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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
Xl Annual Report Pursuant to Section 13 or 15(d) of te Securities Exchange Act of 193

For the fiscal year ended December31, 2008.

or

O Transition Report under Section 13 or 15(d) of theSecurities Exchange Act of 193¢

For the transition period from to

Commission File Number: 000-31617

(J VERMILLION

U HEALTH, OUR PASSION

Vermillion, Inc.

(Exact name of registrant as specified in its chaetr)

Delaware 33-059515€
(State or other jurisdiction of (I.LR.S. Employer
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47350 Fremont Blvd. Fremont, California 94538
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Registrant’s telephone number, including area codg510) 226-2800

Securities registered pursuant to Section 12(b) dlie Act: None

Securities registered pursuant to Section 12(g) #fie Act: Common Stock, Par Value $0.001 Per Share

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405e08#turities Act.  Yed No
Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Yes[ No

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Secti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for ssivhrter period that the registrant was requirefilécsuch reports), and (2) has been su
to such filing requirements for the past 90 day¥es [ No

Indicate by check mark whether the registrant hémrstted electronically and posted on its corpokéeb site, if any, every Interactive D
File required to be submitted and posted pursuaRiule 405 of Regulation -during the preceding 12 months (or for such shrqueriod the
the registrant was required to submit and post §iled). Yes O No [

Indicate by check mark if disclosure of delinquéifers pursuant to Item 405 of RegulationKSis not contained herein, and will not
contained, to the best of the registrarkhowledge, in definitive proxy or information &ments incorporated by reference in Part Il @$
Form 10-K or any amendment to this Form 10-KI

Indicate by check mark whether the registrant isrge accelerated filer, an accelerated filer, aroa-accelerated filer. See definition
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check One):

Large accelerated file [ Accelerated file O
Non-accelerated file [0 (Do not check if a smaller reporting compa Smaller reporting compar



Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Bxge Act). Yes[ No

Indicate by check mark whether the registrant Hed &ll documents and reports required to be filgdection 12, 13 or 15(d) of the Secur
Exchange Act of 1934 subsequent to the distributfosecurities under a plan confirmed by a coutes O No

The aggregate market value of voting common stai#t hy nonaffiliates of the Registrant is $5,961,710 andasdd upon the last sales p
as quoted on the NASDAQ Capital Market as of June2808.

As of March 31, 2010, the Registrant had 10,298&86es of common stock, par value $0.001 per shatstanding.
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PART I

Forward Looking Statements

Vermillion, Inc. (“Vermillion”) and its wholly owng subsidiaries (collectively, the “CompanyBas made statements in Part | lIter
“Business”; Part Il Item 7, “Management’s Discussi@nd Analysis of Financial Condition and Result®©perations”; and other sections
this Annual Report on Form 10-K that are deemedvéwd{ooking statements for purposes of the safe hagvowisions under the Privs
Securities Litigation Reform Act of 1995. The Compelaims the protection of such safe harbor, argtldims any intent or obligation
update any forward-looking statement. You can ifletitese statements by forward-looking words sastmay”, “will”, “expect”, “intend” ,
“anticipate”, “believe”, “estimate”, “plan”, “could ", “should” and “continue” or similar words. Thesdorward4ooking statements may a
use different phrases. The Company has based thegard-looking statements on management’s (“welis” or “our”) current expectatior

and projections about future events. Examplesrmafdod-looking statements include the following staents:
» projections of the Compa’s future revenue, results of operations and finalnodndition;
« anticipated efficacy of Vermilli’ s products and Vermilli’' s product development activities and product intioves;
e competition and consolidation in the markets inchiithe Company compete
» existing and future collaborations and partnershi
» the utility of biomarker discoverie
» our belief that biomarker discoveries may have dagiic and/or therapeutic utility
« our plans to develop and commercialize diagnostitstthrough Vermillic's strategic alliance with Quest Diagnostics Incaiqdec
(“Ques”);
« our ability to comply with applicable governmenguéations;
» our ability to expand and protect Vermilli's intellectual property portfolic
* anticipated future losse:
» expected levels of expenditur
» expected market adoption of our diagnostic testduding that of the OVAL1™ ovarian tumor triagettghe” OVAL Te<");
» our ability to obtain reimbursement for our diagtiogests, including the OVAl Te
» forgiveness of the outstanding principal amountthefsecured line of credit by Que
» our ability to relist our common stock on the NASD@Ilobal Market or other national securities excganand
* market risk of the Compa’s investment:

These statements are subject to significant risksuancertainties, including those identified in Paltem 1A, “Risk Factors”that could caus
actual results to differ materially from those profed in such forwartboking statements due to various factors, inclgdaur ability tc
generate sales after completing development of diagnostic products; our ability to manage the Camy's operating expenses and ¢
resources that is consistent with our plans; oulligbto secure adequate funds on acceptable tedorexecute our business plan; our abilit
develop and commercialize diagnostic products ubiaily Vermillions internal and external research and developmesoueces; our abilit
to obtain market acceptance of VermillisnOVALl Test or future diagnostic products, inclgdiie risk that our products will not
competitive with products offered by other compsynie that users will not be entitled to receiveqdate reimbursement for our products f
third party payers such as private insurance conigsrand government insurance plans; our abilitysteccessfully license or otherw
successfully partner with third parties to commalize our products; our ability to obtain any regtdry approval for Vermilliors future
diagnostic products; our ability to protect and pmote Vermillion’s proprietary technologies, and @lnility to relist Vermillions shares on tt
NASDAQ Global Market or on other national secustExchange. We believe it is important to commumioar expectations to Vermilli’s
investors. However, there may be events in theduhat we are not able to accurately predict oattive do not fully control that could cai
actual results to differ materially from those egpsed or implied in the Company’s forward-lookitegements.
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Item 1. Business
Company Overview

Vermillion, Inc. (“Vermillion”; Vermillion and itswholly owned subsidiaries are collectively refertedas the “Company"yas originall
incorporated in California on December 9, 1993,arrttie name Abiotic Systems. In March 1995, Abi&jystems changed its corporate n
to Ciphergen Biosystems, Inc. and subsequentlyuoe 21, 2000, it reincorporated in Delaware. Uridlemame of Ciphergen Biosystems, |
Vermillion had its initial public offering on Septdber 28, 2000, and began trading on the NASDAQ dvati Market. On August 21, 20t
Ciphergen Biosystems, Inc. changed its corporateeni® Vermillion, Inc., which reflects the traneiti of the Company from its historic ro
as a proteomics research products business toed diagnostic test development and commercialinabigsiness. Additionally, Vermillion h
a 1 for 10 reverse stock split of Vermilliancommon stock effective at the close of businesMarch 3, 2008. Accordingly, all share and
share amounts were adjusted to reflect the imgatiecl for 10 reverse stock split in this AnnuapRrt on Form 10-K.

The Company is dedicated to the discovery, devetopinand commercialization of novel hightue diagnostic tests that help physic
diagnose, treat and improve outcomes for patiafgsmillion’s tests are intended to guide decisions regarditigri treatment, which m
include decisions to refer patients to specialigtgperform additional testing, or to assist in #adection of therapy. A distinctive feature
Vermillion’s approach is to combine multiple markers into regls, reportable index score that has higher disfimaccuracy than
constituents.

Management (“we”, “us” or “our"foncentrates its development of novel diagnostitsta the fields of oncology, hematology, cardiyl@nc
women’ health, with the initial focus on ovarian candéermillion also intends to address clinical quess related to early disease detec
treatment response, monitoring of disease progresgirognosis and others through collaborations vigading academic and rese:
institutions such as its strategic alliance agregmgth Quest Diagnostic Incorporated (“Quest”).

Vermillion’s lead product is the OVA1™ ovarian tumoiage test (the “OVA1 Test"Wwhich was cleared by the United States Food and
Administration (the “FDA”)on September 11, 2009. The OVAL1 Test addressemaa whmet clinical need, namely the presurgicaitifieation
of women who are at high risk of having a malignawdrian tumor. Numerous studies have documentetheénefit of referral of these won
to gynecologic oncologists for their initial surgePrior to the clearance of the OVAL Test, no bldest had been cleared by the FDA
physicians to use in the presurgical managemenotafian adnexal masses. The OVA1 Test is a quabtaerum test that utilizes five w
established biomarkers and proprietary FEl&ared software to determine the likelihood ofigredncy in women with a pelvic mass for wt
surgery is planned. The OVAL Test was developeolutyin large preslinical studies in collaboration with numerous @emaic medical cente
encompassing over 2,500 clinical samples. The OV&dt was fully validated in a prospective muakinter clinical trial encompassing 27 <
reflective of the diverse clinical centers at whimvarian adnexal masses are evaluated. The redulte clinical trial demonstrated that
OVA1 Test, in conjunction with clinical evaluatiowas able to identify over 90% of the malignantreasa tumors and to rule out malignau
(negative predictive value, or “NPV”") with over 908értainty.

The OVAL Test was launched on March 9, 2010, bysQueder the terms of its strategic alliance witlriillion at a list price of $650 for ec
OVAL Test. On March 11, 2010, the Medicare contmiat¢tighmark Medicare Services announced that itldi@over the OVAL Test in i
reimbursement program. On May 10, 2010, Questiadti¥’ermillion that Highmark Medicare Services gjuicating to Quest the OV/
claims in the amount of $516.25 for each OVAL Test.

In addition to the OVAL Test, Vermillion has devefent programs in other clinical aspects of ovadancer as well as in peripheral arte
disease (“PAD")In the field of peripheral arterial disease, Vetimil has identified candidate biomarkers that malp tio identify individual
at high risk for a decreased ankle-brachial indmxes, which is indicative of the likely presencepefipheral arterial disease.

Current and former academic and research institsitibat Vermillion has or has had collaborationthwiclude The Johns Hopkins Univer:
School of Medicine (“JHU"); The University of Tex&.D. Anderson Cancer Center (“M.D. Anderson”); arisity College London (“UCL);
The University of Texas Medical Branch (“UTMB"fhe Katholieke Universiteit Leuven; Clinic of Gymdogy and Clinic of Oncolog
Rigshospitalet, Copenhagen University Hospital ¢$Riospitalet”); The Ohio State University ReseaFsdundation (“OSU”); Stanforc
University (“Stanford”); and the University of Karaky (“UK”).
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On March 30, 2009, Vermillion filed a voluntary fiein for relief (the “Bankruptcy Filing”under Chapter 11 of the United States Bankrt
Code in the United States Bankruptcy Court for Ehstrict of Delaware (the “Bankruptcy Court"subsequently, on January 22, 2010,
confirmation order issued by the Bankruptcy Coarteépproving Vermillions Second Amended Plan of Reorganization under €haptof th
United States Bankruptcy Code dated January 5,,A8® “Plan of Reorganizationt)ecame final and all conditions precedent to Jan2a
2010, were satisfied or waived. Accordingly, then@pany has emerged from bankruptcy under Chapter 11.

The Diagnostics Market

The economics of healthcare demand improved allwtadf resources. Improved allocation of resourcas be derived through dise
prevention, early detection of disease leadingattyantervention, and diagnostic tools that caage patients to more appropriate therapy
intervention. According to the May 2009 In Vitrodginostics Market Analysis 200324 report, the worldwide market for in vitro diegtic:
(“IvDs”) in 2008 was approximately $40.0 billion.idfongain predicts that the market will generatertye$60.0 billion in 2014.

Vermillion has chosen to concentrate primarily lie tareas of oncology, hematology, cardiology andnerms health. Demographic trer
suggest that, as the population ages, the burden these diseases will increase and the demanduality diagnostic, prognostic a
predictive tests will increase. In addition, th@seas generally lack quality diagnostic tests #imelefore, we believe patient outcomes ca
significantly improved by the development of nosignostic tests.

Vermillion’s focus on translational proteomics enables itdidr@ss the market for novel diagnostic tests timatilsaneously measure multi|
protein biomarkers. A protein biomarker is a pnotei protein variant that is present at greatdesser concentrations in a disease state ve
normal condition. Conventional protein tests measusingle protein biomarker whereas most diseagesomplex. We believe that effort:
diagnose cancer and other complex diseases hded failarge part because the disease is heterogsre the causative level (i.e., n
diseases can be traced to multiple potential gfie) and at the human response level (i.e., eaifidual afflicted with a given disease «
respond to that ailment in a specific manner).

Consequently, measuring a single protein biomarikieen multiple protein biomarkers may be alteredaimomplex disease is unlikely
provide meaningful information about the diseasgestWe believe that our approach of monitoring emhbining multiple protein biomarke
using a variety of analytical techniques will alldvermillion to create diagnostic tests with suffiet sensitivity and specificity about
disease state to aid the physician consideringnerat options for patients with complex diseases.

