire just prior to the Instrument Business Saleiclvhresulted in a decline in salari
payroll taxes, employee benefits and stock-basetpeasation of $6,329,000. This also resulted inecgdns in
travel by $1,280,000; internal consumption of Pra@ip Arrays and other consumables for customer
demonstrations and support by $896,000; outsidécesr by $434,000; sales and marketing costs 00 $4®; and
equipment related expenses by $1,344,000. Theseadss were offset by increased other operatingneses of
$550,000. Stock-based compensation expense incladedes and marketing expenses was $88,000 &R
for the years ended December 31, 2007 and 20Qtecteely.

General and Administrative Expense&eneral and administrative expenses increasgiit@®@58,000 for the
year ended December 31, 2007, from $10,661,00thésame period in 2006, an increase of $197,000986. The
increase was primarily due to the settlement otHhalth Discovery Corporation lawsuit of $600,00®reased
professional services of $294,000 primarily frora @ompany’s name change and printing costs asedaidth the
annual proxy and annual financial report; increadmuestic and international accounting and aués faf $383,00
due to the timing, additional work performed on ghvate management offering and additional workgrened on
the response to comment letters from the SEC. Tineseases were offset by decreases in equipmiaté¢de
expense of $128,000; legal fees of $203,000; aner aperating expenses of $362,000, primarily ftbenreductior
in postage and shipping costs attributable to redactivity resulting from the Instrument Busin&sgde.
Additionally, salaries, payroll taxes, employee dfits and stock-based compensation decreased 58 which
corresponds to the decrease in employee headapaldven at December 31, 2007, from fourteen jist po the
Instrument Business Sale. Stock-based compensatimnse included in general and administrative resg@ewas
$623,000 and $813,000 for the year ended Decenlh@0B7 and 2006, respectively.

Gain on Sale of Instrument Busines&ain on sale of the Instrument Business of $1@®for the year ended
December 31, 2007, resulted from the receipt dd@2000 from Bio-Rad related to the United Stat@®f and
Trademark Office issuance of the reexaminationifazate of the United States Patent No. 6,734,02Datober 23,
2007, offset by a $390,000 post-closing adjustmeliated to the Instrument Business Sale. For the geded
December 31, 2006, the Company recognized a g&#6,829,000 from the Instrument Business Sale.

Interest Income. Interest income was $734,000 for the year endszeBber 31, 2007, compared to $843,000
for the same period in 2006. Interest income dea@arimarily due to the lower interest rates aquaidation of
interest bearing cash and cash equivalents dunmgdar ended December 31, 2007, to fund operations

Interest Expense.Interest expense was $2,302,000 for the yearceDéeember 31, 2007, compared to
$2,254,000 for the same period in 2006. Interegerge in both periods consisted largely of intenedsted to our
convertible senior notes and borrowings from Questrest expense included the amortization obireeficial
conversion feature associated with the 4.50% cditeisenior notes due September 1, 2008, amouttding
$239,000 and $488,000 for the years ended Dece®ih@007 and 2006, respectively.
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Loss on Extinguishment of Debf he loss from extinguishment of debt for the yer@ded December 31, 2006,
represents the expensing of $868,000 of unamorteétl discount and $613,000 of unamortized prepfating
costs related to the exchange of $27,500,000 of #1@%6 convertible senior notes due Septemberds,Zor
$16,500,000 of 7.00% convertible senior notes drid®0,000 in cash.

Other Income/Expense, Nedet other income was $69,000 for the year endeckber 31, 2007, compared
to net other expense of $125,000 for the same ¢h@ri@006. Net other income for the year ended Drésez 31,
2007, included the net realized foreign currenaghexge gain of $109,000 due to the Company'’s rextuat
foreign operations and foreign subsidiary balanaed,increase in foreign currency exchange ratesyas offset
by the offering costs amortization related to thewertible senior notes of $71,000. Net other egpdor the year
ended December 31, 2006, included the net realareijn currency exchange loss of $21,000 and iofjerosts
amortization related to the convertible senior saE$332,000, and was offset by the $160,000 vedein
settlement of a claim against a service provider.

Income Tax Expenselncome taxes for the year ended December 31,,2685 an expense of $163,000
compared to an expense of $152,000 for the saniedper2006. Income tax expense was due to foreigome
taxes.

The Company has incurred net losses since inceptidrconsequently is not subject to corporate irctares
in the United States to the extent of its tax kmsyforwards. At December 31, 2007, the Compartyriet
operating loss carryforwards of $40,332,000 foefatland $43,730,000 for state tax purposes. lfitilited, these
carryforwards will begin to expire in 2009 for fedepurposes and 2008 for state purposes. As oféber 31,
2007, we had $2,609,000 of net operation carryfode/érom our Japan operations. If not utilizeds tbérryforward
will begin to expire in 2012. We also have resean@tlit carryforwards of $109,000 and $4,918,000ianifor
federal and state tax purposes, respectively.tlfitiized, the federal research credit carryfordgawill expire in
various amounts beginning in 2017. The Califoreisearch credit can be carried forward indefinit€lye utilizatior
of net operating loss carryforwards to reduce fiincome taxes will depend on the Company'’s abitityenerate
sufficient taxable income prior to the expiratidrtioe net operating loss carryforwards. In addititne maximum
annual use of the net operating loss carryforwardg be limited in situations where changes occtinén
Company’s stock ownership.

The Company has incurred income tax liabilitiesnaxiily in France and Japan, as well as in mosh@fther
countries outside the United States in which itrafes. The Company has used net operating losg@avards to
reduce its income tax liabilities in Japan andWinited Kingdom. The net loss for the years endedebwer 31,
2007 and 2006, can be carried forward for sevemsyea

Liquidity and Capital Resources

From the Company’s inception through December 80,/2the Company has financed its operations
principally with $229,300,000 from the sales ofgwots and services to customers and $182,776,008t giroceec
from debt and equity financings. This includes preiceeds of $92,435,000 from Vermillion’s initialigic offering
on September 28, 2000; net proceeds of $26,902r600Vermillion’s Series E Preferred Stock finargim March
2000; net proceeds of $14,954,000 from the sa&2®f500 shares of Vermillion common stock and araverto
purchase 220,000 shares of Vermillion common stocRuest on July 22, 2005; net proceeds of $3,@00(@m
the sale of 308,642 shares of Vermillion commottlsto Bio-Rad in connection with the Instrument Biess Sale
on November 13, 2006; and net proceeds of $18,027#@m the sale of 2,451,309 shares of Vermiltommon
stock and warrants for 1,961,047 shares of Vemmiliommon stock to a group of new and existing stors on
August 29, 2007. Additionally, in connection withetstrategic alliance agreement dated July 22,,20@5 Quest,
Vermillion has drawn $10,000,000 from this secunee of credit as of December 31, 2007, solelyuodf certain
development activities related to its strategimalte. The Company also received net proceeds5%H2$&,000 from
the Instrument Business Sale to Bio-Rad on NoveriBe2006, and an additional $2,000,000 withheldlmyRad
related to the United States Patent and TrademtigeGssuance of the reexamination certificatehef United
States Patent No. 6,734,022 on October 23, 2005 Cimpany received net proceeds of $27,011,000 thensale
of its BioSepra business on November 24, 2004 aanadditional $1,021,000, including interest, Heldn interest-
bearing escrow account for one year after the@allecember 1, 2005.
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Cash Flow from Investing Activities Correctior During the year-end close process, the Compaogrbe
aware that it had incorrectly classified $2,500,008hort-term investments as cash and cash eguigabn its
balance sheet as of June 30, 2007, as filed i€tmepany’s Quarterly Report on Form 10Q for the tprér
period ended June 30, 2007. The misclassificatisnlted in understating short-term investmentsaueastating
cash and cash equivalents by $2,500,000 on thedskheet and understating cash used in investingtias anc
changes in cash and cash equivalents by $2,500/0€¢e statement of cash flows for the six montided
June 30, 2007. The classification error had naceffie net loss or net cash used in operating siesvor net cash
provided by financing activities for the period.dBfiterm investments were properly classified anlihlance
sheet in the Company’s filings for subsequent mrid he statement of cash flow for the six monticed
June 30, 2007, will be corrected when the Compdey its Quarterly Report on Form 10Q for the qedyt
period ending June 30, 2008.

Cash and cash equivalents at December 31, 2002046 were $7,617,000 and $17,711,000, respectively
Working capital at December 31, 2007 and 2006, $&534,000 and $12,994,000, respectively. The dserin
working capital for the year ended December 31,72@€s principally due to funds used to financerafieg losses
of $21,282,000, offset by the net proceeds of #1B@O0 from the sale 2,451,309 shares of Vermiliommon
stock and warrants to purchase 1,961,047 sharégsrafillion common stock to a group of investors.

Net cash used in operating activities was $20,Z88f0r the year ended December 31, 2007, primaslg
result of the $21,282,000 net loss reduced by $0W7of noncash expenses that included the gaihemstrument
Business Sale of $1,610,000, and offset by depieniand amortization of $1,181,000, stock-basadmensation
of $878,000 and amortization of convertible semiotes discount of $239,000. Net cash used in dpgrattivities
was also decreased by $307,000 of cash providetidnyges in operating assets and liabilities.

Net cash used in investing activities was $11,882for the year ended December 31, 2007, whichayiiyn
resulted from the net purchases of investmentdablaifor-sale of $12,875,000 and the acquisitibrobotics
machinery and other equipment for laboratory usksamvice of collaboration partner instruments 84,000,
offset by the receipt of $2,000,000 from Bio-Ralhted to the United States Patent and Trademaiké&ifsuance
of the reexamination certificate of the United 8¢aPatent No. 6,734,022 on October 23, 2007.

Additionally, at December 31, 2007, the Compangiestments consisted of $12,777,000 invested ificauc
rate securities, including $3,902,000 classifie@\alable-for-sale long-term investments as altedwcertain
auction rate securities failing to settle at autisubsequent to December 31, 2007. These auat®securities
have a rating of AAA by a major credit rating aggngs of March 24, 2008, the Company’s entire irent
portfolio of $6,500,000 was invested in auctiorersecurities, which failed to settle at auctiomsrfiJanuary 1,
2008, to March 24, 2008, due to the current overallit concerns in the capital markets, and assdied as
available-for-sale long-term investments. The itwest portfolio at March 24, 2008, consists of $2,800 of
auction rate securities classified as availablestde long-term investments at December 31, 208F aa additional
$2,500,000 of auction rate securities purchasethgdanuary and February 2008, which failed tdesaettauctions
during March 2008. These auction rate securitiesige liquidity via an auction process that reskésapplicable
interest rate at predetermined calendar intervaig;h is generally every 28 days. The failure & #uctions impact
the Company’s ability to readily liquidate its aioct rate securities into cash until a future auttib these
investments is successful or the auction rate ggdamefinanced by the issuer into another typdebt instrument.
The Company continues to earn interest on the imas#ts that failed to settle at auction, at the imam
contractual rate. The Company will continue to nmmihe value of its auction rate securities eagorting period
for a possible impairment if a decline in fair valaccurs.

Net cash provided by financing activities was $20,900 for the year ended December 31, 2007, which
primarily resulted from the net proceeds of $18,0Q@ from the sale of 2,451,309 shares of Vermmiltommon
stock and warrants to purchase 1,961,047 sharésrafillion common stock to a group of investors dinel receipt
of $2,917,000 in proceeds from the secured lingredit with Quest.

Net cash used in operating activities was $20,489f0r the year ended December 31, 2006, primaslg
result of the $22,066,000 net loss reduced by $102® of noncash expenses that included the gaiheon
Instrument Business Sale of $6,929,000, and offfg¢he loss on extinguishment of the 4.50% conbkrtenior
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notes of $1,481,000, depreciation and amortizasidbd,082,000, stock-based compensation of $1,6050d
amortization of convertible senior notes discour$488,000. Net cash used in operating activitias also
decreased by $332,000 of cash provided by changgseirating assets and liabilities.

Net cash provided by investing activities was $28,800 for the year ended December 31, 2006, which
primarily resulted from proceeds received from litgrument Business Sale of $15,218,000 and tleeafaln
investment available-for-sale of $2,245,000.

Net cash used in financing activities was $4,168 00 the year ended December 31, 2006, which pifyna
resulted from the principal payment of the 4.50%westible senior notes of $11,000,000, and wasbfiy the net
proceeds of $3,000,000 from the sale of 308,64geshaf VVermillion common stock to Bio-Rad in contiee with
the Instrument Business Sale and the receipt &884000 in proceeds from the secured line of creidit Quest.

The Company has incurred significant net lossesnagghtive cash flows from operations since inceptid
December 31, 2007, the Company had an accumulefetit ef $239,142,000. On November 13, 2006, the
Company completed the Instrument Business SaléatdRBd, and as a result the Company currently coretestits
resources on developing clinical protein biomadkiagnostic products and services, and it does ane la source of
revenue. Management believes that current avaitaisieurces will not be sufficient to fund the Comga
obligations. The Company'’s ability to continue teenits obligations and to achieve its businessatives is
dependent upon, among other things, raising additicapital or generating sufficient revenue inesscof costs. At
such time as the Company requires additional fupdime Company may seek to raise such additiomalifig from
various possible sources, including the public sguarket, private financings, sales of assetdabotative
arrangements and debt. If additional capital isedithrough the issuance of equity securities aurgées
convertible into equity, stockholders will expemerdilution, and such securities may have rightsfgpences or
privileges senior to those of the holders of comrsimtk or convertible senior notes. If the Compabtains
additional funds through arrangements with collabans or strategic partners, the Company may banestjto
relinquish its rights to certain technologies aoghrcts that it might otherwise seek to retain. €hem be no
assurance that the Company will be able to obtah §inancing, or obtain it on acceptable termshéf Company is
unable to obtain financing on acceptable termmay be unable to execute its business plan, thep@oyncould be
required to delay or reduce the scope of its omratand the Company may not be able to pay efttnvertible
senior notes if and when they come due.

The Company’s inability to operate profitably andcbnsistently generate cash flows from operatintbits
reliance on external funding either from loans quity, raise substantial doubt about the Compaalgikty to
continue as a going concern.

Off Balance Sheet Arrangements

As of December 31, 2007, we had no off-balancetsdmegangements that are reasonably likely to hameri@nt
or future material effect on our consolidated ficiahcondition, results of operations, liquiditygpital expenditures
or capital resources.

ltem 7A. Quantitative and Qualitative Disclosures About MagkRisk

Per Item 305(e) of Regulation S-K, information & required.
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders of Vdiam, Inc.:

In our opinion, the consolidated financial statetadisted in the index appearing under Item 15{a){fesent
fairly, in all material respects, the financial fiims of Vermillion, Inc. and its subsidiaries aeBember 31, 2007 a
2006, and the results of their operations and ttash flows for the years then ended, in conformitih accounting
principles generally accepted in the United Stafesmerica. These financial statements are thearesipility of the
Company’s management. Our responsibility is to egpian opinion on these financial statements basedr
audits. We conducted our audits of these statenmeiaiscordance with the standards of the Public
Accounting Oversight Board (United States). Thdsadards require that we plan and perform the dadibtain
reasonable assurance about whether the finanatehsénts are free of material misstatement. Antadidinancial
statements includes examining, on a test basiderge supporting the amounts and disclosures ifirthecial
statements, assessing the accounting principlesarsg significant estimates made by managementeaadating
the overall financial statement presentation. Wiete that our audits provide a reasonable basisdo opinion.

The accompanying financial statements have begraprd assuming that the Company will continue gairag
concern. As discussed in Note 1 to the consolidfi@ticial statements, the Company has sufferagrrieg losses
and negative cash flows from operations and ha aapital deficiency that raise substantial dalaiut its ability
to continue as a going concern. Management'’s praregard to these matters are also described ia NoThe
consolidated financial statements do not includeadjustments that might result from the outcomehisf
uncertainty.

/sl PricewaterhouseCoopers LLP

San Jose, California
March 31, 2008
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Vermillion, Inc. and Subsidiaries

Consolidated Balance Sheets
(Dollars in thousands, except share and par valuex@ounts)

December 31,

2007 2006
ASSETS
Current asset:
Cash and cash equivale $ 7617 $ 17,71
Shor-term investments, at fair vall 8,87¢ —
Accounts receivable, net of allowance for doubéfttounts of $- and $2 at
December 31, 2007 and 2006, respecti 19 29
Prepaid expenses and other current a: 1,06 2,30C
Total current asse 17,57¢ 20,04(
Property, plant and equipment, | 1,93¢ 2,26(
Long-term investments, at fair val 3,90z —
Other asset 63¢ 71€
Total asset $ 24,05: $ 23,01¢
LIABILITIES AND STOCKHOLDERS'’ DEFICIT
Current liabilities:
Accounts payabl $ 297 $ 2,401
Accrued liabilities 3,59¢ 4,64¢
Current portion of convertible senior notes, netlistounts 2,471 —
Total current liabilities 9,041 7,04¢
Long-term debt owed to related pa 10,00( 7,08:
Convertible senior notes, net of disco 16,19¢ 18,42¢
Other liabilities 27¢ 36C
Total liabilities 35,51¢ 32,917
Commitments and contingencies (Note
Stockholder' deficit:
Preferred stock, $0.001 par value, 5,000,000 staarwrized, none issued and
outstanding at December 31, 2007 and Z — —
Common stock, $0.001 par value, 150,000,000 ar@D8()00 shares authorized at
December 31, 2007 and 2006, respectively; 6,380ab873,922,044 shares issued
outstanding at December 31, 2007 and 2006, respéc 6 39
Additional paic-in capital 227,89! 207,99:
Accumulated defici (239,149 (217,86()
Accumulated other comprehensive |i (2217) (72)
Total stockholder deficit (11,467) (9,907
Total liabilities and stockholde’ deficit $ 24,05: $ 23,01¢

See accompanying notes to consolidated financ#tsients.
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Vermillion, Inc. and Subsidiaries

Consolidated Statements of Operations
(Dollars in thousands, except share and per sharer@unts)

Year Ended December 31,

2007 2006

Revenue

Products $ — % 11,29

Services 44 6,928

Total revenue 44 18,21t
Cost of revenue

Products — 5,81¢

Services 28 3,52(

Total cost of revenu 28 9,33¢

Gross profit 16 8,871
Operating expense

Research and developm 8,21: 11,47«

Sales and marketir 2,17¢ 12,56¢

General and administrati\ 10,85¢ 10,66

Total operating expens 21,24¢ 34,70:
Gain on sale of instrument busine 1,61( 6,92¢
Loss from operation (19,620 (18,8979
Interest incomt 734 843
Interest expens (2,302) (2,254
Loss on extinguishment of de — (1,48))
Other income (expense), r 69 (125)
Loss before income taxi (21,119 (21,919
Income tax expens (169) (152)
Net loss $ (21,287 $ (22,066
Loss per shar— basic and dilute $ (44H $  (6.09
Shares used to compute basic and diluted lossopemon shar: 4,765,34.  3,646,47.

See accompanying notes to consolidated financssients.
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Vermillion, Inc. and Subsidiaries

Consolidated Statements of Changes in StockholderEquity (Deficit)

and Comprehensive Loss
(Dollars in thousands, except share and per shareraunts)

Accumulated

Additional Other Total
Common Stock Paid-in  Accumulated Comprehensive Stockholders Comprehensive
Shares  Amount  Capital Deficit Loss Equity (Deficit) Loss
Balance at December 31, 2C 3,599,88! $ 36 $202,48! $ (195,79 $ (204) $ 6,52¢
Net loss — — — (22,06¢) — (22,060 $  (22,06¢)
Foreign currency translation adjustm — — — — 13z 13¢ 13z
Comprehensive los $ (21,939
Common stock shares issued in connec!
with:
Exercise of stock optior 2,48k — 12 — — 12
Employee stock purchase pl 11,02¢ — 131 — — 131
Private offering to BidRad Laboratories
Inc. 308,64: 3 3,60¢ — — 3,611
Value assigned to warrants issued to
Oppenheimer & Co., Inc — — 14C — — 14C
Stock compensation char — — 1,61% — — 1,61%
Balance at December 31, 2C 3,922,04 39 $207,99: $ (217,86() $ (7)) $ (9,907)
Net loss — — — (21,289 — (21,289 % (21,28)
Unrealized loss on available for sale
securities — — — — (98) (98) (98)
Foreign currency translation adjustm — — — — (52 (52 (52
Comprehensive los $  (21.43)
Common stock shares issued in connection
with:
Exercise of stock optior 2,031 — 24 — — 24
Employee stock purchase pl 4,81: — 42 — — 42
Private placement offering, net of
issuance costs and registration f 2,451,30! 25 18,90: — — 18,927
Effect of 1 for 10 reverse stock sf — (58) 58 — — —
Stock compensation char — — 87¢ — — 87¢
Balance at December 31, 2C 6,380,19 $ 6 $227,89! $ (239,149 $ (22)$ (11,469

See accompanying notes to consolidated financ#tsients.
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Vermillion, Inc. and Subsidiaries

Consolidated Statements of Cash Flows
(Dollars in thousands)

Year Ended
December 31,
2007 2006
Cash flows from operating activities:
Net loss $(21,287) $(22,06¢)
Adjustments to reconcile net loss to net cash usegerating activities
Gain on sale of instrument busint (1,610 (6,929
Loss on extinguishment of convertible senior ni — 1,481
Depreciation and amortizatic 1,181 4,08
Stoclk-based compensation expel 87¢ 1,61¢
Amortization of debt discount associated with beiaf conversion feature of convertible
senior note: 23¢ 48¢
Amortization of debt issuance co: 71 332
(Gain) loss on sale and retirement of fixed as (50 35
Provision for (recovery of) bad de 2 66
Loss on writ-down of inventory — 13C
Accrued investment incorr — 5)
Changes in operating assets and liabilit
Decrease in accounts receiva 12 3,201
Decrease (increase) in prepaid expenses and atlrent asset 877 (647)
Decrease in inventorie — 13€
Decrease in other ass: 19 14E
Decrease in accounts payable and accrued liab (507) (2,075
Decrease in deferred rever (18) (1,179
Decrease in other liabilitie (82 (260)
Net cash used in operating activit (20,26¢) (20,439
Cash flows from investing activities:
Sales of investmen 6,30( 2,24
Purchases of investmer (29,17 —
Proceeds from sale of instrument busir 2,00( 15,21¢
Proceeds from sale of property, plant and equipi 55 —
Purchase of property, plant and equipr (864) (589)
Payment for license related to litigation settletr — (34€)
Net cash provided by (used in) investing activi (11,684  16,52¢
Cash flows from financing activities:
Proceeds from private placement offering of commstmck and common stock warrants, net
of issuance costs and registration f 18,921 —
Proceeds from issuance of common stock t-Rad Laboratories, Inc — 3,00
Proceeds from exercises of stock opti 24 12
Proceeds from purchase of common stock by emplsiged purchase ple 42 13C
Proceeds from secured line of credit with Quesgbastics Incorporate 2,915 4,58¢
Principal payments on capital lease obligati — (37
Principal payments on equipment financing I — (377)
Debt discount and issuance costs on convertibleiseates — (479
Principal payment on convertible senior nc — (11,000
Net cash provided by (used in) financing activi 21,91( (4,16¢)
Effect of exchange rate changes on cash and casvadnts (52 52
Net increase (decrease) in cash and cash equis (20,099 (8,027)
Cash and cash equivalents, beginning of pe 17,71 25,73¢
Cash and cash equivalents, end of pe $ 761 $17,71]

See accompanying notes to consolidated financsients
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Vermillion, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

1. Basis of Presentation and Summary of Significant Amunting and Reporting Policies
Organization

Vermillion, Inc. (“Vermillion”; Vermillion and itswholly-owned subsidiaries are collectively refertedas the
“Company”), formerly Ciphergen Biosystems, Inc.irisorporated in the state of Delaware, and is gedan the
business of discovering, developing and commeringidiagnostics tests in the fields of oncologgmiatology,
cardiology and women'’s health.

Prior to the November 13, 2006, sale of assetdiahtities of the Company'’s protein research tcarisl
collaborative services business (the “InstrumergiBess Sale”) to Bio-Rad Laboratories, Inc. (“BiaeR), the
Company developed, manufactured and sold Proten&Yystems for life sciences research. This patented
technology is recognized as Surface Enhanced IResorption/lonization (“SELDI”). The systems congié
ProteinChip Readers, ProteinChip Software andedlatcessories, which were used in conjunction with
consumable ProteinChip Arrays. These products sl primarily to biologists at pharmaceutical and
biotechnology companies, and academic and governresearch laboratories. The Company also providselarcl
services through its Biomarker Discovery Centepfaltories, and offered consulting services, cust@upport
services and training classes to its customersaltaborators.

The accompanying consolidated financial statemefntise Company were prepared on a going concetlis,bas
which contemplates the realization of assets aadatisfaction of liabilities in the normal courdebusiness. The
Company has incurred significant net losses andthaegcash flows from operations since inception. A
December 31, 2007, the Company had an accumulefetit ef $239,142,000. On November 13, 2006, the
Company completed the Instrument Business SaléatdRBd, and as a result the Company currently coretestits
resources on developing clinical protein biomadiagnostic products and services, and it does ane la source of
revenue. Management believes that current avaitaisigurces will not be sufficient to fund the Comga
obligations. The Company'’s ability to continue teenits obligations and to achieve its businessatives is
dependent upon, among other things, raising additicapital or generating sufficient revenue inesscof costs. At
such time as the Company requires additional fupdime Company may seek to raise such additiomalifig from
various possible sources, including the public sguarket, private financings, sales of assetdabotative
arrangements and debt. If additional capital isedithrough the issuance of equity securities aurgées
convertible into equity, stockholders will expemerdilution, and such securities may have rightsfgpences or
privileges senior to those of the holders of comrsimtk or convertible senior notes. If the Compabtains
additional funds through arrangements with collabans or strategic partners, the Company may banestjto
relinquish its rights to certain technologies avghrcts that it might otherwise seek to retain. €hmm be no
assurance that the Company will be able to obiah §inancing, or obtain it on acceptable termshéf Company is
unable to obtain financing on acceptable termmay be unable to execute its business plan, thep@oyncould be
required to delay or reduce the scope of its omratand it may not be able to pay off the conlikrtsenior notes
and when they come due.

The Company’s inability to operate profitably andcbnsistently generate cash flows from operatiorsits
reliance on external funding either from loans quity, raise substantial doubt about the Compaalgikty to
continue as a going concern.

Principals of Consolidation
The consolidated financial statements include twants of the Company and its wholly owned subsiels.
All intercompany transactions have been elimin@tezbnsolidation.
Basis of Presentation

At the February 14, 2008, Special Meeting of Statttars, the stockholders of Vermillion approved the
proposal to authorize the Board of Directors irditcretion, without further authorization of Vetliain's
stockholders, to amend Vermillion’s Certificateloforporation to effect a reverse split of Vernaillis common
stock by a ratio of between 1 for 6 to 1 for 10. Eabruary 15, 2008, Vermillion’s Board of Direct@sproved a
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1 for 10 reverse stock split (the “Reverse Stockt’Jpf Vermillion’s common stock effective at thdose of
business on Monday, March 3, 2008. Accordinglyjdard diluted loss per share on the consolidatement of
operations for the year ended December 31, 2002@08, was adjusted to reflect the impact of thedree Stock
Split. The number of issued and outstanding shafr&®rmillion’s common stock on the consolidated balance s
at December 31, 2007 and 2006, consolidated statashehanges in stockholders’ equity (deficit) and
comprehensive loss at and for the years ended Omre®d, 2007 and 2006, was also adjusted to taGeaatount
the Reverse Stock Split. Additionally, all sharel ger share amounts were adjusted to take intauattie Reverse
Stock Split in the accompanying notes to the cadated financial statements.

Use of Estimates

The preparation of consolidated financial states@nfaiccordance with accounting principles gengrall
accepted in the United States of America (“GAARuires management to make estimates and assumfitain
affect the amounts reported in the consolidateginfiial statements and accompanying notes. Actealtsecould
differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash andytighbld investments with maturities of three mantr less
from the date of purchase, which are readily catitMerinto known amounts of cash and are so netrdio maturity
that they present an insignificant risk of chanigeglue because of interest rate changes. Highlyd investments
that are considered cash equivalents include moraeiet funds, certificates of deposits, treasulig bind
commercial paper. The carrying value of cash edenta approximates fair value due to the short-teraturity of
these securities.

Investments

The appropriate classification of investments imkatable securities is determined at the time o€lpase, and
is reassessed at each balance sheet date. Auatiogecurities, which settled in its most receitian, with auction
dates within one year or less of the previous andfiate that have been identified for funding ofi@na within one
year or less are classified as avail-for-sale short-term investments. Due to the red@&rtuptions in the credit
markets and the uncertainty surrounding the Compaatylity to the liquidate certain auction rategsties in the
next twelve months if at all auction rate secusitieat have failed to settle at auction subsequwebecember 31,
2007, have been classified as available-for-saig4erm investments. Other marketable securities milurities o
one year or less from the date of purchase and lhee identified for funding operations within gresar or less are
classified as available-for-sale short-term investta. All other marketable securities are clastiéie available-for-
sale long-term investments.

These marketable securities are carried at fairevalith unrealized gains or losses reported in actated
other comprehensive loss. Fair value is generalsetl on quoted market price of the marketable #ggcand if the
guoted market price is not available, the fair eakiextrapolated from the quoted market pricesiraflar
marketable securities or by discounting the futtagh flows taking into consideration the interes probabilities
that reflect the risk associated with that markietalecurity. Typically, the carrying value of aactirate securities
approximates fair value due to the frequent rasgibf the interest rates. Realized gains and lozsesarketable
securities are computed using the specific idewatifon method and are reported in other incomediesg), net. The
amortized cost of marketable debt securities issidfl for the amortization of premiums and accretibdiscounts
to maturity, which is included in interest inconieclines in value judged to be other-than-tempoismdetermined
based on the specific identification method andreperted in other income (expense), net.

Concentration of Credit Risk

Financial instruments that potentially subject@@mmpany to a concentration of credit risk consistash and
cash equivalents, investments in marketable sézsidhd accounts receivable. The Company maintlansajority
of its cash and cash equivalents in recognizeahéiih institutions in the United States. The Compalso
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maintains cash deposits with banks in Western Eyr6pnada, China and Japan. The Company has revienqed
any losses associated with its deposits of casltasidl equivalents. The Company’s investment in etalite
securities consists of auction rate securities,aapdnanaged by recognized financial institutidie Company
does not invest in derivative instruments or engadedging activities.

The Company’s accounts receivable are derived Bales made to customers located in North Ameriba. T
Company performs ongoing credit evaluations ofitstomers’ financial condition and generally doesrequire
collateral. The Company maintains an allowancelfarbtful accounts based upon the expected colldityatf
accounts receivable. The Company’s accounts reuieie December 31, 2007, and revenues for thegreded at
December 31, 2007, is from one customer. No custammounted for more than 10.0% of revenue foryteer
ended December 31, 2006.

Inventory

Inventory is stated at the lower of standard omhkich approximates cost on a first-in, first-ousisaor market
value. Cost includes direct materials, direct lalsontracted manufacturing services and manufamgloverhead.
Reserves for potentially excess and obsolete ioverire recorded based on management’s analysiseritory
levels, planned changes in product offerings, dalexasts and other factors.

Property, Plant and Equipment

Property, plant and equipment are stated at cestdecumulated depreciation and amortization. Mechiand
equipment, demonstration equipment, computer eceipncomputer software, development systems used fo
collaborations, and furniture and fixtures are éefated using the straight-line method over theneged useful life
of the asset. Leasehold improvements are amortigied) the straight-line method over the shortehefestimated
useful lives of the improvement or the originahtenf the underlying lease. Repair and maintenanstsare
expensed as incurred. Property, plant and equipraérgd or otherwise disposed of and the relatedimulated
depreciation are removed from the accounts andethdting gain or loss is included in operatingenges. Properi
plant and equipment are depreciated and amortigied the following estimated useful lives:

Estimated

_Useful Life
Machinery and equipme 3 to 5 year:
Demonstration equipme 2 year:
Computer equipmet 3 year:
Computer softwar 3 year:
Development systems used for collaborati 3 year:
Furniture and fixture 5 year:
Leasehold improvemen 2 to 8 year:

Property, plant and equipment are reviewed for impent when events or changes in circumstancesatsli
the carrying amount of an asset may not be recblerH property, plant and equipment are consideocbe
impaired, an impairment loss is recognized.

Goodwill and Other Intangible Assets

Goodwill represents the purchase price amount gaéd the fair value of the net assets of an acquitesiness.
Goodwill is tested annually for impairment or mémequently if conditions arise that might indicéte carrying
amount of goodwill may be impaired. Impairment obdwill is determined by comparing the estimatadvialue tc
the net book value of the reporting unit. The eated fair value of the reporting unit is calculatsihg the
discounted future cash flow method. If the net beakie of a reporting unit exceeds its estimatédvidue, the
amount of the impairment loss is measured by coim@aine reporting unit’s implied goodwill estimatédr value
to its carrying amount of that goodwill. To the ext that the carrying amount of a reporting urgo®dwill exceeds
its implied fair value, a goodwill impairment lossrecognized.
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Other intangible assets represented a technologgde acquired in connection with the settlemelfitigation
in 2003, which is stated at cost and was being rearon a straight-line basis over its estimateeful life of
17 years. Other intangible assets were revieweifrfpairment whenever events or changes in circumss
indicate that the carrying amount of an asset ntalpnger be recoverable.

Revenue Recognition

Prior to the Instrument Business Sale, revenue fsopduct sales, including systems, accessories and
consumables was recognized upon product shipmentided no significant obligations remain and catlen of the
receivables was reasonably assured. Revenue frigpirstn and handling was generally recognized upoalgct
shipment, based on the amount billed to custonoershipping and handling. The related cost of shigjand
handling was included in cost of revenue upon pcodhipment.

Revenue from sales of separately priced softwaydymts was recognized when realized or realizafde a
earned after meeting the following criteria:

« persuasive evidence of an agreement exi:

« the price was fixed or determinab

« the product was delivere

 no significant obligations remained; a

« collection of the receivable was deemed probz

The Company generally included a standard 12-mwatinanty on its instruments and accessories irfiaime of
a maintenance contract upon initial sale. The Cayadso sold separately priced maintenance (extenderanty)
contracts, which were generally for 12 or 24 montip®n expiration of the initial maintenance coctr&overage
under both the standard and extended maintenamteacts was identical. Revenue for both the stahdad
extended maintenance contracts was deferred angnized ratably over the maintenance contract tRatated
costs were expensed as incurred. Factors thatedféte Compang warranty costs included the number of inst:
units, historical and anticipated rates of warraniyms, and cost per claim.