Ovarian Cancer

Background. Commonly known as the “silent killergvarian cancer leads to approximately 15,000 dea#fth year in the United Sta
Approximately 20,000 new ovarian cancer cases mgndsed each year, with the majority of the patiém the late stages of the diseas
which the cancer has spread beyond the ovary. timfately, ovarian cancer patients in the late staifehe disease have a poor progn
which leads to the high mortality rates. Accordioghe American Cancer Society, when ovarian caiscdragnosed at its earliest stages
patient has a year survival rate of 93%. Ovarian cancer patidatge up to a 90% cure rate following surgery andfmmotherapy if detect
in stage 1. However, only 19% of ovarian canceiep# are diagnosed before the tumor has spreaideuthe ovary. For ovarian can
patients diagnosed in the late-stages of the disdlas 5-year survival rate falls to 18%.
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While the diagnosis of ovarian cancer in its eatlistages greatly increases the likelihood of saitvirom the disease, another factor
predicts survival from ovarian cancer is the sdemgd training of the surgeon who operates on tharian cancer patient. Numerous stu
have demonstrated that treatment of malignant amatimors by specialists such as gynecologic ogtst® or at specialist medical cen
improves outcomes for women with these tumors. iBlabtl guidelines from the Society of Gynecologicc@agists (the “SGO”and thi
American College of Obstetricians and Gynecologighe “ACOG”) recommend referral of women with malignant ovartamors tc
specialists. Unfortunately, today, only about ohiedt of women with these types of tumors are ometain by specialists, in part becaus
inadequate tests and procedures that can identity malignancies with high sensitivity. Accordinggn unmet clinical need is a diagnostic
that can provide adequate predictive value toistrpatients with a pelvic mass into those withighhrisk of invasive ovarian cancer ver
those with a low risk of ovarian cancer, whichssential for improving overall survival in patientg&h ovarian cancer.

Although ovarian adnexal tumors are relatively camnmmalignant tumors are less so. Screening stumdies indicated that the prevalenc
ovarian adnexal tumors in postmenopausal womerbeas high as 5 percent. Ovarian adnexal tumorthatght to be even more commo!
premenopausal women, but there are more pessistent, physiologic ovarian tumors in this dgmaphic. Using census estimates
110 million women over the age of 18 and a 5% pene rate, this implies that over five million wemare experiencing ovarian adnt
tumors at any given time. Although many of thesendbpresent to the physician or are not conceraimgugh to warrant surgery, those the
require evaluation of the likelihood of malignancy.

The ACOG and the SGO have issued guidelines to pigigicians evaluate ovarian adnexal tumors foignahcy. These guidelines take |
account menopausal status, CA125 levels, and plyaie imaging findings. However, these guidelinage notable shortcomings becaus
their reliance on tools with certain weaknessesstMmtably, the CA125 blood test, which is cleabgdthe FDA only for monitoring fc
recurrence of ovarian cancer, is absent in up % B60early stage ovarian cancer cases. Moreovel, 26A&an be elevated in diseases other
ovarian cancer, including benign ovarian tumors andometriosis. These shortcomings limit the CAbZind tests utility in distinguishin
benign from malignant ovarian tumors or for usedatection of early stage ovarian cancer. Transwehgiitrasound is another diagno
modality used with patients with ovarian tumorste#pts at defining specific morphological critetti@t can aid in a benign versus malig!
diagnosis have led to the morphology index andrigie of malignancy index, with reports of #0% predictive value. However, ultraso!
interpretation can be variable and dependent orefperience of the operator. Accordingly, the AC@®& SGO guidelines perform o
modestly in identifying early stage ovarian caneaed malignancy in presenopausal women. Efforts to improve detection aficer b
lowering the cutoff for CA125 (the “Modified ACOGED Guidelines”)provide only a modest benefit, since CA125 is absegertain type
of epithelial ovarian cancer and is poorly detedteearly stage ovarian cancer.

Clinical Development To address this clear unmet clinical need, Vdionilinitiated an ovarian cancer biomarker discgyatogram. In Augu:
2004, Vermillion, along with collaborators at JHUCL and M.D. Anderson, reported in@ancer Researclpaper the discovery of thi
biomarkers that, when combined with CA125, providédher diagnostic accuracy for early stage ovadancer than other biomarke
including CA125 alone. The three biomarkers thatrMiion reported in the August 200@ancer Researcipaper formed the basis of
expanded panel of biomarkers that together haveodstrated risk stratification value in a seriesstaidies involving over 2,500 clinic
samples from more than five clinical sites. Dataspnted at the June 2006 Annual Meeting of the AsaerSociety of Clinical Oncoloy
demonstrated the portability of this biomarker pasm®ong different clinical groups, indicating it®tpntial validity across various test
populations. Data presented at the March 2007 Ankigeting of the SGO described results from a cblstudy. Vermillion was able
demonstrate in 525 consecutively sampled womerngrafisant increase in the positive predictive valusing its biomarker panel over
baseline level. This translates into the potertbagénrich the concentration of ovarian cancer castesred to the gynecologic oncologist
more than twofold.
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OVAL1™ Ovarian Tumor Triage Testin January, 2007, Vermillion commenced its ma#nter prospective clinical trial to demonstrate
clinical performance and utility of its OVAL1 Testhich was developed based on the studies descabede. The clinical study populat
came from institutions with primary care physiciaggnecologists (“non-GO”), and/or gynecologic ologists (“GO”). The clinical stud
subject enrollment centers were representativasiitutions where ovarian tumor subjects potentiaidergo a gynecologic examination.
specimens were collected at 27 demographically dhsites that included large and small medical gsngeniversities/community hospita
clinics that specialize in women'health, small gynecology/obstetrics groups, gglugy/oncology practices, and HMO groups.
performance of the OVA1 Test was determined basebllé evaluable subjects who underwent surgergrtove a documented ovarian tul
and for whom a pathology result was available. Rinyss were asked, based on the information thely Waich included physical, radiolog
and laboratory results, whether they believed titeept had cancer (“Clinical AssessmenPhysicians were not provided with the OVA1 ~
score in making this determination. After surgehg specimen was examined by a surgical patholpgistoutine clinical practice. The abi
of physicians to predict malignancy without the OVAest was compared to the ability of physiciantherOVAL Test (“Dual Assessment)
predict malignancy. With Dual Assessment, whichluded the OVAL Test, 80.0% of cancers missed byiaiin impression alone we
detected. Dual Assessment, which included the OVAdt, had greater sensitivity and negative pradictalue than Clinical Assessment al
and both metrics of clinical performance were d®@%. Vermillion obtained FDA clearance of the OVA&st on September 11, 2009.
OVAL Test is the first and only FDA-cleared testom used in the predrgical evaluation of ovarian adnexal tumors. Aiddally, the OVA!
Test is the first and only protein-based in vitiaghostics multivariate index assay (“IVDMIA”) clesl by the FDA.

Results from the clinical trial were presentedra 2010 Annual Meeting of the SGO. One presentatiemonstrated that the ACOG/S
guidelines detected only 77% of ovarian malignasmcad that the Modified ACOG/SGO Guidelines impabwietection to only 80¢
Moreover, detection of early stage ovarian cancas anly 47%. A second presentation demonstrataditbdOVAL Test, in conjunction wi
clinical impression, improved detection of maligongrto 92% from 72% using clinical impression alamong patients evaluated by non-
gynecologic oncologists. Among these patients,dliete of stage | ovarian cancer was 79%.

Health economic analysis indicates that anticipsienefits of the OVAL Test include 1) more appraferireferrals of women with high risk
malignancy to a gynecologic oncologist and fewéerrals of women at low risk of malignancy; 2) fewsecond surgeries as a result o
initial surgery by a generalist on a woman with alignant tumor; 3) reduced need for a backup surdee. specialist) during a surgery k
generalist; 4) more appropriate and efficient adsiriation of intraperitoneal chemotherapy; 5) longervival, associated with better quality
life. Studies directed at demonstrating these hsnafe currently being planned.

Other ovarian cancer indicationsAdditionally, Vermillion has identified markerbdt may assist physicians in determining prognasi¥/o
recurrence. These markers require additional vididawhich is planned for the years ending Decandige 2010 and 2011.

Peripheral Arterial Disease

Peripheral arterial disease (“PADigpresents atherosclerosis of the lower extremdigs is generally reflective of systemic atherastle
disease and is therefore a risk factor for adveesdiac events such as myocardial infarction anokst. This disease affects between 8-
12 million Americans, and the number of people da@ged with PAD is expected to increase concurrenitiy the rising number of peoj
diagnosed with diabetes. The American Heart Astiotiaand the American College of Cardiology havenitified three demographics at |
for PAD: smokers 50 years of age or older; dialseti®0 years of age or older; and the elderly 70 sy@arage or older. Collectively, tl
represents tens of millions of Americans.

PAD is most commonly diagnosed using the ankletiehéndex (“ABI”), which is performed using a handheld Doppler. Blpoglssures a
measured in the arm and at the ankles and the(eatide/arm) is calculated. Naffected individuals should have a ratio of 0.@rater, whil
individuals with a ratio of less than 0.9 are deflnas having PAD. Although the ABI has good sevigjtiand specificity for PAD, i
implementation into routine clinical practice haseh hampered by poor physician adoption, genebalbause of the need to utilize spe
equipment by a specially trained technician andrtéed to have the patient lie supine prior to thmiaistration of this test. Additionall
studies have shown that the ABI is often perfornrembrrectly. Therefore, a blood test that can beemutinely implemented would
beneficial in identifying people at increased risk PAD.

In collaboration with Dr. John Cooke at Stanfor&rMillion has performed both an initial discovetydy and a first validation study that
resulted in the identification blood markers thatild assist in the diagnosis of PAD. These findifagm the basis of a novel blood diagna
test for PAD.

The results of these studies, including the pubbtcaof two blood markers for PAD, were publishedtihe August 2007 olire issue of th
peer-reviewed journaCirculation, which is published by the American Heart Assadoia(the “AHA”). Independent validation of these ini
findings was subsequently published in the peeievesd journaNVascular Medicinegn 2008. This study, which encompassed 540 indids!
confirmed the elevation of the two biomarkers irbjsats with PAD. Moreover, the study showed thgtamel of markers improved 1
identification of subjects with PAD and was compéertary to available data, including the AHA rislose In this study, subjects witt
moderate AHA risk score but elevated PAD biomarkesre had almost an 8 times increased likelihootlasing PAD than if they had
normal PAD biomarker score.
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Ongoing efforts are aimed at further validating sthebiomarkers in combination with additional cavdiecular biomarkers as well a
prospective study in a general practice settingesDhas accepted the PAD test as a developmentapmognder the terms of the Amen
Strategic Alliance Agreement.

Thrombotic Thrombocytopenic Purpura

The functional activity of proteins is often modigld by changes in its structure. Conventional aggtes to assay proteins vary in their at
to detect these changes, and may depend on théidpeof the antibody to the original or alterddrms of the proteins. Additionally,
conventional assay may inadvertently measure oméyform of a protein while many other forms of thistein exist. Vermillions use of ma:
spectrometry has advantages over traditional amgpgoaches due to its ability to distinguish twarmre highly related protein species bs
on molecular mass, or in combination with chromedpyic separation tools, such as with ProteinChigya, based on biochemical proper
Because most traditional assay approaches rebtlgtdn using antibodies to capture the intendesimairker, protein forms with a comn
epitope are not readily distinguished. For examplermillion is specifically addressing thrombotierémbocytopenic purpura (“TTP”g
hematologic disease that affects mostly women aradresult of a deficiency in the A disintegrin andtalloproteinase with a thrombospor
type 1 motif, member 13 (“ADAMTS13"¢nzyme. This disease affects approximately 1,00@raans annually and is life threatening in
absence of appropriate treatment, which is usyaligmaphoresis. Undertreatment can lead to inadeas®tality from the disease wh
overtreatment wastes precious resources. In addpatients with TTP need to be monitored for cihiresponse to therapy. Current assay:
on unwieldy western blots or alternately immunoplehich are both low throughput and poorly quatitra Vermillion's assay measures
product of the enzymatic reaction for ADAMTS13 emwy directly, provides the quantitation necessaryigtinguish TTP from oth
thrombocytopenic diseases, evaluates patient respdo therapy, and monitors patients during @diniemission to prevent recurrences of
disease. OSU is now offering the diagnostic testfinical use as the laboratory developed tesD{TL).

Commercialization

Vermillion expects to commercialize and sell diagtimtests (which may consist of reagents and/dr@pprietary software) in one or bott
two phases. One phase, referred to as the LDT phé@sevolve the sale of certain reagents (whiohy be in the form of proprietary softwe
to certain customers coupled with the grant to suestomer of a sublicense to utilize the reagera laboratorydeveloped test using t
methodology covered by the relevant license(s)inbthfrom Vermillions collaborators. An LDT would comprise multiple geats (such
assay test kits, software, or other reagents), safimehich would be supplied by Vermillion, and wdube utilized by clinical laboratories
develop and perform “home brewdboratory tests in laboratories federally reguateder the Clinical Laboratory Improvement Amendte
of 1988 (“CLIA"). In the other phase, referred totae IVD phase, Vermillion plans to sell FOxfeared devices (which may comprise muli
reagents such as assay test kits, software, or @hgents).