For revenue arrangements with multiple elementsatedelivered at different points in time (forexple,
where Vermillion delivered the hardware and sofeMamnt was also obligated to provide services, reastce
and/or training), the Company evaluated whethedtiwered elements had standalone value to themes,
whether the fair value of the undelivered elemerds reliably determinable, and whether the delivarthe
remaining elements was probable and within the Gomis control. When all these conditions were rtie,
Company recognized revenue on the delivered elemBretny one of these conditions were not metGbmpany
deferred the recognition of revenue until all theseditions were met or all elements had been eedil. Fair value
for ongoing maintenance were based upon separa®&aenewals to other customers. Fair valuesdovices,
such as training or consulting, were based upoaragpsales by the Company of those services & otlstomers.

Research and Development Costs

Research and development costs are expensed asdthdrResearch and development costs consist piyroér
payroll and related costs, materials and suppbesl in the development of new products, and feiektpahird
parties that conduct certain research and developawtivities on behalf of the Company. Softwareedepment
costs incurred in the research and developmentwfproducts are expensed as incurred until techieab
feasibility is established. To date, products apgrades have generally reached technological féigsénd have
been released for sale at substantially the samee ti
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Stock-Based Compensation

Effective January 1, 2006, the Company adoptedSiant of Financial Accounting Standards (“SFAS”)
No. 123(R),Share-Based PaymentUnder SFAS No. 123(R), the total fair value of Htock options awards is
expensed ratably over the service period of thel@yeps receiving the awards. In adopting SFAS N&(R), the
Company used the modified prospective method optoio. Under this adoption method, compensatioreasp
recognized subsequent to adoption includes: (apeosation costs for all share-based awards gramimdto but
not yet vested as of January 1, 2006, based ogrémt date fair value estimated in accordance thighoriginal
provisions of SFAS No. 123\ccounting for Stock-Based Compensatiand (b) compensation costs for all share-
based awards granted subsequent to January 1,268 on the grant date fair value estimateddardance with
the provisions of SFAS No. 123(R).

Prior to January 1, 2006, the Company accountedrfgsloyee stock-based compensation using the sitrin
value method in accordance with Accounting Prires@Board (the “APB”) Opinion No. 2Bccounting for Stock
Issued to Employey, as allowed by SFAS No. 128¢ccounting for Stock-Based Compensatias amended by
SFAS No. 148Accounting for Stock-Based Compensation — Tramsé#ial Disclosure Under the intrinsic value
method, no stock-based employee compensationcostarded, provided the stock options are granttdan
exercise price equal to or greater than the maklee of the underlying common stock on the datgraht.
Unearned compensation expense was based on theeditg, if any, on the date of the grant betweeriain value
of the Company’s stock and the exercise price. brehcompensation was amortized and expensed asing
accelerated method. The Company accounted for sdeakd to non-employees using the fair value nekttio
accounting as prescribed under Emerging IssuesHagle (“EITF”) Issue No. 96-1&ccounting for Equity
Instruments that are Issued to Other than EmployeeAcquiring, or in Conjunction with Selling Go®dr
Services As of December 31, 2007, the Company had thmzkdiased employee compensation plans (see
description of the three stock-based compensatamspn Note 15, “Employee Benefit Plans”).

Income Taxes

The Company accounts for income taxes using thditiamethod. Under this method, deferred tax tssed
liabilities are determined based on the differelnesveen the financial statement and the tax bafsessets and
liabilities using the current tax laws and ratesza@duation allowance is established when necedsamgduce
deferred tax assets to the amounts expected tealiead. Interest and penalties related to incares are recorded
to interest and other expense of the consoliddtadraent of operations.

On January 1, 2007, the Company adopted FASB Irgtrgion No. (“FIN”) 48,Accounting for Uncertainty in
Income Taxe— an Interpretation of FASB Statement No. 108ich clarifies the accounting for income tax
uncertainties that have been recognized in anmigers financial statements in accordance withedtant of
Financial Accounting Standards (“SFAS”) No. 18@counting for Income Taxe The results of the Internal
Revenue Code 382 study conducted during the yelrdeDecember 31, 2007, led to a reduction of thag2my’'s
gross net operating loss deferred tax asset. Aeoémber 31, 2007, the Company has not recordetizdiljty
related to FIN 48. Since the Company has incuretdasses since inception and all deferred taxtabsae been
fully reserved, FIN 48 had no impact to the Compsmeffective tax rate or retained earnings. Additithy, the
Company has not recorded any interest or penatlated to FIN 48.

Foreign Currency Translation

The functional currency of Ciphergen Biosystems iKlthe Japanese yen. Accordingly, all balance sheet
accounts of this operation are translated intoédh@tates dollars using the current exchangematffect at the
balance sheet date. The revenues and expenseshar@en Biosystems KK are translated using theageer
exchange rates in effect during the period, andjties and losses from foreign currency translagi@nrecorded in
accumulated other comprehensive loss.
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The functional currency of all other foreign opéas is the United States dollar. Accordingly,ratinetary
assets and liabilities of these foreign operatimestranslated into United States dollars at caiperiod-end
exchange rates and non-monetary assets and relatednts of expense are translated using histoated of
exchange. Income and expense elements are trahsddtinited States dollars using average exchaaigs in effec
during the period. Gains and losses from the foreigrrency transactions of these subsidiariesearerded as other
income (expense), net and were not material foyé&aes ended December 31, 2007 and 2006.

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss consists kalized losses from available-for-sale securdied
foreign currency translation.

Loss Per Share

Basic loss per share is computed by dividing thdass by the weighted average number of commarksto
shares outstanding during the period. Diluted fmsshare is computed by dividing the net losshieywteighted
average number of common stock shares adjustaldatilutive effect of common stock equivalent gsar
outstanding during the period. Common stock eqeival consist of convertible senior notes (using'dsaf
converted” method), stock options, stock warrants @mmon stock issuable under the 2000 Employaek St
Purchase Plan (using the “treasury stock” meth@djnmon equivalent shares are excluded from the atatipn in
periods in which they have an anti-dilutive effeatearnings per share.

Fair Value of Financial Instruments

Financial instruments include cash and cash eqits| marketable securities, accounts receivadtesunts
payable, accrued liabilities, convertible seniotescand the amount owed on a secured line of onédlitQuest
Diagnostics Incorporated (“Quest”). The estimat&d ¥alue of financial instruments has been deteehiusing
available market information or other appropriaaduation methodologies. However, considerable jueigins
required in interpreting market data to develojnestes of fair value; therefore, the estimatesnatenecessarily
indicative of the amounts that could be realizedould be paid in a current market exchange. Threrebf using
different market assumptions and/or estimation oedlogies may be material to the estimated fame@mounts.
The carrying amounts of cash and cash equivalaot®unts receivable, accounts payable and acdalslities are
at cost, which approximates fair value due to th@tsmaturity of those instruments. The carryinfyeaof
marketable securities is at fair value, which inggally based on quoted market price of the mabtetsecurity, an
if the quoted market price is not available, thealue is extrapolated from the quoted marketgsiof similar
marketable securities or by discounting the futash flows taking into consideration the interast probabilities
that reflect the risk associated with that markietalecurity. The carrying value of auction rateusities
approximates fair value due to the frequent resgif the interest rates. The estimated fair vafuiae convertible
senior notes is based on quoted market pricescaimging value of the amount owed on a secureddfredit witt
Quest approximates fair value, which is based soadinting the future cash flows using applicableags to
approximate current interest rates available taQbmpany.

Segment Reporting

As a result of the Instrument Business Sale, managéehas determined that the Company operates one
reportable segment, novel diagnostic tests. Poitiné Instrument Business Sale, the Company ogkoaie
reportable segment, which was the protein resgan@tiucts and collaborative services business.
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2. Recent Accounting Pronouncement
Accounting for Business Combinations

In December 2007, the FASB issued SFAS No. 141R3jness Combinationavhich replaces SFAS No. 1«
Business CombinationSFAS No. 141(R) retains the fundamental requiremtrat the acquisition method of
accounting, which was called the purchase methde@u8FAS No. 141, be used for all business comibinsiand
for an acquirer to be identified for each businemmbination. SFAS No. 141(R) requires an acquenéasure the
assets acquired, the liabilities assumed and angamtrolling interest in the acquiree at their fatues at the
acquisition date, with limited exceptions. Thisleges the cost-allocation process under SFAS Nb, dHich
required the cost of an acquisition to be allocatetthe individual assets acquired and liabilisssumed based on
their estimated fair values. SFAS No. 141(R) aesuires the acquirer in a business combinatioregeliin stages,
which is sometimes referred to as a step acquisitirecognize the identifiable assets and liabdj as well as the
noncontrolling interest in the acquiree, at thé dmhounts of their fair values or other amount&datned in
accordance with SFAS No. 141(R). SFAS No. 141(Riap prospectively to business combinations foictvithe
acquisition date is on or after the beginning ef finst annual reporting period beginning on oeafdecember 15,
2008. An entity may not apply it before that datke Company is currently evaluating the impact &uaipting
SFAS No. 141(R) will have on its consolidated fio@h statements.

Accounting for Nonrefundable Advance Payments fopn@ds or Services to be Used in Future Research and
Development Activities

In June 2007, the Emerging Issues Task Force BREF") reached a consensus on EITF Issue
No. 073, Accounting for Nonrefundable Advance Payments foodS or Services to be Used in Future Research
and Development ActivitieEITF Issue No. 07-3 requires companies to defdrcapitalize prepaid, nonrefundable
research and development payments to third partiesthe period that the research and developnutinitees are
performed or the services are provided, subjeahtassessment of recoverability. EITF Issue Na3 @¥effective
for new contracts entered into in fiscal years beigig after December 15, 2007, including interimigs within
those fiscal years. The Company’s adoption of BE&tie No. 07-3 is not expected to have a mateniphct on its
consolidated financial statements.

Fair Value Option for Financial Assets and Financld.iabilities

In February 2007, the FASB issued SFAS No. T8®& Fair VValue Option for Financial Assets and Fioal
Liabilities — Including an Amendment of FASB Statement No. $FAS No. 159 provides entities with an option
to report selected financial assets and liabiligetair value. Unrealized gains and losses onsteanwhich the fair
value option has been elected are reported inreggnEFAS No. 159 is effective for fiscal yearsibemg after
November 15, 2007. The Compi's adoption of SFAS No. 159 is not expected to heaveaterial impact on its
consolidated financial statements.

Fair Value Measurements

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS No. 157 defines fair
value, establishes a framework for measuring faiwe and expands disclosures about fair value memsnts.
SFAS No. 157 clarifies the principle that fair valshould be based on the assumptions market pariisi would
use when pricing an asset or liability and esthbksa fair value hierarchy that prioritizes the@infation used to
develop those assumptions. Under the standardydhie measurements would be separately disclogési/bl
within the fair value hierarchy. The provisionsSFAS No. 157 are effective for fiscal years begigrafter
November 15, 2007, and interim periods within thiiseal years, with early adoption permitted. Thar@any's
adoption of SFAS No. 157 is not expected to har@terial impact on its consolidated financial steets.
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3. Strategic Alliance with Quest Diagnostics Incorporged

On July 22, 2005, Vermillion and Quest entered a&irategic alliance agreement, which focuses on
commercializing up to three diagnostic tests chdsmn Vermillion's pipeline. The term of the agreent ends on
the later of (i) the three-year anniversary ofdgeeement and (ii) the date on which Quest commlézes the three
diagnostic tests covered by such agreement. Pursutire agreement, Quest will have the non-exetugght to
commercialize these tests on a worldwide basi$y @itlusive commercialization rights in territorigbere Quest
has a significant presence for up to five yeaefahg commercialization. As part of the strategiliance, there is
royalty arrangement under which Quest will pay foga to Vermillion based on fees earned by Quassapplicable
diagnostics services, and Vermillion will pay rajed to Quest based on Vermillion’s revenue fromligable
diagnostics products. To date, no such royaltiee lheen earned by either party. In connection thighstrategic
alliance, Quest purchased 622,500 shares of Véomitlommon stock and warrants to purchase up edditional
220,000 shares of its common stock with an exemmige of $35.00 per share and expiration dateilyf 22, 2010,
for $14,954,000 in net proceeds. In connection Witkest’s participation in the August 29, 2007, até/placement
sale, Vermillion amended the warrant originallyuisd to Quest on July 22, 2005. Pursuant to thestefrthe
amendment, the exercise price for the purchaseeaihWlion’s common stock was reduced from $35.00gbare to
$25.00 per share and the expiration date of sucteamawas extended from July 22, 2010, to JulyZZ,1 (see
further discussion of the private placement saldate 12, “Common Stock”).

Quest also agreed to provide Vermillion with a $00,000 secured line of credit, which is collateed by
certain intellectual property of Vermillion, thatagpmonly be used for certain costs and expensestigirelated to th
strategic alliance. Under the terms of this secliredof credit, the interest rate is at the prirate plus 0.5% and is
payable monthly. Additionally, this secured linecoédit contain provisions for Quest to forgive tomrs of the
amounts borrowed that corresponds to Vermilliomkiavement of certain milestones related to devetn,
regulatory approval and commercialization of cerdibgnostic tests. The amounts to be forgiventhad
corresponding milestones that Vermillion must achiare (i) $1,000,000 for each application thaived a licensed
laboratory test to be commercialized with a maximafrthree applications for $3,000,000; (ii) $3,00) for the
commercialization of the first diagnostic test kitid (iii) $2,000,000 for each subsequent commizat&on of
diagnostic test kits with a maximum of two subsequ®mmercialized diagnostic test kits for $4,000,0Should
Vermillion fail to achieve these milestones, it ube responsible for the repayment of the outstandrincipal
amount and any unpaid interest on the securedficeedit on or before July 22, 2010. Vermillionshdrawn on thi
secured line of credit in monthly increments of $4D0 on the last day of each month during thé¢ five years of
the strategic alliance. As of December 31, 200720@6, Vermillion has drawn $10,000,000 and $7,083,
respectively, from this secured line of credit. frthe inception of the strategic alliance througic&@€nber 31, 200
the Company had spent $10,000,000 of the amouatsndon in-house research and development, as well a
collaborations with others, directed towards acdnigthe milestones.

4. Sale of Instrument Business to Bi-Rad Laboratories, Inc.

The Instrument Business Sale to Bio-Rad includeddbmpany’s SELDI technology, ProteinChip arrays an
accompanying software. Pursuant to the terms ofaless agreement entered into with Bio-Rad, thad sailes price
was $20,000,000 of which $16,000,000 was paid loyfad to the Company at the closing of the traisacin
November 13, 2006, and a total of $4,000,000 waslteeck from the sales proceeds contingent upoCtmpany
meeting certain obligations. From the amounts balck, $2,000,000, subject to certain adjustmestseing held in
escrow until November 13, 2009, to serve as sacfmitVermillion to fulfill certain obligations. Té other
$2,000,000 was withheld by Bio-Rad from the saleegeds until the issuance of a reexaminationfizztie
confirming United States Patent No. 6,734,022 (@22 Patent”).On October 23, 2007, the United States Pater
Trademark Office issued a reexamination certificdthe 022 Patent, and on November 9, 2007, thapaay
received $2,000,000 from Bio-Rad that was withtigddh the proceeds of the Instrument Business Sdleh was
recorded as a gain on sale of Instrument Busiredbé year ended December 31, 2007.

58




Table of Contents

Vermillion, Inc. and Subsidiaries

Notes to Consolidated Financial Statements — (Comtiied)

In connection with the Instrument Business Salemilion sold 308,642 shares of its common stock to
Bio-Rad for $3,000,000 based on the average clqwiicg of $9.72 per share for the 5 days precetliagales
agreement on August 14, 2006. In conjunction withdlosing of the Instrument Business Sale, the afal
308,642 shares of Vermillion common stock to BiaiReas recorded at its fair value of $3,611,000,clvlis based
on November 13, 2006, Vermillion’s common stocksatg price of $11.70 per share. The $611,000 diffee
between the $3,000,000 sales price and $3,611d00dlue is included in the gain on sale of Instemt Business.
The calculation of the gain on sale of the Instrahigusiness at the date of sale was as followth(insands):

Cash proceec $19,00(
Transaction cosi (789
Net proceed 18,21¢
Cost basis
Accounts receivable, net and other current a: 2,661
Inventories 4,53¢
Property, plant and equipment, | 3,231
Other intangible asse 1,85¢
Goodwill 76
Other lon¢-term asset 152
Accounts payable and accrued liabilit (2,400
Deferred revenue (3,420
Capital lease obligatior (14
Value of common stock issur 3,611
Total cost basi 11,28¢
Gain on sale of Instrument Busine $ 6,92¢

In connection with the Instrument Business Salamilion also entered into a cross-license agredms
Bio-Rad whereby Vermillion retained the royaltydreexclusive right to commercially exploit existiteghnology,
including SELDI technology, in the clinical diagrics market for a period of five years after thizefive date of
the agreement (the “Exclusivity Period”), after aihe rights become co-exclusive with Bio-Rad.-B&d has the
royalty-free, non-exclusive right under Vermillieetained intellectual property in existence athefeffective dat
of the agreement to commercially exploit the praduprocesses and services of the Instrument Bssimgtside of
the clinical diagnostics market. Vermillion and BRad have also granted each other the first righegotiate in
good faith to obtain a non-exclusive, worldwidestise on commercially reasonable terms for any irgments
created or developed and owned by such party dtinmgxclusivity period for commercialization iretblinical
diagnostics market, in the case of the Company patside the clinical diagnostics market, in theecaf Bio-Rad.
Bio-Rad also agreed (1) during the exclusivity périnot to sell products or services in the clihdiagnostics
market that utilize the SELDI technology or entgpiany agreement with any third party to sell angh products
or services and (2) not to sell products or sesvinghe clinical diagnostics market that utilizeyanass
spectrometry technology, or to enter into any ageg with any third party to sell any such produatservices for
a specified period after the effective date ofdgeeement.

Since the Instrument Business Sale, Bio-Rad hantaker Vermillion’s manufacturing operations. In
connection with the Instrument Business Sale, Viionientered into a manufacture and supply agregnwéh
Bio-Rad, whereby Vermillion agreed to purchase fiBim-Rad the ProteinChip Systems and ProteinChijays
(collectively referred to herein as the “Researobl$ Products”) necessary to support Vermilliorisgtiostics
efforts.
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Under this agreement, Vermillion must provide BiaeRjuarterly, non-binding, twelve-month rolling éoasts
setting forth Vermillion’s anticipated needs fordearch Tools Products over the forecast periodmifigyn may
provide revised forecasts as necessary to reflesiges in demand for the products, and Bio-Raglgsired to use
commercially reasonable efforts to supply amoumsxicess of the applicable forecast. Under theg@ifthe
manufacture and supply agreement, Vermillion hesmramitment to purchase 10 systems and 30,000 andlge
first year, 13 systems and 30,000 arrays in thergkgear and 20 systems and 30,000 arrays fohifteytear in
order to support its collaboration agreements Witiest, which may be used as inventory for resided fassets for
collaboration purposes or supplies for researchdavelopment. The Company has estimated the chst £70,000
per system and $40 per array for a total estimaldidation of $6,610,000. If Bio-Rad fails to suppiny Research
Tools Products to Vermillion, including any new Basch Tools Products developed by Bio-Rad for teaits
customers or any new Research Tools Products Mamilas requested Bio-Rad to make and sell to ikom
under certain conditions Vermillion has the righttanufacture or have such Research Tools Prochantsifacture
by a third party for Vermillion’s own use and s&dats customers and collaborators in the clindiagnostics
market, subject to payment of a reasonable royalBio-Rad on sales of such Research Tools Proddetsillion
will be responsible for assuring through its incogquality control process that the Research Teatslucts
Vermillion purchases from Bio-Rad will comply witipplicable government regulations.

The term of this agreement expires on NovembeRQ@21, but may be renewed for two successive two-yea
periods at Vermillion’s option. Either party mayrténate the agreement for convenience upon 180 gaigs
written notice, or upon default if the other pafdils to cure such default within 30 days aftericethereof.
Vermillion made total purchases of $1,032,000 a8@,&00 under this agreement for the years endedrbeer 31,
2007 and 2006, respectively. As of December 31720@rmillion had a total remaining first year gdtion to
purchase 4 systems and 13,098 arrays, or $804dx#llthe on estimated costs of $70,000 per sysidi40 per
array. As of December 31, 2007, the Company owedRgid $246,000 for Research Tools Products.

In order to allocate support services between Bid-Bnd Vermillion’s remaining business following th
Instrument Business Sale, Vermillion entered intraasition services agreement with Bio-Rad. Uribey
agreement, Bio-Rad and the Company agreed to pr@adh other with certain administrative and ojpanat
support and related services and share the ussrtafrcequipment. The term of the agreement wasrgéin six
months from the closing of the asset sale but cbaldxtended or shortened with respect to certiains upon
mutual agreement by the parties. The agreemenamasded in May and June 2007 to extend the teringlur
which the parties would provide certain consultiegvices to each other until December 31, 200TheEjparty may
terminate one, some or all of the remaining sesv@fevhich it is the recipient at any time upondgys’ advance
notice. The parties pay each other a fee for theigion of the consulting services based on anljigate tied to the
salary of the employee or consultant who is praagdiuch services. For the years ended Decemb&087Z,and
2006, transitional services provided by VermilltmnBio-Rad amounted to $115,000 and $66,000, réispdc For
the years ended December 31, 2007 and 2006, tcanadiservices provided by Bio-Rad to Vermillion @mmted to
$74,000 and $52,000, respectively.

In connection with the Instrument Business Salemiion entered into a sublease agreement with Baal,
pursuant to which Vermillion subleases approxima®8,000 square feet of its Fremont, Californialityc Bio- Rad
may use the sublet premises only for general gffad®oratory, research and development, and othes necessary
to conduct their business, and may not sublet temigzes without Vermillion’s consent. The subleasgires on
July 31, 2008, unless terminated earlier in acawrdavith the terms of the sublease or master |&iseRad may
terminate the sublease at any time upon six momttigen notice. Rent under the sublease is payaolethly and
consists of base rent plus a proportionate shacertdin other expenses including property taxes)agement fees,
insurance, maintenance and utilities. Rent anchitedther facility related expenses are paid diygotVermillion,
and in accordance with the terms of the mastee|edbpayments received by Vermillion from Bio-Rauder the
sublease are paid to the landlord. Under the ssblagreement, Vermillion recognized $204,000 irelvast and
$25,000 in other rental expenses for the year eBdegmber 31, 2006, and $1,549,000 in base rer$3B@00 in
other rental expenses for the year ended Decenih@087.
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Subsequent to the Instrument Business Sale, bet@dmpany and Bio-Rad recognized business act\aitie
behalf of each other. As of December 31, 2007 hmpany owed Bidrad $50,000, which consisted of $42,00(
accounts receivable the Company collected on beli@fo-Rad and $8,000 for invoices paid by the @amy that
were reimbursed twice by Bio-Rad. Similarly, BioeRawed the Company $33,000, which consisted ofGRiIbof
invoices paid by the Company on behalf of Bio-Rad $18,000 for Bio-Rad’s portion of expenses reldte
facilities shared by the Company. As of December2BD6, the Company owed Bio-Rad $1,571,000, which
consisted of $1,511,000 for accounts receivableCiiapany collected on behalf of Bio-Rad, $8,000ifi@pnices
processed by Bio-Rad on behalf of the Company &2d080 for services Bio-Rad provided to the Company
Similarly, Bio-Rad owed the Company $619,000, whiohsisted of $174,000 for invoices processed by th
Company on behalf of Bio-Rad, $200,000 for salgsdan the sale of assets and $245,000 for unbieeivables
from Bio-Rad. Additionally, for the year ended Detzer 31, 2007, the Company recorded a charge df,$39
related to a post-closing adjustment resulting ftbenlnstrument Business Sale, which is refleatetthé gain on
sale of Instrument Business.

5. Short-Term and Long-Term Investments

The Company had no investments in marketable d@=uat December 31, 2006. At December 31, 20@7, th
Company'’s investments consisted of $12,777,000ste¢kin auction rate securities, including $3,90Q,0lassified
as available-for-sale long-term investments asaltref certain auction rate securities failingstdtle at auctions
subsequent to December 31, 2007. These auctioseatgities have a rating of AAA by a major crediing
agency. The Company’s available-for-sale short-tanah long-term investments consist of the followatg
December 31, 2007 (in thousands):

Gross Gross
Amortized Unrealized Unrealized Market
Cost Gain Loss Value
Shor-term investments
Auction rate securitie $ 887t $ — 3 —  $8,87¢
Long-term investments
Auction rate securitie $ 4000 $ —  $ (98) $3,90:

The net unrealized loss on marketable securitiagadble-for-sale was $98,000 at December 31, 2U0&.
Company had no sales of marketable securitiesablaifor-sale for the year ended December 31, 2006.

The unrealized loss positions of the Company’slakbg-for-sale short-term and long-term investmextts
December 31, 2007 were as follows (in thousands):

Less Than 12

Months 12 Months or More Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Shor-term investments
Auction rate securitie $— % — $— 3 — $— 3 —
Long-term investments
Auction rate securitie $902 $ (98 $— % — $90z2 $ (98
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The scheduled contractual maturity dates for albkakor-sale short-term and long-term investments a
December 31, 2007, are as follows (in thousands):

After 1 Year After 5 Year

Within through through After
1 Year 5 Years 10 Years 10 Years Total
Shor-term investments
Auction rate securitie $ — 3 —  $ — $8,87¢ $8,87¢
Long-term investments
Auction rate securitie $ — % — 3 — $4,00C $4,00C

6. Property, Plant and Equipment

The components of property, plant and equipmenf &ecember 31, 2007 and 2006, were as followdddol
in thousands):

2007 2006
Machinery and equipme $4,27¢ $ 3,85:
Demonstration equipme 67E 64¢
Leasehold improvemen 2,744 2,75
Computer equipment and softwi 71€ 72C
Furniture and fixture 18z 197
Gross property, plant and equipm 8,59¢ 8,17
Accumulated depreciation and amortizat (6,65¢) (5,917)
Property, plant and equipment, | $1,93¢ $2,26(

Depreciation expense for property, plant and eqeiprwvas $1,181,000 and $3,175,000 for the yearscend
December 31, 2007 and 2006, respectively.

7. Goodwill and Other Intangible Assets

The activity for goodwill and other intangibles fine year ended December 31, 2006, were as follimws

thousands):
Other
Intangible
Goodwill Assets Total

Balance at December 31, 2C $ 76 $ 2417 $2,49:
Acquired license related to litigation settlem — 34¢€ 34¢€
Amortization — (907) (907)
Write-downs due to the Instrument Business Sale t-Rad Laboratories, Inc (76) (1,85¢€) (1,937)
Balance at December 31, 2C $ — 3 — $ —

In connection with the Instrument Business Salemilion sublicensed to Bio-Rad certain rights be tcore
SELDI technology for use outside of the clinicagiostics field. Vermillion retained exclusive riglto the license
rights for use in the field of clinical diagnostits a five-year period, after which the licensdl Wwe co-exclusive in
this field. The rights to the SELDI technology aezived through royalty-bearing sublicenses froredolar
Analytical Systems, Inc. (“MAS”). MAS holds an exsive license to patents directed to the SELDInetdgy
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from the owner, Baylor College of Medicine. In 1989¥AS granted certain rights under these patents to
Vermillion’s wholly owned subsidiaries, lllumeSysadific, Inc. and Ciphergen Technologies, Inc. Védlion
obtained further rights under the patents in 20@8ugh sublicenses and assignments executed asf plaet
settlement of a lawsuit between Vermillion, MAS ni€Cyte and T. William Hutchens. Together, the stdslises
and assignments provide all rights to develop, nsadcehave made, use, sell, import, market and wtberexploit
products and services covered by the patents thoaidhe world in all fields and applications, betimmercial an
non-commercial. The sublicenses carry the obligatiopay MAS a royalty equal to 2% of revenues geired
between February 21, 2003, and the earlier ofgbréary 21, 2013, or (ii) the date on which the clative
payments to MAS have reached $10,000,000 (collelgtithe “Sublicenses”). As of December 31, 2007;rviion
has paid $2,597,000 in royalties to MAS under thbligenses. Under Vermillion’s sublicense agreemetit Bio-
Rad, Bio-Rad agreed to pay the royalties directlMAS under the license rights.

8. Accrued Liabilities

The components of accrued liabilities as of Decam3tie 2007 and 2006, were as follows (dollars in

thousands):
2007 2006

Payroll and related expens $ 758 $ 78t
Compensated absenc 28t 32C
Collaboration and research agreements expe 59¢ 1,69
Legal and accounting fe: 32¢ 437
Tax-related liabilities 51¢ 637
Accrued interest on convertible senior notes and-term debt owed to related pa 49: 18t
Current deferred revent 27 45
Other accrued liabilitie 594 53¢
Total accrued liabilitie: $3,59t  $4,64¢

9. Warranties and Maintenance Contracts

Prior to the Instrument Business Sale, the Compatyproduct warranty activities and obligationptovide
services for its products. The Company generatijushed a standard 12-month warranty on its ProteinSystems
and certain accessories upon initial sale, afteckvimaintenance and support was available undeparately price
contract or on an individual call basis. The Conypalso sold separately priced maintenance (extendechnty)
contracts, which are generally for 12 or 24 montipgn expiration of the initial 12-montharranty. Coverage und
both the standard and extended maintenance contwace identical. Revenue for both the standardeatehded
maintenance contracts was deferred and recognizedstraight-line basis over the period of the impple
maintenance contract. Related costs are recogaizétturred.
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For the year ended December 31, 2007, the Compashynd product warranty obligations or activity aéls
warranty obligations were assumed by Bio-Rad a&dasfember 13, 2006. Changes in product warrantygatitns,
including separately priced maintenance obligatiémsthe year ended December 31, 2006, were &sv®l(in

thousands):

Balance at December 31, 2C $ 2,831

Add: Costs incurred for maintenance contri 1,92¢
Revenue deferred for maintenance contr 3,271

Less: Settlements made under maintenance con (1,929
Revenue recognized for maintenance conti (3,89¢)
Deferred Revenue sold to i-Rad Laboratories, Inc (2,206

Balance at December 31, 2C $ —

10. Long-Term Debt
7.00% Convertible Senior Notes Due September 1,1201

On November 15, 2006, Vermillion closed the sal&16,500,000 of convertible senior notes due Selpéer,
2011 (the “7.00% Notes"Dffering costs were $104,000 and fees of $514,800ch were paid on behalf of the d
holders, were recorded as debt discount on thé/# 6tes. Fees paid on behalf of debt holders ireddutie fair
value of two warrants issued to underwriters tachase a total of 20,000 shares of common stock69 per
share. The warrants were valued at $140,000 bas#tedair value as determined by a Black-Scholedehusing
the following assumptions: a risk free intereseratt4.75%, 5 year contractual life, and 88.00%atility rate.
Interest on the 7.00% Notes is 7.00% per annunhemptincipal amount, payable semiannually on Mdreimd
September 1 of each year, beginning March 1, 200&.7.00% Notes were sold pursuant to separateaagehand
redemption agreements between Vermillion and e&élighbridge International LLC, Deerfield Internaial
Limited, Deerfield Partners, L.P., Bruce Funds, kmd Professional Life & Casualty, each holderg@fmillion’s
existing 4.50% convertible senior notes due Septerhp2008 (the “4.50% NotesPursuant to which holders of
aggregate of $27,500,000 of the 4.50% Notes agreerchange and redeem their 4.50% Notes for areggte of
$16,500,000 in aggregate principal amount of tB@%. Notes and $11,000,000 in cash, plus accruedimpaid
interest on the 4.50% Notes of $254,000 throughimcidding the day prior to the closing. The trastgm was
treated as a debt extinguishment and accordingi3 900 of unamortized prepaid offering costs a8@BH00 of
unamortized debt discount related to the 4.50% &Natere charged to expense as loss on extinguishohepbt.
The debt discount related to the 7.00% Notes isrtined to interest expense using the effectiver@semethod. Tt
amortization of the debt discount related to tf®% Notes amounted to $195,000 and $15,000 foyehes ended
December 31, 2007 and 2006, respectively.

Vermillion issued the 7.00% Notes pursuant to alenture, dated November 15, 2006, between Vermi#iad
U.S. Bank National Association, as Trustee. Foltaythe closing, $2,500,000 in aggregate principaant of the
4.50% Notes remain outstanding.

The 7.00% Notes are unsecured senior indebtedfi®&&smillion and bear interest at the rate of 7.00&6
annum, which may be reduced to 4.00% per annuneiif¥lion receives approval or clearance for conuiztisale
of any of its ovarian cancer tests by the Uniteaté3t Food and Drug Administration (the “FDAIterest is payabl
on March 1 and September 1 of each year, commetargh 1, 2007. The effective interest rate is Sol&er
annum.

The 7.00% Notes are convertible at the option ohdwlder, at any time on or prior to the closéwdiness on
the business day immediately preceding Septemi#911, into shares of Vermillion common stock abaversion
price of $20.00 per share, equivalent to a conearsate equal to 50 shares of common stock peO®Ip€incipal of
the 7.00% Notes, subject to adjustment for standatiddilution provisions including distributions tommon
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stockholders and stock splits as well as occurrefieechange in control, in which case the coneersate is
adjusted for a make-whole premium.

The make-whole premium shall be equal to the ppaicamount of 7.00% Notes to be converted divided b
$1,000 and multiplied by the applicable numbert@res of common stock based upon Vermillion's spaices as
of the change of control date. Specifically, ast#% Notes approach their redemption date ofedeipér 1, 2009,
as discussed below, the make-whole payment dea.edsenillion is not required to make a makbele payment
its stock price is less than $12.00 or greater $8&h00 as of the date of the change in contrad miake-whole
premium associated with the 7.00% Notes sets amariadditional 1,500,000 shares that may be issned
conversion (90.9091 shares per $1,000 principaluanof 7.00% Notes).