On July 22, 2005, Vermillion entered into a thyemar strategic alliance agreement with Quest toeldbgvand commercialize up to th
diagnostic tests. This agreement was amended ayb&rc?, 2009, with a renewal of the three yearesteity relationship. Under this strate
alliance agreement, Quest has the exclusive r@petform up to three laboratory tests of its d@ac To date, Quest has selected two t
including the OVAL test and the PAD test currenthder development. Quest will have the exclusightrfor up to five years, followir
commercialization of each respective diagnosti¢ téfs (the “Exclusive Period”)to perform such laboratory tests and market sofl
purchased from Vermillion in the United States, Mexthe United Kingdom and other countries where§ operates a clinical laboratc
and non-exclusive rights to commercialize thesgmtatic test kits in the rest of the world, subjech royalty payable to Vermillion.
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During the LDT phase for a given LDT, and for asdas the Exclusive Period continues, Vermilliofi s&ll reagents and grant rights to uti
such reagents in a laboratory developed test tesiQuel other reference laboratories, hospitalsmaedical clinics in countries where Qu
does not operate a clinical laboratory. Once thB Pphase begins for a given LDT in the Exclusivei®rthe Company will sell the FDA-
cleared IVD test kit to Quest. At the end of theclsive Period with respect to any IVD test kit,&3ts exclusive right to perform laborat:
tests using such diagnostic test kits will becorme-exclusive. In addition to continuing to sell IVDfsgare to Quest, the Company will a
sell IVD test kit to commercial clinical laborates in the United States, Mexico, the United Kingdeamd other countries, which were exclu:
to Quest during the Exclusive Period. In additionwtorking through Quest, Vermillion intends to sgqektnerships for commercializat
purposes with traditional IVD companies and/or valinical reference labs in territories where Quirsts not have exclusive rights.

In the instance of the FDA&leared OVA1 Test, Vermillion sells Quest a licetsese the OvaCalc™ software. Each instance oiceli use (i.¢
a reported result for the purpose of providingsuheto a patient) is recorded and Quest pays Mkomion a per-test basis.

Customers

In the United States, the IVD market can be segetkeirtto three major groups: clinical reference fabaries, the largest of which are Qu
and Laboratory Corporation of America; hospitaldediories; and physician offices. Initially, subgtally all of Vermillion’s revenue in tt
United States will be generated through clinicdemence laboratories, and Quest will be the majmtamer. Vermillion will attempt -
penetrate hospital laboratories and physician e$fiavhen appropriate. Outside the United Statesrddories may become customers, e
directly with Vermillion or via distribution relathships established between Vermillion and autledriistributors.

Research and Development

Vermillion’s research and development efforts center on gudéry and validation of biomarkers and combimetiof biomarkers that can
developed into diagnostic assays. Vermillion dds predominantly through collaborations it haskbshed with academic institutions suc
JHU, Rigshospitalet, and Stanford as well as thinoz@ntract research organizations (“CRQO’s”) sucResisionMed.

Scientific Background

Genes are the hereditary coding system of liviggoisms. Genes encode proteins that are respoifsitdellular functions. The study of gel
and their functions has led to the discovery of m@tgets for drug development. Industry sourceisn@se that, within the human genome, tl
are approximately 30,000 genes. Although the prmsiructure of a protein is determined by a gehe, dctive structure of a proteir
frequently altered by interactions with additiogahes or proteins. These subsequent modificatemstrin hundreds of thousands of diffe
proteins. In addition, proteins may interact witteanother to form complex structures that arenaltely responsible for cellular functions.

Genomics allows researchers to establish the oektip between gene activity and disease. Howewany diseases are manifested not &
genetic level, but at the protein level. The cortgpltructure of modified proteins cannot be deteediby reference to the encoding gene a
Thus, while genomics provides some information alwbiseases, it does not provide a full understapdihdisease processes. Vermilliol
focused on converting recent advances in proteomioslinically useful diagnostic tests.

Relationship Between Proteins and Diseases

The entire genetic content of any organism, knowitsagenome, is encoded in strands of deoxyribleiweacid (“DNA”). Cells perform the
normal biological functions through the genetictinstions encoded in their DNA, which results ie goroduction of proteins. The proces
producing proteins from DNA is known as gene exgi@sor protein expression. Differences in livinganisms result from variability in th
genomes, which can affect the types of genes esgdesind the levels of gene expression. Each celnoforganism expresses c
approximately 10% to 20% of the genome. The typeaf determines which genes are expressed andrttoaint of a particular prote
produced. For example, liver cells produce diffénqamoteins from those produced by cells found ia tieart, lungs, skin, etc. Proteins pl:
crucial role in virtually all biological processéangcluding transportation and storage of energynime protection, generation and transmis
of nerve impulses and control of growth. Diseasay bre caused by a mutation of a gene that altpretain directly or indirectly, or alters
level of protein expression. These alterationsringg the normal balance of proteins and createadis symptoms. A protein biomarker
protein or protein variant that is present in aagge or lesser amount in a disease state versosrahcondition. By studying changes in pro
biomarkers, researchers may identify diseases poothe appearance of physical symptoms. Histdyicaésearchers discovered pro
biomarkers as a byproduct of basic biological disesesearch, which resulted in the validation Iseaechers of approximately 200 pro
biomarkers that are being used in commerciallylaibe clinical diagnostic products.
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Limitations of Existing Diagnostic Approaches

The IVD industry manufactures and distributes patdlihat are used to detect thousands of individoaiponents present in human der
specimens. However, the vast majority of theseyasase used specifically to identify single protéiomarkers. The development of r
diagnostic products has been limited by the comtylex disease states, which may be caused or cteized by several or many protein:
postiranslationally modified protein variants. Diagriosissays that are limited to the detection ofralsi protein often have limitations
clinical specificity (true negatives) and sensttiv{true positives) due to the complex nature ohynaiseases and the inherent biolog
diversity among populations of people. Diagnostiocdoicts that are limited to the detection of a Ergrotein may lack the ability to det
more complex diseases, and thus produce resuttardainacceptable for practical use. The heterigeaf disease and of the human resp
to disease often underlies the shortcoming of sibgdmarkers to diagnose and predict many diseasesately.

Vermillion’s Solution

Vermillion’s studies, particularly in ovarian cancer, havesgiVermillion a better understanding of both theedse pathophysiology and
host response. By using multiple biomarkers, Vdiamilis able to better characterize the diseaseharst response heterogeneity. In addi
by examining specific biomarkers with greater rasoh, for example, pogtanslational modifications, we believe Vermillioan improve th
specificity of its diagnostic biomarkers becausesth modifications reflect both the pathophysiolagyg host response. This is accomplit
using novel protein analysis tools coupled with timatiate statistical analysis software to identifymbinations of specific biomarkers leac
to commercialization of disease-specific assays.

Vermillion is applying translational proteomics easch, development tools, and methods to analyaedical information in an attempt
discover associations between proteins, proteirants, proteinprotein interaction and diseases. Vermillion intehal develop new diagnos
tests based on known and newly identified protearkers to help physicians predict an individegredisposition for a disease in orde
better characterize, monitor progression of andcsedppropriate therapies for such disease. Ourigda develop novel diagnostic tests
address unmet medical needs, particularly in §tmagj patients according to the risk of developmglisease, having a disease or faili
specific therapy for a disease.

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

Issue Solution

Heterogeneity of disea: Emphasis on mu-biomarker panel

Poorly validated biomarke Expertise in study design incorporating internald aexterne
validation

Large mult-site studie:

Protein pos-translational modifications that reduce specificfyassay: Mass spectrometry based assays to quantitate e-specific forms

Addressing the Heterogeneity of Disease

Our strategy is to create a diagnostics paradigrhithbased on risk stratification, multigd@marker testing and information integration.
strategy is based on the belief that any specifeabe is heterogeneous and, therefore, relyirggingle disease biomarker to provide a sil
“yes-no” answer is likely to fail. We believe that efforts diagnose cancer and other complex diseases hdgd in large part because
disease is heterogeneous at the causative levehingethat most diseases can be traced to mulpiplential etiologies, and at the hur
response level, meaning that each individual afticwith a given disease can respond to that ailirmea specific manner. Consequer
diagnosis, disease monitoring and treatment dewsean be challenging. This heterogeneity of deseasl difference in human respons
disease and/or treatment underlies the shortconofigingle biomarkers to predict and identify magigeases. A better understandin
heterogeneity of disease and human response isssgdor improved diagnosis and treatment of ndisgases.
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Validation of Biomarkers Through Proper Study Desig

Analysis of peereviewed publications reveals almost daily repaoftsiovel biomarkers or biomarker combinations aisged with specifi
diseases. Few of these are used clinically. As witig discovery, preliminary research results failcanvass sufficient variation in stt
populations or laboratory practices and, thereftine, vast majority of candidate biomarkers failb® substantiated in subsequent stu
Recognizing that validation is the point at whicbshbiomarkers fail, our strategy is to reduceattgtion rate between discovery and clin
implementation by building validation into the disery process. Biomarkers fail to validate for antwer of reasons, which can be broi
classified into pre-analytical and analytical fastoPreanalytical factors include study design that does mimic actual clinical practic
inclusion of the wrong types of control individualed demographic bias (usually seen in studieshictwsamples are collected from a sii
institution). Analytical factors include poor cooltrover laboratory protocols, inadequate randoriopabf study samples and instrumenta
biases (for example, higher signal early in theeeixpental run compared to later in the experimenma). Finally, the manner in which the ¢
are analyzed can have a profound impact on thahibty of the statistical conclusions.

When designing clinical studies, Vermillion begimih the clinical question, since this drives tt@whstream clinical utility of the biomarke
With the starting point of building validation inttve discovery process, Vermillion designs its Esido include the appropriate cases
control groups. Vermillion further incorporates amitial validation component even within the diseoy component. Vermillion places
emphasis on muliistitutional studies, inclusion of clinically reent controls, using qualified and trained opematorrun assays and coll
data. For example, in an August 2004 cancer resqaper, which describes the first three biomarketse ovarian cancer panel, there v
more than 600 specimen samples taken from fiveitadsphat were analyzed. In the development 0OXsA1 Test, Vermillion analyzed mc
than 2,500 samples from five additional medicalteenprior to initiating its prospective ovariarngtal study for submission to the FC
Additionally to date, Vermillion has examined o030 samples in its PAD program. In analyzing thenplex proteomics data, Vermilli
takes a skeptical view of statistical methodolog@®osing to use a variety of approaches and thgpfar concordance between approac
taking the view that biomarkers deemed significaptmultiple statistical algorithms are more likely reflect biological conditions th
mathematical artifacts.

Through biomarker discovery efforts conducted preigh@antly from 2000 through 2007, Vermillion has ased a portfolio of candid:
biomarkers identified in retrospective sample séermillion’s research and development efforts are now mostysed on validating the
biomarkers in prospective studies. During the mkfiom 2007 through 2008, Vermillion conducted altincenter prospective clinical trial
determine the clinical performance of its OVAl Teshich was submitted to the FDA on June 19, 200&] cleared by the FDA
September 11, 2009. Vermillion has additional megler ovarian cancer that it plans to evaluate ealitlate. Additionally, Vermillion he
several biomarkers for PAD that it plans to asggespectively during the year ending December 81,02 Vermillion is also evaluating in-
licensing opportunities for biomarkers in relevatisease areas. This approach requires less infcaste and internal resources t
establishing and maintaining an internal platforriveh biomarker discovery program. Additionally, @tlows Vermillion to be platform-
agnostic and potential biomarkers for in-licensiogld be proteins, genes, or other types of analyte

The Companys research and development expenses were $5,288r@D($8,321,000 for the years ended December 318 206d 200°
respectively.
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Intellectual Property

Vermillion’s intellectual property includes a paiib of owned, coewned or licensed patents and patent applicativagf December 31, 20(
Vermillion’s patent portfolio included 54 issued United Stgtatents, 94 pending United States patent apmitsitiand numerous pend
patent applications and issued patents outsidetiited States. These patents and patent applisatiendirected to several areas of technc
important to Vermillions business, including SELDI technology, diagnostpplications, protein biochips, instrumentationftware ani
biomarkers. The issued patents covering the SEldImass spectrometry technologies expire at vatiouss from 2012 to 2025. Pursuan
the Instrument Business Sale, the Company entatedai cross license agreement with Bad pursuant to which the Company retainet
right to commercially exploit those proprietaryhig, including SELDI technology, in the clinicaladnostics market. The clinical diagnos
market includes laboratories engaged in the rekeand development and/or manufacture of diagndesits using biomarkers, commer
clinical laboratories, hospitals and medical chnithat perform diagnostic tests. The Company han bgranted exclusive rights
commercialize the proprietary rights in the clinidéagnostics market during a fiweear exclusivity period that ends on November 1R, L
After the end of the five-year period, the Compamg Bio-Rad will share exclusive rights. The Compand BioRad each have the right
engage in negotiations with the other party fdcarise to any improvements in the proprietary sgiieated by the other party.

Vermillion owns, licenses or hold options to licerthe patents related to biomarkers developed Biid| technology. As of Decembad,
2009, Vermillion was maintaining 34 patent applicatfamilies. These include applications in theaar@f cancer, cardiovascular dise
infectious disease, neurodegenerative disease amdems health. On March 31, 2009, Vermillion was issyadent number 7,510,8:
“Biomarker for ovarian and endometrial cancer: heipt. On October 20, 2009, Vermillion was issuedtgnt number 7,605,003Use o
biomarkers for detecting ovarian cancer”.

Outstanding material patents for the OVAL Testdmscribed in the table below:

Territory General Subject Matter Expiration Date
United State: Use of biomarkers for detecting ovarian car 8/7/2025

Vermillion has negotiated an extension of the teffrits collaboration agreement with JHU, which endsDecember 31, 2010, with autom
oneyear extensions for up to three additional yeateamterminated by Vermillion or JHU, to patent legggions directed to biomarkers
ovarian cancer that Vermillion intends to commdizgaas an ovarian cancer diagnostic test. Othstitinions and companies from wh
Vermillion holds options to license intellectuabperty related to biomarkers or is aio@entor on applications include UCL, M.D. Anders
UK, OSU, McGill University (Canada), Eastern VirgirMedical School, Aaron Diamond AIDS Research €erld TMB, Goteborg Universi
(Sweden), University of Kuopio (Finland), The Kalibke Universiteit Leuven (Belgium), Rigshospitalahd Inverness Medical.