If a holder converts all or any portion of thei@@% Notes prior to October 31, 2008, upon such emion, in
addition to the common stock such holder would ixecehe holder will be entitled to receive wittspect to each
7.00% Note so converted an amount in cash equhegtdifference of (i) the amount of all interesdttVermillion
would be required to pay on such 7.00% Note froendhte of the indenture through October 31, 2008 (&) the
amount of interest actually paid on such 7.00% NMgt&ermillion prior to the time of conversion.

Holders of the 7.00% Notes have the option to mequermillion to repurchase the 7.00% Notes unéerain
circumstances, including at any time after Septerfib2009, if Vermillion has not received approwaklearance
for commercial sale of any of its ovarian cancst tgy the FDA. Vermillion may redeem the 7.00% N its
option, in whole or in part, at any time on or affeptember 1, 2009, at specified redemption ppagsaccrued at
unpaid interest; provided that the 7.00% Notes ldlredeemable only if the closing price of thelstequals or
exceeds 200.0% of the conversion price then ircefée at least 20 trading days within a perio@6fconsecutive
trading days ending on the trading day before #ite df the notice of the optional redemption. Uparhange of
control, each holder of the 7.00% Notes may reguéemmillion to repurchase some or all of the 7.0R%ies at
specified redemption prices, plus accrued and uhip&rest. The 7.00% Notes contains a put optiah éntitles th
holder to require Vermillion to redeem the 7.00%é\at a price equal to 105.0% of the principal bed¢aupon a
change in control of the Company.

Vermillion identified the guaranteed interest payifer any conversion of any 7.00% Note by a holatéor to
October 31, 2008, and the written put option pdimgtthe holder to put the debt at 105.0% of ppatplus accrue
and unpaid interest upon a change of control asr@ound embedded derivative, which needs to beateband
measured at its fair value. The factors impactiregfair value of the guaranteed interest paymemarg conversion
of any 7.00% Note by a holder prior to October&108, is based upon certain factors including V#ionis stock
price, the time value of money and the likelihoaidlers would convert within the next two years. Heer, due to
Vermillion’s current stock price at the date of @0 Note issuance and through December 31, 2007tiresin the
conversion feature being substantially out of trenay, the likelihood of conversion was deemed toelneote. The
factors impacting the fair value of the written pption permitting the holder to put the 7.00% Natd05.0% of
principal plus accrued and unpaid interest upohaage of control, is contingent upon a change ofroh
However, due to significant related party holding®ermillion’s common stock shares and the presesfccertain
anti-takeover provisions in the bylaws of Vermitlica change of control is deemed to be remote. Wheefair
values of these two features are combined, thevéire of the compound embedded derivative hadidems fair
value on the date of inception and through DecerBheR007.

Vermillion and the investors entered into a registn rights agreement in which Vermillion agreesriake
“reasonable best efforts” to file a shelf registatand keep it effective permitting the 7.00% Notdders to sell the
7.00% Notes or the underlying common stock shainethe circumstance of a failed registration, Vdlion agrees
to pay interest as partial relief for the damagem@idated Damages”) until the earlier of (1) ttay on which the
registration default has been cured and (2) the tthat shelf registration statement is no longenired to be kept
effective, in an amount in cash equal to 1.5% efdbgregate outstanding principal amount of th8%.0lotes until
such registration default is cured; provided thaté event shall Liquidated Damages exceed 10.08tedfiolder’s
initial investment in the 7.00% Notes in the agaiteg
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The Company evaluated the Liguidated Damages aicgptd guidance under FASB Staff Position No. EITF
(“FSP EITF”) 00-19-2 Accounting for Registration Payment Arrangementhich specifies that the contingent
obligation to make future payments or otherwisagfer consideration under a registration paymeaingement,
whether issued as a separate agreement or inchgdagbrovision of a financial instrument or othgre@ment, shall
be recognized and measured separately in accorgatic8FAS No. 5Accounting for Contingenciesand FIN 14,
Reasonable Estimation of the Amount of a . FSP EITF 00-19-2 further states that an entitufthrecognize and
measure a registration payment arrangement asagasepinit of accounting from the financial instemhsubject to
that arrangement. Accordingly, the Company condutiat the transfer of consideration under a regfisn
payment arrangement is not probable at the tiniecaiption or through December 31, 2007. Therefarerdgingent
liability under the registration payment arrangetmeas not recognized.

The 7.00% Notes and common stock issuable uponecsion of the 7.00% Notes were registered with the
United States Securities and Exchange Commisdien*@EC”) on Form S-3 on December 15, 2006, and at
December 31, 2007 and 2006, all 7.00% Notes rerdagseied and outstanding.

4.50% Convertible Senior Notes Due September 1,800

On August 22, 2003, the Company closed the sa3®f000,000 of the 4.50% Notes. Offering costs were
$1,866,000. Interest on the notes is 4.50% perraroruthe principal amount, payable semiannualljviamch 1 and
September 1, beginning March 1, 2004. The effedtiterest rate is 6.28% per annum. The 4.50% Nertes
convertible, at the option of the holder, at amyetion or prior to maturity of the 4.50% Notes ish@res of the
Company’s common stock initially at a conversiote raf 10.88329 shares per $1,000 principal amotititeo
4.50% Notes, which is equal to a conversion prfcg9d..88 per share. The conversion price, and héee
conversion rate, is subject to adjustment uporotieirrence of certain events, such as stock sptidsk dividends
and other distributions or recapitalizations. Besgathhe market value of the stock rose above theersion price
between the day the 4.50% Notes were priced anddlseng date, the Company recorded a discoun2 @7 ,000
related to the intrinsic value of the beneficiaheersion feature resulting from this price change e fact that the
initial purchaser of the 4.50% Notes was not regfliio purchase the 4.50% Notes until the closing.da
Immediately after the closing, Vermillion’s commstock had a market price of $100.10 per share8@@2%er
share higher than the conversion price. The valtlesobeneficial conversion feature was determimgdnultiplying
this difference in the per share price of Vermiili®scommon stock by the 326,498 underlying shareis. dmount i
being amortized to interest expense using the feemterest method over the fiyear term of the notes, or shoi
period in the event of conversion of the 4.50% Noiéhe debt discount related to the 4.50% Notesisrtized to
interest expense using the effective interest ntetiihe amortization of the beneficial conversioatfiee amounted
to $44,000 and $473,000 for the years ended Deae®ih@007 and 2006, respectively.

The 4.50% Notes are Vermillion’s senior unsecungdigations and rank on parity in right of paymerithnall
of Vermillion’s existing and future senior unseadigebt and rank senior to Vermillion’s existing dotlire debt
that expressly provides that it is subordinateth&o4.50% Notes. The 4.50% Notes are also effdgtatdbordinated
in right of payment to Vermillion’s existing andtfue secured debt, to the extent of such secuauity,to its
subsidiaries’ liabilities. The indenture does natit the incurrence by Vermillion or its subsidiesiof other
indebtedness.

Vermillion may redeem the 4.50% Notes at its optinrwhole or in part, at any time on or after Sapber 1,
2006, at specified redemption prices plus accrueduapaid interest; provided that the 4.50% Notisbe
redeemable only if the closing price of the stogkads or exceeds 150% of the conversion price itheffect for at
least 20 trading days within a period of 30 consgeurading days ending on the trading day befbesdate of the
notice of the redemption. Upon a change of contath holder of the 4.50% Notes may require Veiwonilto
repurchase some or all of the 4.50% Notes at spdaiédemption prices, plus accrued and unpaidasteThe
4.50% Notes contains a put option that entitleshitider to require Vermillion to redeem the 4.50%ié®$ at a price
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equal to 105.0% of the principal balance upon aghan control of Vermillion. Vermillion does nobticipate that
the put option will have significant value becausechange of control is currently contemplated.

The 4.50% Notes and common stock issuable uponecsion of the notes were registered with the SEC on
Form S-3 on October 8, 2003. Following the closiighe November 15, 2006, sale of $16,500,000 ef th
7.00% Notes due September 1, 2011, holders of greggte of $27,500,000 of the 4.50% Notes agreeddbange
and redeem their 4.50% Notes for an aggregate®5$0,000 in aggregate principal amount of the % 0Mtes an
$11,000,000 in cash. Therefore, the remaining & in aggregate principal amount of the 4.50%eBloemain
outstanding.

Equipment Financing Loan

In June 2003, the Company entered into a loan aogrisy agreement with General Electric Capital
Corporation to obtain financing for up to $5,00@@J capital equipment purchases. The Company €iean
$2,065,000 of capital equipment purchases throhigtfacility at an annual interest rate of 7.48&@ayable in
monthly installments over 36 months from the ddteawh drawdown under the agreement. The loanlstemlize
by the equipment being financed as well as cedtier assets of the Company. The outstanding lakmbe of
$377,000 was paid off in July 2006. Total paymenésle for this facility including principal and imgst were
$450,000 for the year ended December 31, 2006.

11. Commitments and Contingencie
Operating Leases

Currently, the Company leases various equipmenfaailities to support its business of discovering,
developing and commercializing diagnostics testhénfields of oncology, hematology, cardiology ansmen’s
health. Prior to November 13, 2006, the Compangddavarious equipment and facilities to supponvitsidwide
manufacturing, research and development and satemarketing activities related to the InstrumeunsiBess. The
Company leases its Fremont facility under a nonelahde operating lease that expires on July 31820be lease
provides for escalations of lease payments of aqmiately 4% per year and is recognized as rentesg@en a
straight-line basis. Approximately 29,000 squakt fif the Fremont facility has been subleased toHgad for the
remaining lease term (see Note 4, “Sale of InstntrBeisiness to Bio-Rad Laboratories, Inc.”). Reptgdense
under operating leases for the years ended Dece3ib@007 and 2006, were as follows (in thousands):

2007 2006
Gross rental expen: $3,165  $3,71(
Sublease rental incon (1,62¢) (230
Net rental expens $1,5371 $3,48(

As of December 31, 2007, future minimum rental pagta under noncancelable operating leases net of
aggregate minimum noncancelable sublease renmbsaollows (in thousands):

2008 $2,03(
2009 9
Total minimum rental paymen 2,03¢
Total sublease rents (695
Net rental payment $1,34¢
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Noncancelable Collaboration Obligations and Otheo@mitments

The research collaboration agreement with The Jblopkins University School of Medicine (“JHU”), wdfi
was extended through December 31, 2007,was diratthe discovery and validation of biomarkersumian
subjects, including but not limited to clinical digption of biomarkers in the understanding, disgis@nd
management of human diseases. As of December 87, ¥@rmillion had a remaining obligation of $15000
related to the research collaboration agreemesnsidn with JHU. Collaboration costs, which arduded in
research and development expenses, related togkiseled research collaboration agreement wer@, @36 and
$964,000 for the years ended December 31, 2002@D@, respectively.

On September 22, 2005, Vermillion entered into @ y@ar collaborative research agreement with Usityer
College London and UCL Biomedica Plc (collectivedferred to as “UCL"), which expired on Septemb@y 2007.
The collaborative research agreement was dire¢ttab autilization of Vermillion’s former suite ofrpteomic
solutions to further both parties’ ongoing researcbvarian cancer and breast cancer. Under thestef the
agreement, Vermillion had exclusive rights to lisefntellectual property resulting from discovemeasde during
the course of this collaboration for use in devilgpmanufacturing and commercializing products s@ivices
utilizing the intellectual property. Under the tesof the collaborative research agreement, Vemniliad a
noncancelable obligation to contribute £604,00thanfirst year of the agreement. In the second gétre
agreement, which was cancelable with three mordiarece notice, Vermillion had an obligation to ¢idnite cash
of £605,000. As of December 31, 2007, Vermilliors paid £816,000 or $1,603,000 and had a remairaisl ¢
obligation of £393,000 or $827,000 related to Hyseement. Additionally, under the terms of théatmirative
research agreement, Vermillion had a noncancet#iigation to provide equipment, software, arrayd a
consumable supplies with an estimated value at Wénis list selling price of £370,000 to covernppaf the costs
incurred by UCL specifically for this research praxg. As of December 31, 2007, Vermillion had preddat its
cost $112,000, or $546,000 valued at Vermilliomss $elling price, of equipment, software, arragd aonsumable
supplies to UCL. Collaboration costs, which arduded in research and development expenses, ratatais
agreement were $1,105,000 and $1,083,000 for thes ynded December 31, 2007 and 2006, respectively.

On October 4, 2006, Vermillion entered into a oeefyresearch and development agreement, which has
automatic renewals for two additional one-year grwith Katholieke Universiteit Leuven, Belgiumretited at
discovery, validation and characterization of ndviemarkers related to gynecologic disease. Urtetdrms of the
agreement, Vermillion has exclusive rights to Ieemnliscoveries made during the course of thislootktion. Unde
the terms of the research and development agreeiemillion had a honcancelable obligation of €38 in the
first year of the agreement to fund sample coltectt the Katholieke Universiteit Leuven from patgeundergoing
evaluation of a persistent mass who will underggisal intervention. As of December 31, 2007, tt@pany has
paid €45,000 or $61,000 related to this agreentmitaboration costs, which are included in researath
development expenses, related to this agreemert$édr,000 for the year ended December 31, 2007.

On October 13, 2006, the Company entered into ayeao research and collaboration agreement, whash h
automatic renewals of additional one-year term#) Whe Ohio State University Research Foundati@SQ”)
directed at discovery, purification, identificatiand/or validation of biomarkers related to thromnbo
thrombocytopenic purpura (“TTP”) and productioregtociated technology. Under the terms of the awgag
Vermillion has an option to take an exclusive liseno discoveries made during the course of tHiatwaration.
During the first fifteen months of the agreemergyillion had a total noncancelable obligation 268,000 to
OSU in consideration for costs incurred specificédlr this research program. As of December 31,726
Company has paid $120,000 and had a remainingatigligof $30,000 related to this agreement. Colation
costs, which are included in research and developmgenses, related to this agreement were $1206y00
$30,000 for the years ended December 31, 2007 @d@, 2espectively.

On December 11, 2006, Vermillion entered into asttimg agreement with PrecisionMed International
(“PrecisionMed”), which was subsequently amended\pril 5, 2007. Under the terms of the amended exgient,
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PrecisionMed collected whole blood specimens frgntoul,000 research subjects for the purposes ohM®n's
whole blood collection protocol for its ovarian tantriage test clinical trial. The amended agreempeovided for a
maximum payment of $1,335,000 for 500 researchestbjand a maximum payment of $1,788,000 for 1,000
research subjects. As of December 31, 2007, Veomilias paid a total of $1,433,000, including tiaspenses of
$50,000, related to this agreement. These cosishvelne included in research and development exgsenslated to
this agreement were $972,000 and $461,000 forehesyended December 31, 2007 and 2006, respectively

On June 1, 2007, Vermillion entered into a nonesigtl license agreement with the National Cardiowvtasc
Center (“NCVC"), an entity organized and existingder the laws of Japan. Under this agreement, \lgrmi
obtained a ten-year worldwide nonexclusive licengh the right to extend the term for the life b&tlicensed
patent, which includes a United States Patent &pptin, a Japan Patent and a Patent CooperatiatyTf&®CT")
Application, for technology used in Vermillion’s PTdiagnostic test kit that is under developmentesnhis
agreement, Vermillion will pay NCVC a non-refundalicense fee of $50,000. The payment terms areD$Q0
upon execution of this agreement, $10,000 upon gdiom of an in vitro diagnostic test to the FDA &earance,
$10,000 upon the first commercial sale of suchitimdiagnostic test kit and $10,000 upon achievenoé $500,00
in net sales of such in vitro diagnostic test kétdditionally, Vermillion will pay royalties to NC for net sales to
customers located in the United Sates, Japan, Ewmog China. As of December 31, 2007, Vermillioa paid
$20,000 related to the execution of this agreement.

In connection with the Instrument Business Salemilion entered into a manufacture and supply agrent
with Bio-Rad, whereby Vermillion agreed to purch&ssearch Tools Products from Bio-Rad (see NotSale of
Instrument Business to Bio-Rad Laboratories, IndJhder the terms of the manufacture and supplgeagent,
Vermillion has a commitment to purchase 10 systants30,000 arrays in the first year, 13 systems3an@00
arrays in the second year and 20 systems and 3ar@@s for the third year. The Company has estthtite cost t
be $70,000 per system and $40 per array for a¢stahated obligation of $6,610,000. Vermillion raddtal
purchases of $1,032,000 and $38,000 under thieagnet for the years ended December 31, 2007 argl 200
respectively. As of December 31, 2007, Vermilliadha total remaining first year obligation to puasé 4 systems
and 13,098 arrays, or $804,000 based the on estincasts of $70,000 per system and $40 per arpf A
December 31, 2007, the Company owed Bio-Rad $286@0Research Tools Products.

Litigation

On September 17, 2007, MAS filed a lawsuit in thp&ior Court of California for the County of Saftkara
naming Vermillion and Bio-Rad as defendants. Urnilerlawsuit, MAS seeks an unspecified amount ofatges
and alleges, among other things, that Vermilliomibreach of its license agreement with MAS relgiio SELDI
technology as a result of Vermillion’s entry intesablicense agreement with Bio-Rad. In connectigh the
Instrument Business Sale, Vermillion sublicenseBitsRad certain rights to the SELDI technologyttiarmillion
obtained under the MAS license for use outsiddefdinical diagnostics field. Vermillion retainedclusive rights
to the technology for use in the field of clinichagnostics for a five-year period, after whickvill retain
nonexclusive rights in that field. Vermillion’s ddiine to answer or otherwise respond to the ComplaiApril 1,
2008. Vermillion intends to vigorously defend thigtion. Given the early stage of this action, manmagnt cannot
predict the ultimate outcome of this matter at thise.