In connection with the Instrument Business Salemiléion sublicensed to Bidrad certain rights to the core SELDI technologyusee outsid
of the clinical diagnostics field. Vermillion reteéd exclusive rights to the license rights for imstine field of clinical diagnostics for a fiwgeal
period, after which the license will be co-exclisiin this field. The rights to the SELDI technologye derived through royaltyearing
sublicenses from Molecular Analytical Systems, I(iMAS”). MAS holds an exclusive license to patents dired¢tethe SELDI technolog
from the owner, Baylor College of Medicine. MAS gted certain rights under these patents to its lyloovned subsidiaries, lllumeSys Paci
Inc. and Ciphergen Technologies, Inc. in 1997. \iion obtained further rights under the patent2003 through sublicenses and assignn
executed as part of the settlement of a lawsuivben Vermillion, MAS, LumiCyte and T. William Hutehs. Together, the sublicenses
assignments provide all rights to develop, makeland made, use, sell, import, market and otheresgdoit products and services covere:
the patents throughout the world in all fields apglications, both commercial and ncommercial. The sublicenses carry the obligatiopaty
MAS a royalty equal to 2% of revenues recognizewvben February 21, 2003, and the earlier of (i)r&aty 21, 2013, or (ii) the date on wh
the cumulative payments to MAS have reached $100000(collectively, the “Sublicenses’s of December 31, 2009, Vermillion has
$2,597,000 in royalties to MAS under the Sublicen&inder Vermillion's sublicense with Bio-Rad, BRad agreed to pay the royalties dire
to MAS under the license rights.
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On July 10, 2007, Vermillion entered into a licerssa settlement agreement with Health Discoveryp@ation (“HDC”) pursuant to whic
Vermillion licensed more than 25 patents coverifgQ4s support vector machine technology for use with[3Bechnology. Under the terr
of the HDC Agreement, Vermillion receives a worldej royalty-free, nomxclusive license for life sciences and diagnaatiplications of th
technology and has access to any future patentftingsfrom the underlying intellectual property @onjunction with use of SELDI syster
Pursuant to the HDC Agreement, Vermillion paid $200 to HDC upon entry into the agreement on JBly2D07, $100,000 three mon
following the date of the agreement on Octoberd®72 and $150,000 twelve months following the ddtthe agreement on July 9, 2008.
remaining $150,000 payable under the HDC Agreenveimich was due twentfeur months following the date of the agreement pagable &
of December 31, 2008, was subsequently paid oradgr@2, 2010. The HDC Agreement settled all dispbitween Vermillion and HDC.

Commercial Operations

Upon clearance of the OVAL Test, Vermillion inigdt efforts directed at building a commercial infrasture, including hiring of sales &
marketing expertise and contracting with reimbumsetrspecialists. To date, Vermillion has a totafieé direct sales representatives. Tt
sales representatives work closely with colleagué3uest to identify opportunities for communicgtthe benefits of the OVAL Test to gen
gynecologists and gynecologic oncologists alikedifidnally, we are contracting with Premier Soutoedevelop and implement strateg
towards effective reimbursement. Vermillisrsuccess will also depend on our ability to pexttetmarkets outside of the United States. Tov
that end, we have taken steps towards obtainingh@ik, which will permit us to begin marketing tlesttin European territories.

Reimbursement

In the United States, revenue for diagnostic testaes from several sources, including ttpatty payers such as insurance companie
government healthcare programs, such as Medicardadicaid. On March 12, 2010, Vermillion annountleat Highmark Medicare Servic
the Medicare contractor that has jurisdiction oslaims submitted by Quest for the OVAL Test, widlver the OVA1 Test. On May 10, 20
Quest notified Vermillion that Highmark Medicarer@ees is adjudicating to Quest the OVAL1 claimghia amount of $516.25 for each OV
Test. Vermillion and Quest are pursuing coveragmfadditional payers.

Environmental Matters
Medical Waste

Vermillion is subject to licensing and regulationder federal, state and local laws relating toitaedling and disposal of medical specin
and hazardous waste as well as to the safety aalthhef laboratory employees. Vermillialaboratory facility in Fremont, California
operated in material compliance with applicableefadl and state laws and regulations relating tgadial of all laboratory specime
Vermillion utilizes outside vendors for disposalspfecimens. Federal, state and local laws andatgu$ govern the use, manufacture, sto
handling and disposal of these materials. Vermmllawuld be subject to damages in the event of grdper or unauthorized release of
exposure of individuals to, hazardous materials.

Occupational Safety

In addition to its comprehensive regulation of gafen the workplace, the Federal Occupational Safatd Health Administration h
established extensive requirements relating to plade safety for healthcare employers, includingichl laboratories, whose workers may
exposed to bloothorne pathogens such as HIV and the hepatitis .vithese regulations, among other things, requirekypoactice control
protective clothing and equipment, training, mebdfcdlow-up, vaccinations and other measures designed tonma exposure to chemic,
and transmission of the blood-borne and airborrlequgens.
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Specimen Transportation

Regulations of the Department of Transportatior, Ititernational Air Transportation Agency, the Rulblealth Service and the Postal Ser
apply to the surface and air transportation oficéihlaboratory specimens.

Government Regulation
General

Vermillion’s activities related to diagnostic products ardjare the potential to be, subject to regulatorgrsight by the FDA under provisic
of the Federal Food, Drug and Cosmetic Act and legiguns thereander, including regulations governing the develeptmmarketing, labelin
promotion, manufacturing and export of its produEtilure to comply with applicable requirementa &sad to sanctions, including withdra'
of products from the market, recalls, refusal tthatize government contracts, product seizuredl, migney penalties, injunctions and crimi
prosecution.

The Food, Drug and Cosmetic Act requires that neddlevices introduced to the United States mark@gss exempted by regulation, be
subject of either a pre-market notification cleagrknown as a 510(k) clearance or 510(k) de nésarance, or a FDA pmaarket approvi
(“PMA"). Some of Vermillion’s potential future clinical products may requirgl®(k) or 510(k) de novo clearance, while othery megjuire
PMA. With respect to devices reviewed through thé(k) process, Vermillion may not market a devicgiluan order is issued by the FI
finding its product to be substantially equivalemt legally marketed device known as a predicatéceé. A 510(k) submission may involve
presentation of a substantial volume of data, widg clinical data. The FDA may agree that the poids substantially equivalent tc
predicate device and allow the product to be markét the United States. On the other hand, the R4 determine that the device is
substantially equivalent and require a PMA, or iegdurther information, such as additional testagancluding data from clinical studi
before it is able to make a determination regardingstantial equivalence. By requesting additionfdrmation, the FDA can delay mar
introduction of Vermillion products.

If the FDA indicates that a PMA is required for asfyWVermillion potential future clinical productte application will require extensive clini
studies, manufacturing information and likely ravidy a panel of experts outside the FDA. Clinicaldses to support either a 51C
submission or a PMA application would need to beduzted in accordance with FDA requirements. Faitorcomply with FDA requiremer
could result in the FDA's refusal to accept theadatthe imposition of regulatory sanctions.

Even in the case of devices like analyte specifiagents (“ASRs”)which may be exempt from 510(k) clearance or PMAbrapa
requirements, the FDA may impose restrictions orrketang. Vermillion's potential future ASR products may be sold onlyclaical
laboratories certified under the CLIA to perfornglicomplexity testing. In addition to requiring apyal or clearance for new products,
FDA may require approval or clearance prior to reirlg products that are modifications of existimgducts or the intended uses of tt
products. Vermillion cannot assure that any necgssh0(k) clearance or PMA approval will be grantada timely basis, or at all. Delays
receipt of or failure to receive any necessary kjl0learance or PMA approval, or the impositionsbfngent restrictions on the labeling .
sales of Vermillion’s products, could have a mateadverse effect on the Company.

Vermillion’s suppliers’manufacturing facilities are, and, if and when Vilion begins commercializing and manufacturingpt®ducts itsel
its manufacturing facilities will be, subject torelic and unannounced inspections by the FDA aatk sagencies for compliance with Que
System Regulations (“QSRs”). Additionally, the FDVMII generally conduct a prapproval inspection for PMA devices. Although Véltion
believes it and its suppliers will be able to opelia compliance with the FDA’QSRs for ASRs, Vermillion cannot assure that \iion or its
suppliers will be in or be able to maintain comptia in the future. Vermillion has never been subje@n FDA inspection and cannot as:
that it will pass an inspection, if and when it o If the FDA believes that Vermillion or its qligrs are not in compliance with applice
laws or regulations, the FDA can issue a Form 4i88df Observations, warning letter, detain or e&/zrmillion products, issue a recall not
enjoin future violations and assess civil and anahipenalties against Vermillion. In addition, apyals or clearances could be withdrawn u
certain circumstances.
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Any customers using Vermilliog’products for clinical use in the United Stateyba regulated under CLIA. CLIA is intended to emsthe
quality and reliability of clinical laboratories ithe United States by mandating specific standardbe areas of personnel qualificatic
administration, participation in proficiency tegirpatient test management, quality control, guagsurance and inspections. The regula
promulgated under CLIA establish three levels afjdostic tests - namely, waived, moderately comatekhighly complex and the standar
applicable to a clinical laboratory depend on tinel of the tests it performs. Medical device lamsl regulations are also in effect in man
the countries in which the Company may do businesside the United States. These range from corapedhe device approval requireme
for some or all of Vermilliors potential future medical device products, to esggi for product data or certifications. The nurdoed scope
these requirements are increasing. In additiordymts which have not yet been cleared or approveddmestic commercial distribution n
be subject to the FDA Export Reform and EnhancerAenbf 1996 (“FDERA”).

United States Food and Drug Administration Regolaif Cleared Tests

Once granted, a 510(k) clearance or PMA approva ptece substantial restrictions on how Vermillipfevice is marketed or to whom it n
be sold. All devices cleared by the FDA are subjeaontinuing regulation by the FDA and certaiagst agencies. We are required to set
and adhere to a Quality Policy and other regulatigkdditionally, we may be subject to inspectionfbgeral and state regulatory agent
Non-compliance with these standards can result in, gnminer things, fines, injunctions, civil penaltiescalls, total or partial suspensior
production. Labeling and promotional activities abject to scrutiny by the FDA, which prohibitetimarketing of medical devices
unapproved uses.

As a medical device manufacturer, Vermillion isoatequired to register and list its products wite EDA. In addition, Vermillion is requir
to comply with the FDAS QSRs, which require that its devices be manufadtand records be maintained in a prescribed nnamitie respec
to manufacturing, testing and control activitieartRer, Vermillion is required to comply with FDAquirements for labeling and promoti
For example, the FDA prohibits cleared or approgiedices from being promoted for uncleared or uneyga uses. In addition, the med
device reporting regulation requires that Vermiiliprovides information to the FDA whenever evideneasonably suggests that one ¢
devices may have caused or contributed to a deasierious injury, or where a malfunction has ocedrthat would be likely to cause
contribute to a death or serious injury if the maattion were to recur.

Foreign Government Regulation of Vermillion’s Protki

We intend to obtain regulatory approval in otheurtnies to market our tests. Each country maintagewn regulatory review process, te
regulations, duties and tax requirements, prodiacidards, and labeling requirements. Vermillion tedgined the services of the Emergo G
and TUV SUD America Inc. to assist in its efforssatisfy the regulatory requirements necessargdormercialization in Europe.

Competition

The diagnostics industry in which the Company ofgsras competitive and evolving. There is intensengetition among healthca
biotechnology and diagnostics companies attemptirdiscover candidates for potential new diagngaticlucts. These companies may:

» develop new diagnostic products in advance of Viionior its collaborators
» develop diagnostic products that are more effeaiveos-effective than those developed by Vermillion ordtdlaborators
» obtain regulatory clearance or approval of theagdiostic products more rapidly than Vermillion tsrdollaborators; ¢

» obtain patent protection or other intellectual gy rights that would limit the ability to develognd commercialize, or
customer’ ability to use Vermillior's or its collaborato’ diagnostic products

The Company competes with companies in the UnitateS and abroad that are engaged in the devela@medncommercialization of noy
biomarkers that may form the basis of novel diagindssts. These companies may develop productsatkacompetitive with and/or perfo
the same or similar to the products offered byGbenpany or its collaborators, such as biomarkecifipeeagents or diagnostic test kits. A
clinical laboratories may offer testing serviceatthre competitive with the products sold by then@any or its collaborators. For exampl
clinical laboratory can either use reagents puretidom manufacturers other than the Company oitssmvn internally developed reagent
make diagnostic tests. If clinical laboratories masts in this manner for a particular diseassy ttould offer testing services for that dise
as an alternative to products sold by the Compaeyl to test for the same disease. The testingcssraiffered by clinical laboratories may
easier to develop and market than test kits deeeldyy the Company or its collaborators becauséesteng services are not subject to the ¢
clinical validation requirements that are applieatd FDA-cleared or approved diagnostic test kits.
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Employees

As of December 31, 2008, the Company had 13tiimie employees, which was comprised of 4 employeagsearch and developmen
employees in sales and marketing and 6 employegsriaral and administrative. The Company also exgjaglependent contractors for cer
matters. None of the Compasyémployees are covered by a collective bargaiagrgement. The Company believes that its relatiatisits
employees are good. The Company’s success willndejpelarge part on its ability to attract and netskilled and experienced employees.

As of March 31, 2009, in connection with the ComgarBankruptcy Filing and in an effort to conservelgahe Company reduced its staff
full-time employees, including 2 employees in researth development and 1 employee in general and adtrative. Additionally, th
Company had engaged as independent contractonsakfuener employees and executive management membe

Subsequently on September 11, 2009, Vermillioniveckclearance of its OVA1 Test 510(k) Rviarket Application Notification from tt
FDA. On November 24, 2009, Vermillion filed its Rl@f Reorganization and Disclosure Statement with Bankruptcy Court, which w
amended on December 3, 2009. The Second Amended dPl&eorganization was approved by the Companyisecured creditors
January 6, 2010, and by the Bankruptcy Court onmaign7, 2010. Vermillion emerged from bankruptcylenChapter 11 on January 22, 2
As part of the Second Amended Plan of Reorganizatfermillion completed a private placement sal@ 827,869 shares of its common s
for gross proceeds of $43,050,000 to a group oéstors. In connection with these events, the Comppaereased its staff to 10 fulime
employees as of March 31, 2010.

Information About Vermillion

The Company files annual reports, quarterly repagiecial reports, proxy and information statemeams other information with the Securi
and Exchange Commission (the “SEC”). You may readl @py any material the Company files with the SEEGhe SECG Public Referent
Room located at the following address:

100 F Street, NE
Washington, DC 20549

You may obtain information on the operation of BBEC’s Public Reference Room by calling the SEC-800-SEC0330. The SEC al
maintains an Internet websit@ww.sec.goy that contains reports, proxy and informationestants, and other information regarding iss
that file electronically with the SEC.

In addition, the Company makes available free @rgh under the Investors Relation section of itbsite, www.vermillion.com the Annue
Reports on Form 10-K, Quarterly Reports on FormQl0Zurrent Reports on FormiB8-and amendments to those reports filed or furrd
pursuant to Section 13(a) or 15(d) of the Securiirchange Act of 1934 as soon as reasonably pabtsi after the Company has electronic
filed such material with or furnished it to the SEXbu may also obtain these documents free of &lygsubmitting a written request fc
paper copy to the following address:

Investor Relations
Vermillion, Inc.

47350 Fremont Blvd.
Fremont, California 94538
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Iltem 1A. Risk Factors

You should carefully consider the following risktfa’s and uncertainties together with all of thdert information contained in this Anni
Report on Form 1-K, including Vermillion, Inc. (“Vermillion”) and absidiaries’ (collectively referred to as the “Coamy”) auditec
consolidated financial statements and the accomipgnyotes in Part Il Item 8, “Financial Statemerstisd Supplementary DataThe risks an
uncertainties management (“we”, “us” or “our”)describes below are the only ones the Company féaigitional risks and uncertainties |

presently known to us or that we currently deematenial may also adversely affect the Comy’s business.

At the February 14, 2008, Special Meeting of Stolddrs, the stockholders of Vermillion approved gheposal to authorize the Board
Directors in its discretion, without further authimation of Vermillio’'s stockholders, to amend VermillienCertificate of Incorporation -
effect a reverse split of Vermillion’s common stbgka ratio of between 1 for 6 to 1 for 10. On Redny 15, 2008, Vermilliors Board ¢
Directors approved a 1 for 10 reverse stock splie“Reverse Stock Split”) of Vermillios’common stock effective at the close of busim
Monday, March 3, 2008. Accordingly, all share aret phare amounts were adjusted to reflect the impathe 1 for 10 reverse stock spli
this Annual Report on Form 10-K.

Risks Related to Vermillion’s Emergence from Banlpicy

Vermillion filed a petition for relief under Chapt&l of the United States Bankruptcy Code on M&@h2009, and, despite having emel
from bankruptcy on January 22, 2010, Vermillion thotes to be subject to the risks and uncertaingiesociated with residual Chapter
bankruptcy proceedings.

On March 30, 2009, Vermillion filed a voluntary fiietn for relief (the “Bankruptcy Filing”under Chapter 11 of the United States Bankrt
Code in the United States Bankruptcy Court for Ehstrict of Delaware (the “Bankruptcy Court”subsequently on January 22, 2010,
confirmation order issued by the Bankruptcy Coartdpproving Vermillions Second Amended Plan of Reorganization under €haftof th
United States Bankruptcy Code dated January 5, g@g&0‘Plan of Reorganizationt)ecame final and all conditions precedent Janu2yp@1(
were satisfied or waived. Accordingly, the Companyerged from bankruptcy under Chapter 11. Becale gesidual risks and uncertain
associated with Vermillios Chapter 11 bankruptcy proceedings, the ultimatpatct that events that occurred during, or that roegu
subsequent to, these proceedings will have on thmpanys business, financial condition and results of apens cannot be accurat
predicted or quantified.

The Company’s actual financial results after Velioil's emergence from bankruptcy under Chapter 11 may significantly from th
projections filed with the Bankruptcy Court.

Vermillion emerged from bankruptcy under ChapterohlJanuary 22, 2010, pursuant to terms of its BfaReorganization approved by
Bankruptcy Court. In connection with the Plan ofoRgnization, the Company was required to prepasgegted financial information
demonstrate to the Bankruptcy Court the feasibititythe Plan of Reorganization and the Compsambility to continue operations ug
emergence from bankruptcy under Chapter 11. Thgegien financial information filed with the Bankitgyg Court reflected numero
assumptions concerning anticipated future perfomaand prevailing and anticipated market and ecameonditions, many of which we
and continue to be beyond our control and which matymaterialize. Projections are inherently subfjeaincertainties and to a wide variet:
significant business, economic and competitivestiSkhe Company actual results will likely vary from those contaated by the project
financial information and the variations may be eniatl.

The Company actual financial results after emergence fromksaptcy under Chapter 11 may not be comparabléstdistorical financie
information.

As a result of the consummation of the Plan of Banization and the transactions contemplated tlyethb Companys financial condition ar
results of operations from and after January 2202@nay not be comparable to the financial conditio results of operations reflected in
Company'’s historical financial statements.

15



Table of Contents

We cannot be certain that the Chapter 11 bankruptogeedings will not adversely affect the Compsumgerations going forward.

Although Vermillion emerged from bankruptcy unddrapter 11 upon consummation of the Plan of Reorgéinn, we cannot assure you
having been subject to bankruptcy protection will adversely affect the Compasyoperations going forward, including its abilityriegotiat
favorable terms from suppliers, partners and others to attract and retain customers. The failarelitain such favorable terms and re
customers could adversely affect the Company’sfifed performance.

Risks Related to the Company’s Business

We expect to incur a net loss for 2011 and 201@elfare unable to generate significant diagnosticdpicts revenue, the Company 1
never achieve profitability.

From the Compang’ inception through December 31, 2008, the Compeas/generated cumulative revenue from the saleaxfupts an
services to customers of $229,424,000 and hasriedunet losses of $257,472,000. The Company hasriexged significant operating los
each year since its inception and we expect thesses to continue for at least the next year, tinguin an expected net loss for the yi
ending December 31, 2011 and 2010. For exampleCtmepany experienced net losses of $22,048,00033a®00 and $21,282,000 for
years ended December 31, 2009, 2008 and 2007 ctegdg. The Compar’s losses have resulted principally from costs iregliin researc
and development, sales and marketing, litigation, general and administrative costs associated twéhCompanys operations. These cc
have exceeded the Compasgross profit, which was generated principallynfrproduct sales and service income derived fromptiogeir
research products and collaborative services bssifthe “Instrument Business”), before the assetkliabilities were sold (thelfistrumen
Business Sale”) to Bio-Rad Laboratories, Inc. (“Biad”) on November 13, 2006. We expect to incur additiaparating losses that may
substantial. The Company’s inability to become esmain profitable may depress the market price éfvllion’s common stock and imp
the Companys ability to raise capital and continue our operai Even if the Company does achieve profitabilinge Company may not
able to sustain or increase profitability on a ¢gily or annual basis.

We may need to raise additional capital for the @any in the future, and if we are unable to se@dequate funds on terms acceptab
us, we may be unable to execute our business plan.

We currently believe that the Company’s currenhc@sources together with existing debt facilitiéd be sufficient to meet the Compary’
anticipated needs for the next 12 months. Howewnvennay need to raise additional capital soonerdeioto develop new or enhanced prod
or services, increase our efforts to discover bite@ and develop them into diagnostic productsacguire complementary produ
businesses or technologies. We may seek to radigaadl capital through the issuance of equityebt securities, or a combination therea
the public or private markets, through a collabweatirrangement or sale of assets, or throughitiuédhtion of Vermillions investments
auction rate securities. Additional financing ogpaities may not be available to us, or if avaiégghinay not be on favorable terms.
availability of financing opportunities will depenth part, on market conditions, and the outlook tlre Companys business. Any futu
issuance of equity securities or securities coftMertinto equity would result in substantial dituti to Vermillion’s stockholders, and t
securities issued in such a financing may havetsjgbreferences or privileges senior to those afmiléon’s common stock or convertil
senior notes. If Vermillion raises additional funiglg issuing debt, the Company may be subject titdiions on its operations, through ¢
covenants or other restrictions. If Vermillion abtadditional funds through arrangements withatmrators or strategic partners, Vermil
may be required to relinquish rights to certainhtemlogies or products that it might otherwise sémketain. If adequate and accept
financing is not available to Vermillion at the #nthat it seeks to raise additional capital, oulitglio execute our business plan success
may be negatively impacted.

Substantial leverage and debt service obligatioay adversely affect the Company’s consolidated fasts.

As of December 31, 2008, Vermillion had $19,000,@@®utstanding principal under its convertible isemotes, including $16,500,000
aggregate principal of its 7.00% convertible semiotes due September 1, 2011 (the “7.00% Notesd, $2,500,000 in aggregate principz
its 4.50% convertible senior notes due Septemb20Q8 (the “4.50% Notes”), and $10,000,000 outstendnder Vermillions secured line
credit with Quest Diagnostics Incorporated (“Ques&s a result of negotiations between the holderthef4.50% Notes and Vermillion, t
$2,500,000 outstanding principal balance relatethéo4.50% Notes, which matured on September 18,288s not redeemed by Vermilli
Interest of $56,000 related to the 4.50% Notes paigl on the maturity date, September 1, 2008. Ruisto the 4.50% Notes indent
agreement, late payment may result in interesetodbculated on the outstanding principal balamzkaverdue interest. On December 11, 2
the trustee of the Indenture and the holders of$®&00,000 outstanding principal balance relatetheé 4.50% Notes agreed to extenc
maturity date of the 4.50% Notes to September 092@nd to waive any past default by Vermillionitsfobligation to make payment on
principal of and interest on the 4.50% Notes.
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From November 24, 2009 to January 22, 2010, Veignikxchanged a total of 15,794 shares of its comstock for $305,000 in principal &
$18,000 in unpaid interest related to the 4.50%ebBloOn January 22, 2010, Vermillion paid the remnagirunpaid principal balance
$2,195,000 and interest of $140,000 related telt58% Notes. None of the 4.50% Notes are outstgndin

From November 30, 2009, through January 22, 2080million exchanged 428,906 shares of its commookstor $7,100,000 in principal a
unpaid interest of $732,000 related to the 7.00%ebloFrom October 21, 2009 through November 199288,400,000 in principal related
the 7.00% Notes was converted into 220,000 shdrgemnillion’s common stock. On January 22, 2010, Vermilliord 862,000 of intere
related to the 7.00% Notes. $5,000,000 in prinoiahe 7.00% Notes remain outstanding.

Quest provided Vermillion with $10,000,000 seculie@ of credit, which was forgivable based upon #uhievement of certain milestol
related to the development, regulatory approval @rmercialization of certain diagnostic tests efrillion. As of Vermillion’s emergenc
from bankruptcy, several of the milestones had baehand the principal balance of the secureddineredit was reduced to $7,000,000.
$7,000,000 secured line of credit is secured bynéon’s assets, and is senior to the outstan@&B@®00,000 of the 7.00% Notes.

As a result of this indebtedness, Vermillion habssantial principal and interest payment obligadgiolhe degree to which the Compan
leveraged could, among other things:

« make it difficult for Vermillion to make payments ¢he convertible senior notes and secured lireetfit;

* make it difficult for Vermillion to obtain financinfor working capital, acquisitions or other purps®n favorable terms, if at &
* make the Company more vulnerable to industry domstand competitive pressures; ¢

» limit our flexibility in planning for or reactingotchanges in the Compé’s business

Vermillion’s ability to meet its debt service olditions will depend upon the Compasyuture performance, which will be subject to finel,
business and other factors affecting the Comgaapkerations, many of which are beyond our conlifdermillion cannot meet its debt serv
obligation it would have a material adverse effacthe Company’s consolidated financial position.

Vermillion holds auction rate securities in its piofio of investments. Due to failed auctions diwidual auction rate securities held
Vermillion’s investment portfolio, Vermillion is currently une to liquidate its auction rate securities intash at par value. If Vermillion
required to liquidate its investments in the fututee Company may incur a significant loss.