On June 26, 2006, Health Discovery Corporation (dpfiled a lawsuit against Vermillion in the Unite
States District Court for the Eastern District @x&s, Marshall Division (the “Court”), claiming theoftware used
in certain Vermillion ProteinChip Systems infringas three of its United States patents. HDC soirghnctive
relief as well as unspecified compensatory and ecgthdamages, reasonable attorney’s fees, prejudgnterest
and other costs. On August 1, 2006, Vermilliondiln unopposed motion with the Court to extenddielline for
Vermillion to answer or otherwise respond until @epber 2, 2006. Vermillion filed its answer and etarclaim to
the complaint with the Court on September 1, 2@hcurrent with its answer and counterclaims, Véionifiled a
motion to transfer the case to the Northern DistfcCalifornia. On January 10, 2007, the Couringed
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Vermillion’s motion to transfer the case to the tiern District of California. The parties met foseheduled
mediation on May 7, 2007. On July 10, 2007, Vetionllentered into a license and settlement agreemigmHDC
(the “HDC Agreement”) pursuant to which it licensadre than 25 patents covering HDC’s support vettachine
technology for use with Surface Enhanced Laser ipiso/lonization (“SELDI”) technology. Under therms of
the HDC Agreement, Vermillion receives a worldwidgyalty-free, non-exclusive license for life saes and
diagnostic applications of the technology and & hecess to any future patents resulting from tiakexlying
intellectual property in conjunction with use ofISH systems. Pursuant to the HDC Agreement, Veramilpaid to
HDC $200,000 upon entry into the agreement on I0)y2007, and $100,000 three months following e of the
agreement on October 10, 2007. The remaining $800j8der the HDC Agreement is payable as follow&0$00(
twelve months following the date of the agreemet $150,000 twenty-four months following the dat¢he
agreement. The total settlement of $600,000 wasresqul for the year ended December 31, 2007. The HDC
Agreement settled all disputes between Vermillind &IDC.

In addition, from time to time, the Company is ifwad in legal proceedings and regulatory proceedarising
out of its operations. The Company establishesvesdor specific liabilities in connection withgal actions that it
deems to be probable and estimable. No amountshiemreaccrued in the consolidated financial statésnegith
respect to any pending litigation. The Companyoisable to make a reasonable estimate of anyitialilie to the
uncertainties related to the outcome and the ammur@nge of loss. Other than as disclosed abbeeCbompany is
not currently a party to any proceeding, the advergcome of which would have a material advereebdn the
Company’s financial position or results of operatio

12. Common Stock
Stockholders’ Rights Plan

Vermillion has adopted a Stockholder Rights Plaa,fdurpose of which is, among other things, to robdhe
Vermillion Board of Directors’ ability to protectackholder interests and to ensure that stockhsld=reive fair
treatment in the event any coercive takeover attexinthe Company is made in the future. The StotddroRights
Plan could make it more difficult for a third pattyacquire, or could discourage a third party fraequiring, the
Company or a large block of Vermillion’'s commonaktoThe following summary description of the Stockier
Rights Plan does not purport to be complete.

The rights issued pursuant to VermillisrBtockholder Rights Plan will become exercisalieténth day after
person or group announces acquisition of 15% oembNermillion’s common stock or announces comneament
of a tender or exchange offer the consummationto€fvwould result in ownership by the person omugrof 15%
or more of Vermillion’s common stock. If the rightecome exercisable, the holders of the rightsfatian the
person acquiring 15% or more of Vermillion’s comnsiack) will be entitled to acquire, in exchangetfee rights’
exercise price, shares of Vermillion’s common stockhares of any company in which the Companydasged,
with a value equal to twice the rights’ exercise@r

Authorized Shares

At the annual stockholders’ meeting on June 29726@€ stockholders approved an amendment to the
Certificate of Incorporation to increase the numiifesluthorized shares of common stock from 80,0010
150,000,000. On July 13, 2007, the Company ameadddestated its Certificate of Incorporation witike State of
Delaware for the increased authorized shares. istdilly, after the Reverse Stock Split the numbeaudhorized
shares of common stock and preferred stock remain&80,000,000 and 5,000,000, respectively.
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Private Placement Sale

On August 29, 2007 (the “Closing DateVjermillion completed a private placement sale d@b2,309 shares «
its common stock and warrants to purchase up tdditional 1,961,047 shares of its common stock ait
exercise price of $9.25 per share and expiratiée dbAugust 29, 2012, to a group of new and axisinvestors for
$20,591,000 in gross proceeds. Existing investaruided affiliates of the Company, who purchasetl 285 shares
of Vermillion common stock and warrants to purchageo an additional 771,428 shares of Vermilliomenon
stock for $8,100,000. In connection with Quest'gipgpation in this transaction, Vermillion amendadvarrant
originally issued to Quest on July 22, 2005. Punsta the terms of the amendment, the exercise foicthe
purchase of Vermillion’s common stock was reducedhf$35.00 per share to $25.00 per share and thieaérn
date of such warrant was extended from July 220 2@l July 22, 2011. For services as placementtayenmillion
paid Oppenheimer & Co. Inc. (“Oppenheimer”) $1,200, and issued a warrant to purchase up to 92/i@es of
Vermillion’s common stock with an exercise price$8.25 per share and expiration date of Augus2Q®2. The
warrants issued to the investors and Oppenheimer vadued at $7,194,000 and $581,000, respectibalyed on
the fair value as determined by the Black-Scholedeh The amended value of the warrant issued &stn
July 22, 2005, increased by $356,000, which ieotdld in additional paid-in capital, from the itgginal value of
$2,200,000. Assumptions used to value the wariast®d to the investors and Oppenheimer, and tleeded valu
of the warrant issued to Quest were as follows:

Private Amendment tc
Investors anc Quest
Oppenheimel Diagnostics
& Co. Inc. Incorporated
Dividend yield —% —%
Volatility 80.12% 82.92%
Risk-free interest rat 4.31% 4.24%
Expected lives (year: 5.0C 3.9C

Under the terms of the securities purchase agregemhenCompany is required to prepare and file WithSEC
a Shelf Registration Statement and have the RagmtrStatement be declared effective by the SE@.Jompany
shall pay each investor liquidated damages of @f1135% of the aggregate purchase price with radpesny share
not previously sold or transferred for the follogiavents:

« Each day in excess of 30 days from the Closing Dat#the Shelf Registration Statement is filedhathe
SEC.

« Each day in excess of 90 days from the Closing Dati the Registration Statement is declared éffecoy
the SEC if no SEC review of the Shelf RegistratBtatement, or each day in excess of 120 days fnem t
Closing Date until the Registration Statement idated effective by the SEC in the event of an $&dew
of the Registration Stateme

» Each day for a period in excess of 20 consecutys dr 45 total days in any 12-month period that3EC
issues a stop order to suspend the effectivengbg d&tegistration Stateme

The maximum cumulative liquidated damages are 1@D#e aggregate purchase price. Payment of leded
damages is due 30 days after coming into complianiteabove events. Interest is 1.5% every 30 days
delinquent payments.

The Company evaluated the liquidated damages poovéecording to guidance under FSP
EITF 00-19-2, which specifies that the contingdpligation to make future payments or otherwisedfan
consideration under a registration payment arraegemvhether issued as a separate agreement ndétchs a
provision of a financial instrument or other agreaty shall be recognized and measured separatalycordance
with SFAS No. 5 and FIN 14. FSP EITF 00-19-2 furtbiates that an entity should recognize and measur
registration payment
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arrangement as a separate unit of account frorfirthiecial instrument subject to that arrangemehte Tompany
filed a Form S-1, Shelf Registration Statementhulie SEC on September 27, 2007, which becametigtfem
December 13, 2007. The Company considers theHiietl of the SEC suspension of the effectivenesiseof
Registration Statement for a period of 20 conseeutays or not more than 45 days in any 12-montiogé¢o be
remote. As a result, to date no contingent liabikas recorded related to this registration payraersngement. As
of December 31, 2007, the Company had incurreds @ist2,245,000 in connection with the registratbéthese
securities, which is reflected as a reduction witamhal paid-in capital.

13. Accumulated Other Comprehensive Loss

The components of accumulated other comprehenssgeds of December 31, 2007 and 2006, were asviollo
(in thousands):

_2007 2006
Net unrealized loss on lo-term investments availal-for-sale $(98 $—
Cumulative translation adjustme (125 (71
Accumulated other comprehensive I $(221) $(71)

14. Loss Per Share

The reconciliation of the numerators and denomiisatd basic and diluted earnings per share foydaas
ended December 31, 2007 and 2006, was as follosissl in thousands, except shares and per shavards):

Loss Shares Per Share
(Numerator) (Denominator) Amount

Year ended December 31, 200°
Net loss— basic $ (21,28) 4,765,34. $ (4.47)
Dilutive effect of shares purchasable under the lByge Stock

Purchase Plan, stock options, warrants and coblegéenior note — —

Net loss— diluted $ (21,28) 4,765,34. $ (4.49)
Year ended December 31, 200t
Net loss— basic $ (22,066 3,646,47. $ (6.0%)

Dilutive effect of common stock shares issuableruprercise of stock
options, purchase by Employee Stock Purchase &Xancise of
warrants and conversion of convertible senior n — —

Net loss— diluted $ (22,066 3,646,47. $ (6.0%)
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Due to net losses for the years ended Decemb&(0BY, and 2006, diluted loss per share is calculaset the
weighted average number of common shares outstquadith excludes the effects of potential commonkssbares
that are antidilutive. The potential shares of camratock that have been excluded from the diluted per share
calculation above for the years ended Decembe2@®17 and 2006, were as follows:

2007 2006
Stock options 469,67! 476,58
Employee Stock Purchase P 2,78¢ 2,89:
Stock warrant: 2,293,14 240,00(
Convertible senior note 852,20t 852,20t
Potential common shar 3,617,811 1,571,68;

15. Employee Benefit Plans
1993 Stock Option Plan

Vermillion has no shares of its common stock reséifor sale to employees, directors or consultant®r its
1993 Stock Option Plan (the “1993 Plan”). Under1883 Plan, options were granted at prices notdian 85%
and 100% of the fair market value of the commonlsfor nonstatutory and statutory stock optionspestively. Al
outstanding options under the 1993 Plan are noly feisted, and unexercised options generally expiteg/ears
from the date of grant. At December 31, 2007 ar@b280 shares of Vermillion common stock were stittie
repurchase by Vermillion. Since Vermillion’s initjublic offering, no options have been grantedarritie 1993
Plan. There were no option exercises for the yede@ December 31, 2007, and options for 1,825 sludre
Vermillion common stock were exercised for the yeraded December 31, 2006.

2000 Stock Plan

Under the Amended and Restated 2000 Stock PlaiiZ@®® Plan”),options may be granted at prices not la
than 85% and 100% of the fair market value of timon stock for nonstatutory and statutory stodioog,
respectively. Options generally vest monthly oveedod of four years and unexercised options galyegxpire ter
years from the date of grant. At December 31, 28@rmillion had 6,776,983 shares of its common lsteservec
for future stock option grants to employees, divecaind consultants under the 2000 Plan. Optian3,631 shares
and 660 shares were exercised, for the years dbeleeimber 31, 2007 and 2006, respectively.

In conjunction with the Reverse Stock Split, anitiddal 6,525,000 shares of Vermillion common steare
reserved for issuance under the 2000 Plan for¢he gnded December 31, 2007. No additional shérdsrmillion
common stock were reserved for issuance under@@e Rlan for the year ended December 31, 2007 aBualy 1,
2006, an additional 130,000 shares of Vermilliomomon stock were reserved for issuance under the PG.

Employee Stock Purchase Plan

The Amended and Restated 2000 Employee Stock Rad¢han (“ESPP”) provides for eligible employees to
purchase Vermillion common stock through payrotiaietions during six-month offering periods. Eacfenhg
period begins on May 1 or November 1 and ends @ct8b or April 30, respectively.

ESPP provides for the purchase of Vermillion comrstmtk at the lower of 85.00% of the closing pée
Vermillion common stock on the first day of theexfhg period or 85.00% of the closing price of Vélion
common stock on the last day of the offering perlacconjunction with the Reverse Stock Split, aditional
1,355,215 shares of Vermillion common stock weeereed for issuance under ESPP for the year ended
December 31, 2007. No additional Vermillion comnstock shares were reserved for issuance under EB#ie
year ended December 31, 2007. On January 1, 28G&]ditional 17,000 shares of Vermillion commorcktwere
reserved for issuance under ESPP.
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Stock-Based Compensation

In estimating the fair value of each stock optigraed on their respective grant dates and stockiyased under
ESPP, the Company uses the Black-Scholes pricirdgmdhe Black-Scholes pricing model requires tioenany
to make assumptions with regard to the optionstgthand stock purchased under ESPP during a reggériod
namely, expected life, stock price volatility, exfed dividend yield and risk-free interest rate.

The expected life of options is based on historiledh of Vermillion’s actual experience with theiops it has
granted and represents the period of time thapptiens granted are expected to be outstanding. ddta includes
employees’ expected exercise and post-vesting e¢/mmaot termination behaviors. The expected stoatepri
volatility is estimated using the historical voldi of Vermillion’s common stock for the year erdiBecember 31,
2007. The historical volatility covers a periodttbarresponds to the expected life of the opti®iws.the year ended
December 31, 2006, the Company used a combinatibistorical and peer group volatility for a blemideolatility
in deriving its expected volatility assumption dswed under SFAS No. 123(R) and the SEC’s Staffdmting
Bulletin (“SAB”) No. 107. At that point in time, hCompany made an assessment that blended vglitifitore
representative of future stock price trends thah ysing historical or peer group volatility. Thepected dividend
yield is based on the estimated annual dividenas\termillion expects to pay over the expecteddiféhe options
as a percentage of the market value of Vermilliam@simon stock as of the grant date. The risk-inéerést rate for
the expected life of the options granted is basethe United States Treasury yield curve in eféexof the grant
date.

The expected life of shares purchased under ES§iR fisonths, which corresponds to the offering qerirhe
expected stock price volatility is estimated usingjx-month historical volatility of Vermillion’sammon stock,
which corresponds to the offering period. The expedividend yield is based on the estimated andivadends
that Vermillion expects to pay over the expectésldif shares purchased under ESPP as a percefiitdngernarket
value of Vermillion’s common stock as of the grdate. The risk-free interest rate for the expetitedf the shares
purchased under ESPP is based on the United Stagtasury yield curve in effect as of the beginnifighe offering
period.

The average assumptions used to calculate thedhie of options granted and shares purchasabler E®PP
that were incorporated in the Black-Scholes prigimadel for the years ended December 31, 2007 ad@, 2¢ere as
follows:

Employee Stock

2000 Stock Plar Purchase Plan

2007 2006 2007 2006
Dividend yield —% —% —% —%
Volatility 81.4€% 86.2% 83.3(% 84.5™%
Risk-free interest rat 481% 48(% 4.7¢%  4.9¢%
Expected lives (year: 5.2C 6.07 0.5C 0.5C
Weighted average fair valt $ 855 $9.02 $484 $ 6.3
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The activity related to shares available for gramder the 1993 Plan, 2000 Plan and ESPP for ths yealed
December 31, 2007 and 2006, were as follows:

2000 Employe:

1993 Stock 2000 Stock

Option Plan Stock Plan Purchase Plar Total
Shares available at December 31, 2 — 25,93( 16,65( 42,58(
Additional shares reservt — 130,00 17,00( 147,00(
Options cancele 37,19¢ 274,03 — 311,23
Reduction in shares reserv (37,199 — — (37,199
Options grante: — (156,945 — (156,949
Shares purchast¢ — — (11,029 (11,029
Shares available at December 31, 2 — 273,01¢ 22,62: 295,63¢
Additional shares reservt — 6,525,00! 1,355,21! 7,880,21!
Options cancele 25,91( 153,73! — 179,64!
Reduction in shares reserv (25,910 — — (25,910
Options grante: — (174,77() — (174,77()
Shares purchast¢ — — (4,819 (4,819
Shares available at December 31, 2 — 6,776,98. 1,373,02. 8,150,001

The stock option activity under the 1993 Plan a®d®Plan for the years ended December 31, 2002@0@!,
was as follows (dollars are in thousands, excejghwed average exercise price):

Weighted
Weighted Average
Average Aggregate Remaining
Number of Exercise Intrinsic Contractual
Shares Price Value Term
Options outstanding at December 31, 2 633,35. $ 44.61 $ 28,25¢ 7.71
Granted 156,94! 12.0¢ 1,89(
Exercisec (2,48%) 4,92 (12
Cancelec (311,23) 41.6( (12,949
Options outstanding at December 31, 2 476,58: $ 36.0¢ 17,18¢ 7.6C
Granted 174,771 12.41 2,16¢
Exercisec (2,03)) 11.8¢ (24)
Cancelec (179,649 38.8¢ (6,97¢
Options outstanding at December 31, 2 469,67 $ 26.3C $12,35! 7.72
Shares exercisable
December 31, 200 272,16. $ 36.4¢ $ 9,91¢ 6.84
December 31, 200 304,65 48.52 14,781 6.74
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The range of exercise prices for options outstamdimd exercisable at December 31, 2007, are asvisill

Weighted Weighted Weighted
Average Average Average
Options Exercise Remaining Options Exercise

Exercise Price Outstanding Price Life in Years Exercisable Price
$8.80- $9.00 68,50 $ 8.9¢ 8.1¢ 40,50C $ 9.0C
$9.01- 10.10 47,90( 9.54 9.41 1,294 9.9t
$10.11- $11.63 25,93¢ 10.3¢ 8.8¢ 12,31 10.5(
$11.64- $12.00 75,25( 12.0C 8.34 42,81: 12.0C
$12.01- $13.60 11,46( 13.2¢ 9.0C 98¢ 13.0C
$13.61- $14.70 69,00( 14.7(C 9.3 11,50( 14.7(C
$14.71- $21.90 53,79( 20.4: 7.14 48,52¢ 20.7(
$21.91- $48.60 47,04¢ 37.01 4.8 43,43¢ 37.02
$48.61- $96.00 70,79 86.22 5.61 70,79 86.22
$8.80- $96.00 469,670 $ 26.3( 7.72 272,16: $ 36.4<

The allocation of stock-based compensation expbydenctional area for the years ended Decembe2@d7
and 2006, was as follows (in thousands):

2007 2006
Cost of revenu $— $ 144
Research and developmt 167 337
Sales and marketir 88 321
General and administrati\ _62¢ 81<
Total $87¢  $1,61¢

The Company has a 100% valuation allowance recaoadathst its deferred tax assets, and as a result
SFAS No. 123(R) had no effect on income tax expéntiee consolidated statement of operations or the
consolidated statement of cash flows. As of Decerthe2007, total unrecognized compensation cdstae to
nonvested stock option awards was $1,456,000 anckthted weighted average period over whichekjsected to
be recognized was 2.88 years.