At December 31, 2008, Vermillion’s investments dstexl of $341,000 invested in auction rate se@s;tivhich were classified as available-
for-sale longterm investments due to failed auctions relatethése investments through December 31, 2008. THerlying assets of the
auction rate securities include private placemeiffitsredit linked notes. These auction rate se@gitire intended to provide liquidity via
auction process that resets the applicable intea¢stat predetermined calendar intervals geneeayyy 28 days. Upon an auction failure,
interest rates do not reset at a market rate Istedd reset based on a formula contained in theigeovhich rate is generally higher than
current market rate. The failure of the auctionginseVermillion may be unable to liquidate its aoictrate securities into cash at par value
a future auction of these investments is successftihe auction rate security is refinanced byiffseier into another type of instrument.
other-than-temporary impairment was a result oftiplel auction failures for these auction rate siti@srand Vermillions inability to hold thes
auction rate securities until the recovery of tlae @mount due to operating cash requirements witlfémext twelve months. If Vermillion
required to redeem its investments at less tharvgae or to liquidate its investments at a deeggalint in the future, Vermillion may incu
significant loss on the Compamybusiness, consolidated results of operationanial condition and cash flows. If Vermillion isable t
liquidate its investments in auction rate secwsitiethere is additional other-th&gmporary impairment in the market value of itsastments i
auction rate securities, this will have an advefect on the Compang’business, consolidated results of operationanéial condition ar
cash flows, and may increase the volatility of Viéiiom’s common stock price.
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We may not succeed in additional developing diatimg@soducts, and, even if we do succeed in devmgoadditional diagnostic produc
the diagnostic products may never achieve sigmficammercial market acceptance.

The Companys success depends on our ability to continue t@ldpvand commercialize diagnostic products. Thereonsiderable risk
developing diagnostic products based on VermilBopiomarker discovery efforts as candidate bionsmkeay fail to validate results in lar
clinical studies and may not achieve acceptablel$esf clinical sensitivity and specificity. If wep succeed in developing additional diagnt
tests with acceptable performance characteristiesnay not succeed in achieving significant commérmarket acceptance for those te
Our ability to successfully commercialize diagnogtroducts that Vermillion may develop, such agstekits and devices, will depend
several factors, including:

» our ability to convince the medical community oé teafety and clinical efficacy of Vermillios’products and their advantages
existing diagnostic product

« our ability to further establish business relathips with other diagnostic companies that can agsithe commercialization of the
products; an

» the agreement by Medicare and t-party payers to provide full or partial reimbursemeoverage for Vermillio's products, tr
scope and extent of which will affect patients’ lingjness to pay for Vermillios products and will likely heavily influen
physician’ decisions to recommend Vermilli's products

These factors present obstacles to significant cerial acceptance of Vermillios’potential diagnostic products, which the Compuaily
have to spend substantial time and financial ressuto overcome and there is no guarantee thatileeasuccessful in doing so. Our inabi
to do so successfully would prevent the Companynfgenerating revenue from future diagnostic proslaetd from developing a profita
business.

The diagnostics space is competitive and we map@aatble to compete successfully, which would ad@eimpact our ability to gener:
revenue.

Our principal competition currently comes from tharrent clinical practices (e.g. those of obstéris and gynecologists and gynecol
oncologists in the case of the OVA1™ ovarian turiri@ge test (the “OVA1 Test")We believe that the OVA1 Test provides a signift
improvement over current clinical practices, buvé are not able to convince clinicians of this; ahility to commercialize OVA1 Test wot
be adversely affected. The field of ovarian candiagnostics generally and the management of ova@dmexal masses specifically
competitive. Companies such as Fujirebio, CorrelogabCorp, Arraylt, HealthLynx, Becton Dickinsomang others have publicly disclo:
that they have been or are currently working onriamacancer diagnostic assays. Additionally, acadenstitutions periodically report ne
findings in ovarian cancer diagnostics. If we anakle to license these findings and if these figdiare licensed to other parties, we may b
competitive disadvantage.

We have priced the OVAL Test at a point that reccamthe valuexdded by its increased sensitivity for ovarian gradincy. If others develog
test that is viewed to be similar to the OVAL Tiesefficacy but is priced at a lower point, we ntave to lower the price of the OVAL T¢
which would impact our margins and potential foofgiability.

18



Table of Contents

Our ability to commercialize Vermillion’s potentidiagnostic tests is heavily dependent on its sgiatalliance with Quest.

On July 22, 2005, Vermillion and Quest entered iatagtrategic alliance agreement (the “StrategidaAie Agreement”Yo develop an
commercialize up to three diagnostic tests fromnvliion’s product pipeline (the “Strategic Alliante The term of the Strategic Allian
Agreement, which is the period Vermillion has afigdtion to present three diagnostic tests to Qfagpotential election, was set to expire
the earlier of (i) the thregear anniversary of the agreement, which was J2\2@08, and (ii) the date on which Quest commézeia the thre
diagnostic tests covered by such agreement. On21yl2008, Vermillion and Quest amended the Stratadlliance Agreement to extend f
term of the agreement to end on the earlier cdéptember 1, 2008 and (ii) the date on which Qoastmercializes the three diagnostic t¢
On October 24, 2008, Vermillion and Quest amentdedStrategic Alliance Agreement to extend the tefithe agreement to end on the ea
of (i) September 1, 2009 and (ii) the date on wh@best commercializes the three diagnostic testbs&juently on October 7, 20
Vermillion and Quest amended the Strategic AlliaAgeeement (the Strategic Alliance Agreement areddily 21, 2008, October 24, 2008

October 7, 2009, amendments are collectively refeto as the “Amended Strategic Alliance Agreemetat’extend the term of the agreen
to end on the earlier of (i) October 7, 2012 aridtifie date on which Quest makes its third develapnelection. To date, Quest has sele
only two diagnostic tests, which are the periphartédry disease (“PAD”) blood test (“VASCLIR™&nd the OVAL Test, to commercialize
this Strategic Alliance does not continue for it ferm or if Quest fails to proceed to diligenpgrform its obligations as a part of the Strat
Alliance, such as independently developing, validgtand commercializing potential diagnostic tests ability to commercialize Vermillios’
potential diagnostic tests would be seriously harmiBue to the current uncertainty with regard te fbnited States Food and D
Administration (the “FDA”) regulation of analyte egific reagents (“ASRs"pr, for other reasons, Quest may elect to forgcelbgment c
ASR “home brew” laboratory tests and instead eleaetait for the development of in vitro diagnostitvD”) test kits, which would adverst
affect the Company’s revenues. If we elect to iaseethe Company’s expenditures to funchause diagnostic development program
research programs, the Company will need to olatdditional capital, which may not be available coeptable terms, or at all.

The commercialization of Vermillios'diagnostic tests may be affected adversely bygihg FDA regulations, and any delay by or fail
of the FDA to approve any of Vermillion’s diagnodiests submitted to the FDA may adversely affecCiompanys consolidated revenu
results of operations and financial condition.

The current regulatory environment with regard ®Rs and IVD multivariate index assays (“IVDMIAZdntinues to evolve and be a topi
discussion. To the extent the FDA requires thatmiiion’s diagnostic tests receive FDA 510(k) claace or FDA pramarket approval, o
ability to develop and commercialize Vermilli@ndliagnostic tests may be prevented or signifigasiglayed, which would adversely affect
Companys consolidated revenues, results of operationdfiaadcial condition. Any delay by or failure of tlDA to approve any diagnos
test that Vermillion submits to the FDA may advéysaffect the Companyg consolidated revenues, results of operations fenahcia
condition.

If we fail to continue to develop Vermillion’s texflogies, we may not be able to successfully faadeption of Vermilliors products an
services or develop new product offerings.

Vermillion’s technologies are new and cutting edge, and djectio change as new discoveries are made. Newowiries and advanceme
in the diagnostic field are essential if we aréoster the adoption of Vermillios’product offerings. Development of these techriebbgemain
a substantial risk to the Company due to varioasofs, including the scientific challenges involyedir ability to find and collaborate w
others working in the diagnostic field, and compgtiechnologies, which may prove more successfah tiiermillion’s technologies.
addition, we have reduced Vermillion’s research dedelopment headcount and expenditures, whichadagrsely affect Vermilliors ability
to further develop its technologies.

If we fail to maintain Vermilliors rights to utilize intellectual property directéa diagnostic biomarkers, Vermillion may not beeatd offe
diagnostic tests using those biomarkers.

One aspect of our business plan is to develop d&tgntests based on certain biomarkers, which Mikom has the right to utilize throus
licenses with its academic collaborators, suchtes Johns Hopkins University School of Medicine diheé University of Texas M.D. Anders
Cancer Center. In some cases, Vermillion’s collalms own the entire right to the biomarkers. lheotcases, Vermillion cowns th
biomarkers with its collaborators. If, for somegea, Vermillion loses its license to biomarkers edrentirely by its collaborators, Vermilli
may not be able to use those biomarkers in diagntestts. If Vermillion loses its exclusive licengebiomarkers cawned by Vermillion an
its collaborators, Vermilliors collaborators may license their share of thelledial property to a third party that may competi¢h the
Company in offering diagnostic tests, which wouldterially adversely affect the Compasyonsolidated revenues, results of operation
financial condition.

19



Table of Contents

Vermillion has drawn $10,000,000 from the secuiied bf credit provided by Quest. If Vermillion failo achieve the milestones for
forgiveness of the secured line of credit set fortifermillion’s amended credit agreement with Quest, Vermillidhbe responsible for fu
repayment of the secured line of credit on or befoctober 7, 2012.

As of December 31, 2008, Vermillion has drawn $00,000 from the secured lined of credit in conmectiwith the Strategic Allianc
Vermillion borrowed in monthly increments of $41@0over a twoyear period, and has paid all interest that was Buads from this secur
line of credit may only be used for certain costsl @xpenses directly related to the Strategic Adleg with forgiveness of the repaymr
obligations based upon Vermilliaachievement of milestones related to the devetopnnegulatory approval and commercializationextair
diagnostic tests. On October 7, 2009, Vermillion &uest amended the Strategic Alliance Agreemeektend the term of the agreemer
end on the earlier of (i) October 7, 2012 andtfi§ date on which Quest makes its third developnedsition. On September 11, 2C
Vermillion announced its milestone achievementlefiing the OVA1 Test with the FDA and, effectivitea the emergence from Chapter
bankruptcy, reduced its principal obligations untter Amended Strategic Alliance Agreement to $7,000. Should Vermillion fail to achie
the remaining milestones, Vermillion would be resgble for the repayment of the outstanding priatgmount and any unpaid interest or
secured line of credit on or before October 7, 2@d2ich would materially adversely affect the Comya consolidated results of operati
and financial condition.

If a competitor infringes on Vermilliog’ proprietary rights, the Company may lose any cfitipe advantage it may have as a resu
diversion of our time, enforcement costs and tlss taf the exclusivity of Vermillion’s proprietargints.

The Company’s success depends in part on ouryahlditmaintain and enforce Vermillios'proprietary rights. The Company relies ¢
combination of patents, trademarks, copyrights tiade secrets to protect Vermillion’s technology d@rand. In addition to Vermilliow’
licensed Surfaced Enhanced Laser Desorption/ldnizdtSELDI”) technology, Vermillion has also submitted patenpligations coverin
biomarkers that may have diagnostic or therapeuility. Vermillion’s patent applications may nasult in additional patents being issued.

If competitors engage in activities that infringe Wermillion’s proprietary rights, our focus will be diverteddathe Company may inc
significant costs in asserting Vermillion’s righidle may not be successful in asserting Vermilkoptoprietary rights, which could resul
Vermillion’s patents being held invalid or a cotmlding that the competitor is not infringing, ethof which would harm the Company’
competitive position. We cannot be sure that coitgrstwill not design around Vermillion’s patentesthnology.

The Company also relies upon the skills, knowlealge experience of its technical personnel. To pedpect Vermillions rights, we require
employees and consultants to enter into confidiytiagreements that prohibit the disclosure of faential information. These agreeme
may not provide adequate protection for the Comimnsade secrets, knowledge or other proprietargrinétion in the event of a
unauthorized use or disclosure. If any trade se&mdwledge or other technology not protected bpasent were to be disclosed tc
independently developed by a competitor, it cowdaleha material adverse effect on the Compaby'siness, consolidated results of opera
and financial condition.

If others successfully assert their proprietaryhtg against the Company, the Company may be predldihm making and selling
products or the Company may be required to obtainkes to use their technology.

The Companys success depends on avoiding infringing on therptary technologies of others. If a third partgre to assert claims tl
Vermillion is violating their patents, the Compamyight incur substantial costs defending itself awsuits against charges of pa
infringement or other unlawful use of another'sgietary technology. Any such lawsuit may not beided in the Compang’favor, and if th
Company is found liable, it may be subject to manetlamages or injunction against using the tedgyolVermillion may also be required
obtain licenses under patents owned by third pagie such licenses may not be available to Veamitbhn commercially reasonable term:
at all.
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Current and future litigation against the Compamuld be costly and time consuming to defend.

The Company is from time to time subject to legalgeedings and claims that arise in the ordinayrsm® of business, such as claims bro
by the Companyg clients in connection with commercial disputesipyment claims made by current or former emplsyed claim
brought by third parties alleging infringement dreit intellectual property rights. In addition, t@®mpany may bring claims against tl
parties for infringement on Vermilliog'intellectual property rights. Litigation may résin substantial costs and may divert our attentmc
Company resources, which may seriously harm thep@aiyis business, consolidated results of operatosfinancial condition.

An unfavorable judgment against the Company in kggal proceeding or claim could require the Comptmyay monetary damages.
addition, an unfavorable judgment in which the degparty is awarded equitable relief, such as amation, could have an adverse impac
Vermillion’s licensing and sublicensing activitiesshich could harm the Comparsy’business, consolidated results of operations
consolidated financial condition.

On September 17, 2007, Molecular Analytical SystéAS™) filed a lawsuit in the Superior Court of Califorrf the County of Santa Cle
naming Vermillion and Bio-Rad as defendants (th&t& Court lawsuit”)Under the State Court lawsuit, MAS seeks an unfipdcamount c
damages and alleges, among other things, that fiemmis in breach of its license agreement with BlAelating to SELDI technology a:
result of Vermillion’s entry into a sublicense agmeent with BioRad. Vermillion filed its general denial and affative defense on April
2008. The Company and BRad thereafter moved to compel arbitration of tkeeSCourt lawsuit, which motion was denied in ttti@ court
Thereafter, the Company appealed the denial ofrtbigon to compel arbitration, which appeal had éffect of staying the State Court laws
which stay was further extended in both the stéédnd appellate courts when the Company filedvianch 30, 2009, a Voluntary Petition
Relief under Chapter 11 in the United States Bgptieyu Court for the District of Delaware. MAS filead proof of claim on June 30, 2009
connection with the Compars/’Chapter 11 bankruptcy proceedings. The prooflafncmirrored the MAS lawsuit and asserted that
Company breached the Exclusive License Agreemerntangferring certain technologies to Bio-Rad withobtaining MASS consent. MA
listed the value of its claim as in excess of $6,000. On December 28, 2009, the Company objedeBlAS’s Proof of Claim in th
Bankruptcy Court. On January 7, 2010, the Bankgu@tourt confirmed the Company’s plan of reorganaatPer the Cours order confirmin
the plan, the Company’s bankruptcy case will bes@tbafter a final, non-appealable judgment is edten MASS claims. After the plan w
confirmed, MAS filed a motion with the Bankruptcy@t asking it to abstain from hearing its proottd#im and asked the Bankruptcy Cou
grant relief from stay so that MAS could proceedhwthe State Court lawsuit in California. The Bamicy Court granted that motion
March 15, 2010. Thereafter, the California CourAppeal has set oral argument on the Compmappeal of the trial court order denying
Company’s motion to compel arbitration for June 2010. Management cannot predict the ultimate onécof this matter at this time.

The Company’s failure to meet its purchase comnmmitsp@ursuant to a manufacture and supply agreeméhtBio-Rad, could adversely
affect the Company’s consolidated results of openatand financial condition.

Vermillion was a party to a manufacture and suggseement with Bidrad, dated November 13, 2006, whereby Vermillioread to purcha:
from Bio-Rad the ProteinChip Systems and ProteipGhiirays necessary to support Vermillierdiagnostics efforts. Under the terms of
agreement, Vermillion was required to purchaseexifipd number of ProteinChip Systems and Proteip@tirays in each of the three ye
following the date of the agreement. Pursuant lkettar from the Company to BiRad dated May 2, 2008, the Company exercisedgts tt
terminate the agreement for convenience upon 188’ deritten notice. Consequently, termination of theemgnent became effective
October 29, 2008. As part of the Chapter 11 bartkyuprocess, BidRad made a claim for approximately $1,000,000. \iion has accrue
for the contingency in accordance with ASC 450 @umencies, within general and administrative expen$ Vermillion is unable t
renegotiate this claim, it would have an advergecebn the Company’s consolidated cash flows.
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If the Company or its suppliers fail to comply WiRBDA requirements, the Company may not be ableaidet its products and services and
may be subject to stringent penalties; further ioy@ments to the Company’s or its suppliensinufacturing operations may be required
would entail additional costs.

The commercialization of Vermillios’products could be delayed, halted or preventeappjicable FDA regulations. If the FDA were tow
any of the Company’s actions as naompliant, it could initiate enforcement actionsgcls as a warning letter and possible impositic
penalties. In addition, ASRs that Vermillion mayoyide will be subject to a number of FDA requirensernincluding compliance with t
FDA'’s Quality System Regulations (“QSR)hich establish extensive requirements for qua#gurance and control as well as manufact
procedures. Failure to comply with these regulatioould result in enforcement actions for Vermiilior its potential suppliers. Adverse F
actions in any of these areas could significamttyrease the Comparsyexpenses and limit its revenue and profitabiitghough the Compar
is ISO 9001:2000 certified with respect to its nfacturing processes used for the Comparprevious ProteinChip products, Vermillion \
need to undertake additional steps to maintaiopesations in line with the FDA’QSR requirements. Some components of the OVAL&re
manufactured by other companies and Vermillioreiguired to maintain supply agreements with thesepamies. If these agreements are
satisfactory to the FDA, Vermillion will have torregotiate these agreements. Any failure to do sddvoave an adverse effect on Vermillion’
ability to commercialize OVAL Test. Vermillion’s ppliers’ manufacturing facilities will be subject to periodiegulatory inspections by 1
FDA and other federal and state regulatory agendfeand when Vermillion begins commercializing aadsembling its products itst
Vermillion’s facilities will be subject to the same inspecsioviermillion or its suppliers may not satisfy suelgulatory requirements, and i
such failure to do so would have an adverse effadfermillion’s diagnostics efforts.

Because the Company’s business is highly dependdiy executives and employees, our inabilitgtouit and retain these people could
hinder our business plans.

The Company is highly dependent on its executifieers and certain key employees. The Compaeyecutive officers and key employees
employed at will by the Company. As of DecemberZ109, the Company had 2 employees in connectitmtive Bankruptcy Filing and in
effort to conserve cash, which included 1 employeeesearch and development and 1 employee in gkemad administrative. Sin
Vermillion’s emergence from bankruptcy under Chapter 11, tmep@ny has reappointed its President and ChieflixecOfficer, and Seni
Vice President and Chief Scientific Officer; appeih a Vice President and Chief Financial Officerd a Vice President of Finance and C
Accounting Officer; and has engaged additional otiaats; however, minimal staffing and any inagilaf the Company to engage r
executive officers or key employees could impactrafions or delay or curtail Vermilliog'research, development and commercializ
objectives. To continue Vermilliog’ research and product development efforts, the paosn needs people skilled in areas suc
bioinformatics, biochemistry and information seedc Competition for qualified employees is intense.

Vermillion’s diagnostic efforts may cause it to Baignificant product liability exposure.

The testing, manufacturing and marketing of meddialynostic tests entails an inherent risk of pobddiability claims. Potential produ
liability claims may exceed the amount of the Compa insurance coverage or may be excluded from cgeanader the terms of the poli
The Companys existing insurance will have to be increasechin future if the Company is successful at introdgaiiagnostic products a
this will increase the Comparg/'costs. In the event that the Company is helddisdxr a claim against which it is not indemnified for
damages exceeding the limits of the Compsarigsurance coverage, the Company may be requiredake substantial payments. This |
have an adverse effect on the Comparggnsolidated results of operations, financialditoon and cash flows, and may increase the vl
of Vermillion’s common stock price.

Business interruptions could limit the Company’fihto operate its business.

The Companys operations, as well as those of the collaboratorehich the Company depends, are vulnerable ritada or interruption fro
fire; natural disasters, including earthquakes; pot@r viruses; human error; power shortages; tetewonication failures; international acts
terror; and similar events. The Companyprimary facility is located in Fremont, Califoaniwhere it also has laboratories. Although we
certain business continuity plans in place, we hasteestablished a formal comprehensive disastavery plan, and the Company’s bagk-
operations and business interruption insurance moaype adequate to compensate it for losses thep@wynmay suffer. A significant busin
interruption could result in losses or damagesrimolby the Company and require the Company toeceasurtail its operations.
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Legislative actions resulting in higher compliaruests are likely to adversely affect the Compaffiyture consolidated results of operatic
financial position and cash flows.

Compliance with laws, regulations and standardstirg) to corporate governance and public disclgsauding the Sarbanddxley Act o
2002, and new regulations enacted by the SecustidsExchange Commission (the “SECHje resulting in increased compliance costs.
Company, like all other public companies, is inmgrexpenses and diverting employetisie in an effort to comply with Section 404 of
Sarbane®©xley Act of 2002. The Company is a smaller repgrtcompany, and has completed the process of dotingeits systems
internal control and has evaluated its systemsi@frmal control. Beginning with the year ended Deloer 31, 2007, the Company has
required to assess continuously its compliance Biglation 404 of the Sarban@sdey Act of 2002. We expect to continue to devtie
necessary resources, including internal and exteesaurces, to support the Compangssessment. In the future, if we identify onenore
material weaknesses, or the Company’s independgmttered public accounting firm is unable to atteat the Company’ report is fairl
stated or to express an opinion on the effectivermégshe Company' internal controls over financial reporting, tkisuld result in a loss
investor confidence in the Company’s financial mpohave an adverse effect on Vermillierstock price and/or subject the Compan
sanctions or investigation by regulatory authosit€ompliance with these evolving standards wglitein increased general and administr:
expenses and may cause a diversion of our timateution from revenue-generating activities to ptiamce activities.

Changes in healthcare policy could increase outsasnd impact sales of and reimbursement for ostste

Several proposals to reform the system of healtie celivery in the U.S. are currently being consédeby the federal and many s
governments. Some of the reforms call for a govemnsponsored health plan. A number of stateslaoecantemplating significant reform
their healthcare policies. A proposal for additiogavernmentunded health care could subject expenditures &aidth care to governmer
budget constraints and limits on spending. We capnedict what healthcare policy reforms, if anyill Wwe adopted or the effect that si
adoption may have on our taxes, fees and othes,cobkich could impact our business, financial ctadiand results of operations. In addit
proposals to implement fees or taxes on medicadymbmanufacturers and clinical laboratories hagenbconsidered. At this point, it is
clear whether health reform legislation will be eteal by Congress and whether it will include anw naxes or fees on clinical laboratorie:
medical device manufacturers or reductions in latwoy payments under Medicare. If such fees, taxesgductions in payments are adog.
these could have a negative impact on our business.

The Company is subject to environmental laws andri@l exposure to environmental liabilities.

The Company is subject to various internationatlefal, state and local environmental laws and egguis that govern the Compasy’
operations, including the handling and disposalai-hazardous and hazardous wastes, the recyclingreainient of electrical and electrc
equipment, and emissions and discharges into th#omment. Failure to comply with such laws andulagons could result in costs
corrective action, penalties or the imposition tifes liabilities. The Company is also subject tadaand regulations that impose liability
cleanup responsibility for releases of hazardous substrinto the environment. Under certain of thesesland regulations, a current
previous owner or operator of property may be 8afur the costs to remediate hazardous substamcpstmleum products on or from
property, without regard to whether the owner oerapor knew of, or caused, the contamination, alé ageincur liability to third partie
affected by such contamination. The presence ofaiture to remediate properly, such substanceddcadversely affect the value and
ability to transfer or encumber such property. Biage currently available information, although #nean be no assurance, we believe that
costs and liabilities have not had and will notédavmaterial adverse impact on the Company'’s cifzget] results of operations.
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Risks Related to Owning Vermillion’s Stock

The Company is not current in its reporting obligas with the SEC, and the Compangtatus as a public company could be revokedy
time.

The Company is not current in its filing obligat®owith the SEC. While we are putting forth our bef$orts to file all delinquent reports w
the SEC, if we are unable to complete those filingfore the SEC seeks to bring an administratitiermagainst the Company, it is likely t
the Company would cease being a public companthdhevent, the liquidity of Vermillios common stock would be severely diminished
our ability to continue the Company'’s operationaldde materially affected.

Vermillion's common stock is trading over-the-carrdn the Pink Quote electronic quotation systemd, thus the liquidity of Vermillion’s
common stock is low.

On September 25, 2008, Vermillientommon stock was delisted from and suspended frading on the NASDAQ Capital Market due
noncompliance with Marketplace Rule 4310(c)(3), ehhiequires, among other things, that listed congsahave stockholdergquity of a
least $2,500,000.

Vermillion’s common stock currently trades over-tmunter on Pink Quote, formerly known as Pink $feaectronic quotation systenP(hk
Quote”) under the symbol “VRML.PK"Quotes for stocks listed on Pink Quote are noedisin the financial sections of newspapers,
newspapers generally have very little coveragetadks listed solely on the Pink Quote. Accordinglyices for and coverage of securi
traded solely on the Pink Quote may be difficultotatain. In addition, stock traded solely on Pinkof@ tend to have a limited numbel
market makers and a larger spread between thenpichsk prices than those listed on the New YorlclStexchange, the American St
Exchange, the NASDAQ Stock Market or the OTC Birdl&oard. All of these factors may cause holder¥efmillion’s common stock to |
unable to resell their securities at or near thaginal offering price or at any price.