Ciphergen Biosystems, Inc. 401(k)

The Company maintains the Ciphergen Biosystems 4iot(k) Plan (the “401(k) Plan”) for its UnitedaBts
employees. The 401(k) Plan allows eligible emplayteedefer up to an annual limit of the lesser@¥9of eligible
compensation or a maximum contribution amount satltgethe Internal Revenue Service annual conigbutmit,.
The Company is not required to make contributiam$en the 401(k) Plan. As of December 31, 2007 Ctbmpany
has not contributed to the 401(k) Plan.

16. Income Taxes

The Company accounts for income taxes using thditiamethod. Under this method, deferred tax tssed
liabilities are determined based on the differelpe®veen the financial statement and tax basessetsaand
liabilities using the current tax laws and ratealation allowances are established when necetsagguce
deferred tax assets to the amounts expected taliead.

The provision for income taxes was due to foreiggome taxes, which were $163,000 and $152,00(héor t
years ended December 31, 2007 and 2006, respgc
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Based on the available objective evidence, managebsdieves it is more likely than not that the deterred
tax assets will not be fully realizable. Accordipnghe Company has provided a full valuation allos@against its
net deferred tax assets at December 31, 2007.

The components of deferred tax assets (liabilig¢€)ecember 31, 2007 and 2006, were as follows (in

thousands):
2007 2006

Deferred tax asset

Depreciation and amortizatic $ 18,23t  $21,51¢

Other 4,57¢ 4,09z

Research and development and other cr: 3,61( 9,14¢

Net operating lose 17,15: 46,99¢
Total deferred tax asse 43,57: 81,75
Valuation allowanct (43,577 (81,757)
Net deferred tax asse $ — % —
Deferred tax liabilities

Investment in foreign subsidiari $ (259 $ —

The reconciliation of the statutory federal incotae rate to the Company’s effective tax rate fer years
ended December 31, 2007 and 2006, was as follows:

2007 2006
Tax at federal statutory ra Ba% (39%
State tax, net of federal bene (6) —
Foreign los: — (5)
Research and development cre (1) 2
Deferred tax assets not benefi (181) 35
Stock based compensati 1 2
Foreign rate difference and ott — 1
Net operating loss and credit reduction due toi6e&82 limitations 22z _ —
Effective income tax rat 1% 1%

As of December 31, 2007, the Company has net dpgratss carryforwards of $40,332,000 for federad a
$43,730,000 for state income tax purposes. If tibzed, these carryforwards will begin to expire2009 for feder:
purposes and 2008 for state purposes.

As of December 31, 2007, the Company has $2,609006t operation carryforwards from its Japan
operations. If not utilized, this carry forward IAblegin to expire in 2012.

The Company has research credit carryforwards 09800 and $4,918,000 for federal and state incame
purposes, respectively. If not utilized, the fedleearyforwards will expire in various amounts baging in 2017.
The California credit can be carried forward indéély.

The Tax Reform Act of 1986 limits the use of neeéiting loss and tax credit carryforwards in certai
situations where equity transactions resulteddéhange of ownership by Internal Revenue Code 38&nD the
year ended December 31, 2007, the Company condactedly and determined that Comf’s use of its net
operating loss and federal credits is subject o surestriction. Accordingly, the Company reduitedieferred tax
assets and the corresponding valuation allowan&16y826,000. As a result, the net operating losksfaderal
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credit amounts as of December 31, 2007, reflectabgiction on the Company’s ability to use théoperating loss
and credits.

Pursuant to paragraph 31 of SFAS No. 109, a defé¢apeliability should be recognized if the exces®ook
basis over tax basis of an investment in a forsigosidiary is expected to reverse in the foresedahblre. Since
Vermillion is in the process of liquidating all i$ foreign subsidiaries except for Ciphergen Bsteyns KK, the
Company anticipates the basis difference to reviertiee foreseeable future. As such, a deferrediahuity was
recorded for the excess of book basis over théaais of the Company’s investment in those forsigpsidiaries
being liquidated.

17. Fair Value of Financial Instruments

The convertible senior notes carrying value anineded fair value at December 31, 2007 and 2006¢ as
follows (in thousands):

2007 2006
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
4.50% convertible senior notes due September 18 $ 2471 $ 2450 $ 2427 $ 1,45¢
7.00% convertible senior notes due September 11, 16,19¢ 14,85( 16,00 13,20:
Total $18,66. $ 17,30C $18,42¢ $ 14,65]

18. Supplemental Cash Flow Information

The supplemental cash flow information for the geamded December 31, 2007 and 2006, was as follows
(dollars in thousands):

2007 2006
Cash paid during the period for:
Interest $1,807 $1,73:
Income taxe: 214 227
Noncash investing and financing activities
Transfer of fixed assets to (from) inventc $ — $(799

19. Geographic Information

Prior to November 13, 2006, the Company sold itelpcts and services directly to customers in North
America, Western Europe and Japan, and throughhuditirs in other parts of Europe and Asia, andustralia.
Revenue for geographic regions reported belowssdapon the customers’ locations. The following simmary
of the geographic information related to revenuetlie years ended December 31, 2007 and 2006dusémds):

2007 2006
United State: $44 $ 5,15¢
Canade — 972
Europe — 6,98¢
Asia-Pacific = 5,10:¢
Total $44 $18,21¢
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Sales to customers in Japan were 23.4% of revemuibd year ended December 31, 2006. No other ppunt
outside the United States accounted for 10.0% oermbtotal revenue during this period.

Long-lived assets, primarily machinery and equiptnare reported based on the location of the adserts)-
lived asset information by geographic area as aeb@er 31, 2007 and 2006, were as follows (in thods):

2007 2006
United State: $1,93¢ $2,24¢
Europe — 16
Total $1,93¢ $2,26(

20. Subsequent Events

On January 30, 2008, Vermillion renewed its redeandlaboration agreement with JHU. The agreemastan
effective period from January 1, 2008, through Deloer 31, 2010, with automatic one-year extensionsij to
three additional years unless terminated by Veionilbor JHU. Under the terms of the research colatian
agreement, Vermillion is required to pay noncarigel@ontributions of $600,000, $618,000 and $637 {00 the
years ending December 31, 2008, 2009 and 2010s¢teply. In conjunction with the renewed collakara
agreement, Vermillion also amended and restategdtent license agreement with JHU, which grantsniiion an
exclusive worldwide license to any inventions réaglfrom the research related to biomarkers far@n cancer.
Under the terms of the amended and restated datense agreement, Vermillion is required to pagyuei
noncancelable minimum royalties of $50,000 for gearding December 31, 2008, 2009 and 2010, andtiesyan
net sales and sublicensing consideration receiyédebmillion related to ovarian diagnostic testskit

As of March 24, 2008, the Company'’s entire investip®rtfolio of $6,500,000 was invested in auctiate
securities, which failed to settle at auctions fréemuary 1, 2008, to March 24, 2008, due to theeatioverall cred
concerns in the capital markets, and are classifgeavailable-for-sale long-term investments. Tivestment
portfolio at March 24, 2008, consists of $3,902,00@uction rate securities classified as availdbtesale long-
term investments at December 31, 2007, and aniadalit$2,500,000 of auction rate securities puretaturing
January and February 2008, which failed to settluations during March 2008. These auction raterstes
provide liquidity via an auction process that regbe applicable interest rate at predetermineshdalr intervals,
which is generally every 28 days. The failure & #uctions impact the Company’s ability to reatidyidate its
auction rate securities into cash until a futuretian of these investments is successful or théi@ucate security is
refinanced by the issuer into another type of detitument. The Company continues to earn inteneshe
investments that failed to settle at auction, atrttaximum contractual rate. The Company will cargito monitor
the value of its auction rate securities each tampperiod for a possible impairment if a declindair value occur:
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Item 9. Changes in and Disagreements with Accountants orcéenting and Financial Disclosure
None.

Item 9A(T). Controls and Procedures

Disclosure Controls and Procedures/ermillion, Inc. (“Vermillion”; Vermillion and is wholly owned
subsidiaries are collectively referred to as therfpany”), formerly known as Ciphergen Biosystems,,lhas
carried out an evaluation, under the supervisiahvaith the participation of the Company’s managemieicluding
Vermillion’s Chief Executive Officer and Interim @1 Financial Officer, of the effectiveness of tihesign and
operation of the Company’s disclosure controls grmdtedures as of December 31, 2007, as defined in
Rules 13a-15(e) and 15d-15(e) under the SecuHtiesange Act of 1934, as amended (the “Exchang®.Agased
upon that evaluation, Vermillion’s Chief Executi@éficer and Interim Chief Financial Officer conckdithat the
Company'’s disclosure controls and procedures wigzeteve as of December 31, 2007.

Management’s Report on Internal Control over Finah&eporting. The Company’s management is
responsible for establishing and maintaining adegjuriernal control over financial reporting. Adfided in
Rule 13a-15(f) under the Exchange Act, internatirover financial reporting is a process desighgar under
the supervision of a company’s principal executind principal financial officers, and effected bgampany’s
board of directors, management and other persotmptpvide reasonable assurance regarding trebrily of
financial reporting and the preparation of finahstatements for external purposes in accordantieagicounting
principles generally accepted in the United StafeSmerica. It includes those policies and proceduhat:

 pertain to the maintenance of records that in meaisle detail accurately and fairly reflect the sattions an
dispositions of the assets of a compe

 provide reasonable assurance that transactionse@reded as necessary to permit preparation ofi¢iah
statements in accordance with generally accepteauating principles, and that receipts and expenekt of
a company are being made only in accordance witihoaizations of management and board of directbes o
company; an

» provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, ose
disposition of a compar's assets that could have a material effect omigm€ial statement:

Management has assessed the effectiveness of thpa@g’s internal control over financial reporting et
December 31, 2007. In making its assessment ahiateontrol, management used the criteria desgiibéinternal
Control — Integrated Framework” issued by the Cotteriof Sponsoring Organizations (“COS@f)the Treadwa
Commission.

As a result of its assessment, management hasudkatcthat the Company’s internal control over firiah
reporting was effective as of December 31, 2007.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or dete
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjechéorisk that
controls may become inadequate because of chamgesditions, or that the degree of compliance Withpolicies
or procedures may deteriorate.

This Annual Report on Form 10-K does not includetiestation report of the Company’s independent
registered public accounting firm regarding intéic@ntrol over financial reporting. Management'sessment of
the effectiveness of the Company’s internal contkar financial reporting as of December 31, 200&s not
subject to attestation by the Company’s independsgistered public accounting firm pursuant to temapy rules of
the United States Securities and Exchange Commisisad permit the Company to provide only managdimen
report in this Annual Report on Form 10-K.

Changes in Internal Control Over Financial Repogin The Company has made no change in its internal
control over financial reporting that has mateyialffected, or are reasonably likely to materialffect, the
Company’s internal control over financial reportithgring the three months ended December 31, 2007.

Iltem 9B. Other Information

None.
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PART IlI

Item 10. Directors, Executive Officers and Corporate Govente

The information required by this item with respexc¥ermillion, Inc.’s (“Vermillion”) executive offters,
directors, the Audit Committee financial expert dne Audit Committee is incorporated by referenoenfthe
information contained in the section captioned ffoisal No. 1 Election of Three Class Il DirectorExecutive
Compensation and Other Matters - Executive Offiaei2007”, “Board Meetings and Committees — Audit
Committee” and “Audit Committee Report — Sectior{d)@Beneficial Ownership Reporting Compliance” in
Vermillion's definitive Proxy Statement for the &f1, 2008, Annual Meeting of Stockholders (theffiigve
Proxy Statement”).

The information required by this item with respec¥/ermillion’s Code of Ethics are incorporatedreference
from the information contained in the section captid “Board Meetings and Committees — Code of Ethiicthe
Definitive Proxy Statement. The Code of Ethicsviailable to the public on Vermillion’s website at
www.vermillion.com.If Vermillion makes any substantive amendmenth®Gode of Ethics, or grant any waiver,
including any implicit waiver, from a provision tife Code of Ethics to its Chief Executive OfficE€hief Financial
Officer or Corporate Controller, Vermillion will giclose the nature of such amendment or waiversomabsite.

Item 11. Executive Compensatio

The information required by this item with respec¥ermillion, Inc.’s executive officers and direcs is
incorporated by reference from the information e@mdd in the sections captiondgxecutive Officer Compensati
and Other Matters” in Vermillion, Inc.’s definitiieroxy Statement for the June 11, 2008, Annual Mgeif
Stockholders.

Item 12. Security Ownership of Certain Beneficial Owners abnagement and Related Stockholder Matt

The information required by this item is incorpaby reference from the information containechi t
sections captioned “Security Ownership of Certagmé&ficial Owners and Management” in Vermillion, .Iac
definitive Proxy Statement for the June 11, 2008néal Meeting of Stockholders.

Item 13. Certain Relationships and Related Transactions, abitector Independenci

The information required by this item is incorpaby reference from the information containechm $ection
captioned “Audit Committee Report — Certain BusmBelationships and Related Party Transactions” in
Vermillion, Inc’s definitive Proxy Statement fordhlune 11, 2008, Annual Meeting of Stockholders.

Item 14. Principal Accounting Fees and Service

The information required by this Item is incorp@@by reference from the information containechim t
sections captioned “Proposal No. 2 Ratificatiorsefection of PricewaterhouseCoopers LLP as the @aogip
Independent Registered Public Accounting Firm lier Eiscal Year Ended December 31, 2008 — Audit Beds
Non-Audit fees” in Vermillion, Inc.’s definitive Proxgtatement for the June 11, 2008, Annual Meeting of
Stockholders.
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PART IV

Item 15. Exhibits, Financial Statement Schedule

(a) The following documents are filed as part @ thnnual Report on Form 10-K.

1. The following consolidated financial statementd/efmillion, Inc. and subsidiaries are filed as parthis
Annual Report oiForm 1(-K under Part Il ltem — Financial Statements and Supplementary C

Page
Report of Independent Registered Public Accourfing 46
Consolidated Balance Sheets as of December 31,&0)200¢ 47
Consolidated Statements of Operations for the yeaded December 31, 2007 and 2 48
Consolidated Statements of Changes in Stockhol&epsity (Deficit) and Comprehensive Income (Logs) f
the years ended December 31, 2007 and . 49
Consolidated Statements of Cash Flows for the yeadled December 31, 2007 and 2 50
Notes to Consolidated Financial Statem 51

2. All financial schedules have been omitted due &r#dguired information is not applicable, or conéai in
the consolidated financial statements or notestbamder Part Il Item 8 — Financial Statements and
Supplementary Dat:
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Index to Exhibits

Incorporated by Reference

3. Exhibits:

Exhibit

Number Exhibit Description Form
2.1 Asset Purchase Agreement by and 10-Q

2.2

31

3.2

4.1

4.2

4.3

4.4

4.5

4.6

between Invitrogen Corporation

and Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) dated
June 25, 200

Share Purchase Agreement 8-K
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
LumiCyte, Inc. dated May 28,

2003

Second Amended and Restated  S-1
Certificate of Incorporation of
Vermillion, Inc.

Amended and Restated Bylaws of S-1/A
Vermillion, Inc. (formerly

Ciphergen Biosystems, Inc

Form of Vermillion, Inc.’s S-1/A
(formerly Ciphergen Biosystems,

Inc.) Common Stock Certifica:
Indenture between Vermillion, Ir  S-3
(formerly Ciphergen Biosystems,

Inc.) and U.S. Bank National
Association dated August 22, 2C
Indenture between Vermillion, Ir  8-K
(formerly Ciphergen Biosystems,

Inc.) and U.S. Bank National
Association dated November 15,

2006

Preferred Shares Rights 8-A
Agreement between Vermillion,

Inc. (formerly Ciphergen

Biosystems, Inc.) and Continental
Stock Transfer & Trust Company
dated March 20, 20C

Amendment to Rights Agreement 8-K
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Wells Fargo Bank, N.A. dated

July 22, 200¢

Second Amendment to Rights 8-K
Agreement between Vermillion,

Inc. (formerly Ciphergen

Biosystems, Inc.) and Wells Fargo
Bank, N.A. dated September 30,

2005

83

File No.
000-31617

000-31617

333-14635¢

333-32812

333-32812

333-10955¢

000-31617

000-31617

000-31617

000-31617

Exhibit
10.28

2.1

3.1

3.4

4.1

4.1

4.1

4.2

4.4

4.5

Filing Date
August 14, 2001

June 11, 2003

September 27, 201

August 24, 2000

August 24, 2000

October 8, 2003

November 21, 20C

March 21, 2002

July 28, 2005

October 4, 2005

Filed

Herewith
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Exhibit
Number

4.7

101

10.2

10.3
104
10.5

10.6
10.7

10.8
10.9

1Q0.10

1011

10.12

10.13

10.14

Incorporated by Reference

Form

8-K

Exhibit Description

Third Amendment to Rights
Agreement between Vermillion,
Inc. and Wells Fargo Bank, N.A,,
dated September 11, 20

Form of Preferred Stock Purchase S-1
Agreemen

Fourth Amended and Restated
Investors Rights Agreement dated
March 3, 200(

1993 Stock Option Pla S-1
Form of Stock Option Agreeme  S-1/A
2000 Stock Plan and related form S-1/A
of Stock Option Agreemel
Amended and Restated 2000
Employee Stock Purchase P
Ciphergen Biosystems, Inc. 401
Plan

Form of Warran S-1
Employment Agreement between 10-K
Gail Page and Vermillion, Inc.
(formerly Ciphergen Biosystems,
Inc.) dated December 31, 20
Separation Agreement and Rele
between Debra A. Young and
Vermillion, Inc. dated

November 1, 200

Form of Proprietary Information
Agreement between Vermillion,
Inc. (formerly Ciphergen
Biosystems, Inc.) and certain of
employee:

Lease Agreement between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
John Arrillaga, Trustee of the Jo
Arrillaga Survivor’'s Trust and
Richard T. Peery, Trustee of the
Richard T. Peery Separate
Property Trust, dated January 28,
2000, and Amendment No. 1 da
August 8, 200(

Lease Agreement between
Symbion and Ciphergen
Biosystems A/S dated

February 24, 200

MAS License Agreement with
lllumeSys Pacific, Inc. dated

April 7, 1997

File No.
000-31617

Exhibit
10.1

333-32812 10.1

S-1 333-32812 10.2

33:-32812
33:3-32812
333-32812

10.3
10.4
10.5
10-Q

000-31617 10.6

10-K  000-31617 10.7
33332812

000-31617

10.8
10.39

8-K 000-31617 10.1

S-1/A 333-32812 10.9

S-1/A 333-32812 10.12

10-K  000-31617 10.37

S-1/A 333-32812 10.23

84

Filing Date
September 12,

2007

March 20, 2000
March 20, 2000
March 20, 200(
August 24, 200!
August 24, 2000
November 14, 20(
March 22, 2005

March 20, 200(
March 17, 2006

November 5, 200

August 24, 2000

September 27,
2000

March 31, 2003

August 24, 2000

Filed

Herewith
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Exhibit
Number

10.15

10.16

10.17

10.18

10.19

10.20

1021

10.22

Incorporated by Reference

Exhibit Description Form

MAS License Agreement with S-1
Ciphergen Technologies, Inc.
(formerly ISP Acquisition

Corporation) dated April 7, 19¢
Settlement Agreement and Mutual 8-K
General Release by and among
Vermillion, Inc. (formerly

Ciphergen Biosystems, Inc.),
lllumeSys Pacific, Inc., Ciphergen
Technologies, Inc., Molecular
Analytical Systems, Inc.,

LumiCyte, Inc. and T. William
Hutchens dated May 28, 200
Assignment Agreement by and 8-K
among Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.),
lllumeSys Pacific, Inc., Ciphergen
Technologies, Inc., Molecular
Analytical Systems, Inc.,

LumiCyte, Inc. and T. William
Hutchens dated May 28, 200

License Agreement between 8-K
Vermillion, Inc. (formerly

Ciphergen Biosystems, Inc.) and
Molecular Analytical Systems,

Inc. dated May 28, 200z

Collaborative Research Agreem  10-K
between University College

London, UCL Biomedica plc and
Vermillion, Inc. (formerly

Ciphergen Biosystems, Inc.) dated
September 22, 200t

Extension of Term of Service and 10-K
Support Agreement between
Vermillion, Inc. (formerly

Ciphergen Biosystems, Inc.) and
Applied Biosystems/MDS Sciex

dated March 10, 20C

Joint Venture Agreement between S-1
Vermillion, Inc. (formerly

Ciphergen Biosystems, Inc.) and
Sumitomo Corporatio

Distribution and Marketing S-1/A
Agreement between Vermillion,

Inc. (formerly Ciphergen

Biosystems, Inc.) and Ciphergen
Biosystems KK dated March 24,

1999

85

File No.
333-32812

000-31617

000-31617

000-31617

000-31617

000-31617

333-32812

333-32812

Exhibit

10.24  August 24, 2000

99.2

99.3

99.4

10.54

10.43

10.25

10.26

Filing Date

June 11, 2003

June 11, 2003

June 11, 2003

March 17, 2006

March 15, 2004

March 20, 2000

September 22,
2000

Filed

Herewith
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Exhibit
Number

1C.23

10.24

10.25

1C.26

10.27

10.28

Incorporated by Reference

Exhibit Description Form

First Amendment to the Joint 10-K
Venture Agreement between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.),
Sumitomo Corporation, SC
Biosciences Corporation (a
subsidiary of Sumitomo
Corporation) and Ciphergen
Biosystems KK dated March 15,
2002

Second Amendment to Joint
Venture Agreement between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.),
Sumitomo Corporation, SC
Biosciences Corporation (a
subsidiary of Sumitomo
Corporation) and Ciphergen
Biosystems KK dated

November 15, 200

Third Amendment to Joint Ventt
Agreement between Vermillion,
Inc. (formerly Ciphergen
Biosystems, Inc.), Sumitomo
Corporation, SC Biosciences
Corporation (a subsidiary of
Sumitomo Corporation) and
Ciphergen Biosystems KK dated
November 15, 200

Stock Purchase Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
SC Biosciences Corporation dated
August 30, 200:

Registration Rights Agreement
dated August 22, 2003, of
Vermillion, Inc.’s (formerly
Ciphergen Biosystems, Inc.)
4.50% Convertible Senior Notes
due September 1, 20!

Form of Exchange and
Redemption Agreement dated
November 3, 2006, betwe!
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
certain holders of its

4.50% Convertible Senior Notes
due September 1, 20!

10-K

10-K

10-K

S-3

8-K

86

File No. Exhibit Filing Date
000-31617 10.33 March 31, 2003
000-31617 10.34 March 31, 2003
000-31617 10.35 March 31, 2003
000-31617 10.32 March 31, 2003
33310955¢ 10.1 October 8, 2003
000-31617 10.55 November 6, 200

Filed

Herewith
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Exhibit
Number

1C.29

1C.30

1031
1C.32

1C.33

1C.34

10.35

10.36

1C.37

10.38

1C.39

Exhibit Description

Registration Rights Agreement
dated November 15, 2006,
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Initial Purchasers of its

7.00% Convertible Senior Notes
due September 1, 20:

Letter Agreement between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
Oppenheimer & Co. Inc. dated
August 3, 200t

Warrant with Oppenheimer & Co.

Inc. dated August 3, 20(

Warrant with Oppenheimer & Co.

Inc. dated November 15, 20
Engagement Letter between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
Oppenheimer & Co. Inc. dated
August 3, 200t

Asset Purchase Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Pall Corporation dated October
2004

Strategic Alliance Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Quest Diagnostics Incorporated
dated July 22, 200

Stock Purchase Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Quest Diagnostics Incorporated
dated July 22, 200

Letter Agreement between
Vermillion, Inc. and Quest
Diagnostics Incorporated dated
August 29, 200

Warrant between Vermillion, Inc.
(formerly Ciphergen Biosystems,
Inc.) and Quest Diagnostics
Incorporated dated July 22, 20
Memorialization Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Quest Diagnostics Incorporated
dated January 12, 20l

Incorporated by Reference

Form

S-1/A

S-1/A
S-1/A

S-1/A

8-K

8-K

8-K

8-K

87

File No.
000-31617

333-14635¢

33314635«
333-14635¢

333-14635¢

000-31617

000-31617

000-31617

333-14635¢

000-31617

333-14635¢

Exhibit
10.1

10.46

10.47
10.48

10.49

2.1

10.44

10.45

10.38

10.46

10.40

Filing Date
November 21, 20(

November 27, 20(

November 27, 20(
November 27, 20(

November 27, 20(

December 6, 2004

July 28, 2005

July 28, 2005

September 27,
2007

July 22, 2005

September 27,
2007

Filed

Herewith
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Exhibit
Number

10.40

1041

10.42

1043

10.44

10.45

10.46

10.47

10.48

Exhibit Description

Amendment to Warrant between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
Quest Diagnostics Incorporated
dated August 29, 20(C

Credit Agreement between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
Quest Diagnostics Incorporated
dated July 22, 200

Patent Security Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Quest Diagnostics Incorporated
dated July 22, 200

Asset Purchase Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Bio-Rad Laboratories, Inc. dated
August 14, 200t

Amendment to Asset Purchase
Agreement between Vermillion,
Inc. (formerly Ciphergen
Biosystems, Inc.) and Bio-Rad
Laboratories, Inc. dated
November 13, 200

Stock Purchase Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Bio-Rad Laboratories, Inc. dated
November 13, 200

Transition Services Agreement
between Vermillion, Inc. (former
Ciphergen Biosystems, Inc.) and
Bio-Rad Laboratories, Inc. dated
November 13, 2006
Amendment No. 1 to Transition
Services Agreement between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
Bio-Rad Laboratories, Inc. dated
May 11, 2007

Amendment No. 2 to Transition
Services Agreement between
Vermillion, Inc. (formerly
Ciphergen Biosystems, Inc.) and
Bio-Rad Laboratories, Inc. dated
June 15, 200

Incorporated by Reference

Form

8-K

8-K

1l4a

S-1

S-1

S-1/A

S-1

88

File No.
000-31617

000-31617

000-31617

000-31617

33314635¢

33314635¢

33314635¢

333-14635¢

333-14635¢

Exhibit Filing Date
10.2 August 29, 2007
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas
duly caused this report to be signed on its behathe undersigned, thereunto duly authorized.

Vermillion, Inc.

Date: March 31, 2008 /sl Gail S. Page

Gail S. PageDirector, President and Chief Executive
Officer(Principal Executive Officel

Date: March 31, 2008 /sl Qun Zhou

Qun ZhouCorporate Controller and Interim Chief
Financial Officer(Acting Principal Financial and
Accounting Officer)

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Name Title Date
/sl Gail S. Page Director, President and Chief Executive  March 31, 200:
Gail S. Pag Officer (Principal Executive Officer)

/sl Qun Zhou Corporate Controller and Interim Chief ~ March 31, 200
Qun Zhou Financial Officer (Acting Principal Financi

and Accounting Officer

/s/ James R. Rathmann Executive Chairman March 31, 200
James R. Rathmar

/s/ John A. Young Lead Outside Director March 31, 200:
John A. Younc

/s/ Judy Bruner Director March 31, 200:
Judy Brunel

/s/ James S. Burns Director March 31, 200

James S. Burr

/sl Michael J. Callaghan Director March 31, 200:
Michael J. Callagha

/sl Kenneth J. Conway Director March 31, 200:
Kenneth J. Conwa

/sl Rajen K. Dalal Director March 31, 200:
Rajen K. Dala
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Subsidiary

Exhibit 21.0

Vermillion, Inc. Subsidiaries

December 31, 2007

lllumeSys Pacific, Inc

Ciphergen Technologies, In
Ciphergen Biosystems Lt

Ciphergen Biosystems A

Ciphergen Biosystems A

Ciphergen Biosystems K

Ciphergen Biosystems International, |
Ciphergen (Beijing) Biosystems Co., L

State/Country of Incorporation/Formation
California
California
United Kingdom
Denmark
Switzerland
Japar
Delaware
China

Ciphergen Biosystems International, Inc. Subsidiags

Subsidiary

December 31, 2007

Ciphergen Biosystems Gmt
Ciphergen Biosystems S.1
Ciphergen Biosystems EUF

State/Country of Incorporation/Formation
Germany
Italy
France







Exhibit 23.1

Consent of Independent Registered Public Accountingirm

We hereby consent to the incorporation by referémtlee Registration Statements on Forms S-3 (Ri83:139416, 333-109556 and 333-
106434) and Forms S-8 (Nos. 333-133058, 333-122838,117734, 333-113938, 333-105538, 333-89834,63334 and 333-53530) of
Vermillion, Inc. of our report dated March 31, 20@8lating to the consolidated financial statementsch appears in this Form 10-K.

/sl PricewaterhouseCoopers LLP
San Jose, California
March 31, 2008






Exhibit 31.1

Certification of the Chief Executive Officer Pursuant to Section 302 of
The Sarbanes-Oxley Act Of 2002

I, Gail S. Page, certify that:
1. I have reviewed this annual report on Forr-K of Vermillion, Inc.;

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigaaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ agéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant’s other certifying officer(s) andre responsible for establishing and maintainiisgldsure controls and procedures [as
defined in Exchange Act Rules 13a-15(e) and 15@)]1%8fd internal control over financial reportirag [defined in Exchange Act Rules
13e-15(f) and 15-15(f)] for the registrant and hav

(@) Designed such disclosure controls and phaes, or caused such disclosure controls and guoese to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over finaheogporting, or caused such internal control diemcial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) Evaluated the effectiveness of the regitsadisclosure controls and procedures and preséntbds report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change inrdgistrant’s internal control over financial repogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

(@) All significant deficiencies and materiaéaknesses in the design or operation of intern@rabover financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

(b) Any fraud, whether or not material, thatdtves management or other employees who havendisant role in the registrant’s
internal control over financial reportin

Date: March 31, 200 /sl Gail S. Pag
Gall S. Pagt
Director, President and Chief Executive Offi







Exhibit 31.2

Certification of the Chief Financial Officer Pursuant to Section 302 of
The Sarbanes-Oxley Act Of 2002

[, Qun Zhou, certify that:
1. I have reviewed this annual report on Forr-K of Vermillion, Inc.;

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigaaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ agéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant’s other certifying officer(s) andre responsible for establishing and maintainiisgldsure controls and procedures [as
defined in Exchange Act Rules 13a-15(e) and 15@)]1%8fd internal control over financial reportirag [defined in Exchange Act Rules
13e-15(f) and 15-15(f)] for the registrant and hav

(@) Designed such disclosure controls and phaes, or caused such disclosure controls and guoese to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over finaheogporting, or caused such internal control diemcial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) Evaluated the effectiveness of the regitsadisclosure controls and procedures and preséntbds report our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change inrdgistrant’s internal control over financial repogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

(@) All significant deficiencies and materiaéaknesses in the design or operation of intern@rabover financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

(b) Any fraud, whether or not material, thatdtves management or other employees who havendisant role in the registrant’s
internal control over financial reportin

Date: March 31, 200 /s/ Qun Zhot

Qun Zhou
Corporate Controller and Interim Chief FinanciafiGdr







Exhibit 32.0

Certification of the Chief Executive Officer and Chef Financial Officer
Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarban&xley Act of 2002
with Respect to the Annual Report on Form 10-K
for the Year ended December 31, 2007

Pursuant to Section 906 of the Sarbanes-Oxley B2002 (subsections (a) and (b) of section 135@p@dr 63 of Title 18, United States
Code), each of the undersigned officers of Vermilliinc., a Delaware corporation (the “Company®9esl hereby certify, to the best of such
officer's knowledge, that:

1. The Company’s annual report on Form 10-K for tharyended December 31, 2007, (the “Form 10-K”) fallynplies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934, as amended “Exchange A¢’); and

2. Information contained in the Form 10-K fairly pragg in all material respects, the financial coieditand results of operations of the
Company.

Date: March 31, 200 /sl Gail S. Pag

Gail S. Page
Director, President and Chief Executive Offi
(Principal Executive Officer

Date: March 31, 200 /s/ Qun Zhot

Qun Zhou
Corporate Controller and Interim Chief FinanciafiGdr
(Acting Principal Financial and Accounting Office

The certification set forth above is being furnidlas an Exhibit solely pursuant to Section 90thef$arbanes-Oxley Act of 2002 and is not
being filed as part of the Form 10-K or as a sepadesclosure document of the Company or the gargfofficers.