Because Vermillion’s common stock is not listedeoprincipal national exchange, Vermillion is subjecRule 15¢9 under the Securities &
Exchange Act of 1934, as amended. This rule impaddgional sales practice requirements on brolealats that sell lovpriced securities
persons other than established customers anduiinmtial accredited investors. Consequently, this nuay affect the ability of broketealers t
sell Vermillion’s common stock and affect the ailof holders to sell their shares of Vermillisncommon stock in the secondary ma
Moreover, investors may be less interested in asicly lowpriced securities because the brokerage commissasna percentage of the ti
transaction value, tend to be higher for such seéesir and some investment funds, other than tlhosestment funds which focus on small-
capitalization companies or low-priced securitig#l, not invest in low-priced securities.

Vermillion may not be able to be re-listed on NA&DBlobal Market, which could adversely affect tragland liquidity of the common
stock.

We intend to apply for the listing of Vermilliom’common stock on the NASDAQ Global Market as sasrpracticable, assuming that
Company satisfies the applicable listing criteHmwever, there is no assurance that the NASDAQ &ldarket or any other national st
exchange will approve Vermillios’common stock for listing as there is no assursimaethe Company will satisfy the criteria fortilgy, or be
approved for listing, on the NASDAQ Global Marketany other national stock exchange. Failure toMisrmillion’s common stock on t
NASDAQ Global Market could result in a less liquithrket for existing and potential stockholders imickh to trade shares of our comn
stock, which in turn could depress the tradinggd€our common stock, and adversely impact oditgbd raise capital in the future.

Vermillion’s stock price has been, and may contitaube, highly volatile, and an investment in Vdlioni’s stock could suffer a decline in
value.

The trading price of Vermilliors common stock has been highly volatile and cowldtinue to be subject to wide fluctuations in prin
response to various factors, many of which are héybe Company’s control, including:

« Vermillion’'s recent emergence from bankruptcy under Chaptearidithe risks, uncertainties and difficultiesatet! thereto
» failure to commercialize diagnostic tests and digaitly increase revenu

» actual or anticipated peri-to-period fluctuations in financial result

» failure to achieve, or changes in, financial estamdy securities analys
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« announcements or introductions of new productenrices or technological innovations by the Companigs competitors
» publicity regarding actual or potential discoveridsiomarkers by other:

e comments or opinions by securities analysts or m&tjfckholders

» conditions or trends in the pharmaceutical, biotedbgy and life science industrie

« announcements by the Company of significant actijis and divestitures, strategic partnershipsntjoientures or capit
commitments

» developments regarding Vermilli’s patents or other intellectual property or thathef Compan’s competitors
» litigation or threat of litigation

» additions or departures of key personi

» sales of Vermillio's common stock

» limited daily trading volume

» Vermillion’s delisting from the NASDAQ Capital Market and sedpgent quotation on the Pink Quotes;

» economic and other external factors, disastersises

In addition, the stock market in general and theketafor technology companies, in particular, haxperienced significant price and volt
fluctuations that have often been unrelated or rdigprtionate to the operating performance of thosmpanies. Further, there has
significant volatility in the market prices of setties of life science companies. These broad naakd industry factors may seriously harm
market price of Vermillion’s common stock, regasfieof the Compang’operating performance. In the past, followindqus of volatility ir
the market price of a compasysecurities, securities class action litigatiois lbften been instituted. A securities class acHoit agains
Vermillion could result in substantial costs, pdiahiabilities and the diversion of our attentiand Company resources.

Anti-takeover provisions in Vermillion’s charterylaws and stockholder rights plan and under Delaaviaw could make a third party
acquisition of the Company difficult.

Vermillion’s certificate of incorporation, bylaws and stockigslrights plan contain provisions that could makeore difficult for a third part
to acquire the Company, even if doing so might éended beneficial by Vermilliog’stockholders. These provisions could limit thiegotha
investors might be willing to pay in the future felhares of Vermilliors common stock. Vermillion is also subject to dertarovisions ¢
Delaware law that could delay, deter or prevenhange in control of the Company. The rights isspagsuant to Vermilliors stockholde
rights plan will become exercisable the tenth diégraa person or group announces acquisition of ds¥hore of Vermillions common stoc
or announces commencement of a tender or exchdfagetioe consummation of which would result in owstép by the person or group
15% or more of Vermilliors common stock. If the rights become exercisable hblders of the rights (other than the persowisiog 15% o
more of Vermillion’s common stock) will be entitleéd acquire, in exchange for the rights’ exercigeqy shares of Vermilliors common stoc
or shares of any company in which the Company igget with a value equal to twice the rights’ exszqrice.
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Because we do not intend to pay dividends, Veonilistockholders will benefit from an investmentermillion’s common stock only if it
appreciates in value.

We have never declared or paid any cash dividendgeomillion’s common stock. We currently intendregain the Compang’future earning
if any, to finance the expansion of the Companyisiness and do not expect to pay any cash diddie the foreseeable future. As a resuli
success of an investment in Vermillisntcommon stock will depend entirely upon any futaggpreciation. There is no guarantee
Vermillion’s common stock will appreciate in valoeeven maintain the price at which its investarschased their shares.

The Company may need to sell additional shareseahlion’s common stock or other securities in fhure to meet the Compasycapita
requirements. In such circumstances, or upon caiwerof Vermillions senior convertible notes and exercises of culyemtitstandin
options and warrants, the ownership interests ainiion’s stockholders prior to such sale, conversion @reise could be substantie
diluted. The possibility of dilution posed by shaawailable for future sale could reduce the magkéte of Vermillions common stock a
could make it more difficult for the Company toseafunds through equity offerings in the future.

As of December 31, 2008, Vermillion had 6,383,9térss of its common stock outstanding and 7,797s#@Bes of its common stock resel
for future issuance to employees, directors anduwltents pursuant to the Compangmployee stock plans, which excludes 815,638 sha
Vermillion’s common stock that were subject to outstandingoiogt In addition, as of December 31, 2008, wagdatpurchase 2,293,1
shares of Vermilliors common stock were outstanding at exercise prigeging from $9.25 to $25.00 per share, with a Weid averac
exercise price of $10.79 per share. Also as of Ber 31, 2008, there were 825,000 shares of Veomi common stock reserved
issuance upon conversion of the 7.00% Notes. Ori@ber 11, 2008, the trustee of the Indenture amdhdiders of the $2,500,000 outstani
principal balance related to the 4.50% Notes andriiion agreed to extend the maturity date of #780% Notes to September 1, 2009, ar
extend the option of the holders to convert th&@% MNotes into Vermillionrs common stock on or before August 31, 2009, witradjuste
conversion rate of 20 shares per $1,000 principaduant of the 4.50% Notes, which is equal to a cesiva price of $50.00 per share. -
adjusted conversion rate increased the shares whiMen’s common stock reserved for issuance upon conversighe 4.50% notes frc
27,208 shares to 50,000 shares.

From November 24, 2009 to January 22, 2010, Veionikxchanged a total of 15,794 shares of its comstock for $305,000 in principal &
$18,000 in unpaid interest related to the 4.50%ebloOn January 22, 2010, Vermillion paid the remngirunpaid principal balance
$2,195,000 and interest of $140,000 related telt58% Notes. None of the 4.50% Notes are outstgndin

From November 30, 2009 through January 22, 2010mileon exchanged 428,906 shares of its commonksfor $7,100,000 in principal a
unpaid interest of $732,000 related to the 7.00%ebloFrom October 21, 2009 through November 199288,400,000 in principal related
the 7.00% Notes was converted into 220,000 shdrgemnillion’s common stock. On January 22, 2010, Vermilliord 862,000 of intere
related to the 7.00% Notes. $5,000,000 in prinoifahe 7.00% Notes remain outstanding.

From October 5, 2009, through April 12, 2010, Vdlion issued 990 shares of its common stock for,80@ from the cash exercise of
warrants dated August 3, 2006, with an exercisgepsf $12.60 per share (the “August 3 Warrantiy] 3,496 shares of its common stock 1
the cashless exercise of 8,625 underlying commoaoksshares of its August 3 Warrants. From Octobe2@9, through April 12, 201
Vermillion issued 990 shares of its common stogk®b2,000 from the cash exercise of its warrantedidlovember 15, 2006, with an exer
price of $12.60 per share (the “November 15 Was'anand 3,486 shares of its common stock from the eashéxercise of 8,625 underly
common stock shares of its November 15 WarranttmF8eptember 29, 2009, through March 4, 2010, Momiissued 392,120 shares of
common stock for $3,627,000 from the cash exewists warrants dated August 29, 2007, with an eiserprice of $9.25 per share (tHz007
Warrants”),and 521,213 shares of its common stock from théless exercise of 1,435,678 underlying common sgiiees of its 20(
Warrants.
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The exercise or conversion of all or a portionhefde securities would dilute the ownership intsre§ermillion’s stockholders. Furtherma
future sales of substantial amounts of Vermilloobmmon stock in the public market, or the peioeghat such sales are likely to occur, c
affect prevailing trading prices of Vermillion’s monon stock and the value of the notes.
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ltem 1B. Unresolved Staff Comments
None

ltem 2. Properties

Vermillion, Inc. (“Vermillion”) and subsidiaries ¢dlectively, the “Company”)ease and operate solely from its principal fagifhich is 7,29
square feet and located at 47350 Fremont BoulewvaFtemont, California. The lease of this facilltggan on July 1, 2008, and expires
June 30, 2010. This facility serves as Vermilliorésearch and development laboratories and itsetingkand administrative offices.

ltem 3. Legal Proceedings

On September 17, 2007, Molecular Analytical SystéAS™) filed a lawsuit in the Superior Court of Califorrf the County of Santa Cle
naming Vermillion, Inc. (“Vermillion”; Vermillion ad its wholly-owned subsidiaries are collectivegferred to as the “Company”) and Bio-
Rad Laboratories, Inc. (“Bio-Rad”) as defendante (tState Court lawsuit”}Under the State Court lawsuit, MAS seeks an unfipdchmour
of damages and alleges, among other things, thahilfien is in breach of its license agreement WMIAS relating to Surface Enhanced Le
Desorption/lonization (“SELDI”) technology as a wétsof Vermillion's entry into a sublicense agreemheavith Bio-Rad. Vermillion filed it:
general denial and affirmative defense on Apri2Q08. The Company and BRad thereafter moved to compel arbitration of tteteSCoul
lawsuit, which motion was denied in the trial codrhereafter, the Company appealed the denial efibtion to compel arbitration, whi
appeal had the effect of staying the State Cowsuit, which stay was further extended in both dtege trial and appellate courts when
Company filed on March 30, 2009, a Voluntary Petitior Relief under Chapter 11 in the United St&askruptcy Court for the District
Delaware. MAS filed a proof of claim on June 30020in connection with the CompasyChapter 11 bankruptcy proceedings. The pra
claim mirrored the MAS lawsuit and asserted that@ompany breached the Exclusive License Agreetmetransferring certain technolog
to Bio-Rad without obtaining MAS’ consent. MAS listed the value of its claim asektess of $5,000,000. On December 28, 200¢
Company objected to MAS’s Proof of Claim in the Barptcy Court. On January 7, 2010, the Bankruptoyr€confirmed the Compargplar
of reorganization. Per the Court’s order confirmitng plan, the Company’s bankruptcy case will besetl after a final, noappealabl
judgment is entered on M/'s claims. After the plan was confirmed, MAS filednation with the Bankruptcy Court asking it to abstfrorr
hearing its proof of claim and asked the Bankrugourt to grant relief from stay so that MAS coplehceed with the State Court lawsui
California. The Bankruptcy Court granted that motam March 15, 2010. Thereafter, the California €af Appeal has set oral argument
the Company’s appeal of the trial court order degythe Compang motion to compel arbitration for June 17, 201Gnsigement canr
predict the ultimate outcome of this matter at thiee.

On March 30, 2009, Vermillion filed a voluntary fiietn for relief (the “Bankruptcy Filing”under Chapter 11 of the United States Bankrt
Code in the Bankruptcy Court. On January 7, 20d® Bankruptcy Court issued a confirmation orderapipg Vermillion’s Second Amend
Plan of Reorganization (the “Plan of Reorganiza)o®n January 22, 2010, the confirmation order issmedhe Bankruptcy Court beca
final and all conditions precedent to January ZA®@were satisfied or waived. Accordingly, the Camp has emerged from bankruptcy ul
Chapter 11.
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On April 21, 2009, during the Bankruptcy Filing, Mallion filed the Debtor’'s Motion for Entry of a@rder Approving the Debtas’Incentivi
Plan (the “Incentive Plan”) and Authorizing Payntetitereunder pursuant to 88 363(b) and 503(b)eBémkruptcy Code (thdricentive Pla
Motion”), which sought to provide proper incentiviesthe directors (Gail Page, John Hamilton andeaBurns, collectively, the “Directors”
to help achieve a successful sale or restructuoinyermillion. At a hearing on June 22, 2009, theu@ entered an Order approving
Incentive Plan Motion (the “Incentive Plan OrdeiThe Incentive Plan was based upon a percentagg) afi¢ gross proceeds of Asset St
both prior to and after the Food and Drug Admiistm approval of the ovarian tumor triage test] é8) the value of consideratiorcash, det
and equity distributed pursuant to a Confirmed Plan. In thé, eéhe Incentive Plan Order provided that the Doecwould receive: (i) zero,
Qualified Transaction Proceeds of $3,000,000 s, 68 6% on Qualified Transaction Proceeds 00$8,001 to $10,000,000, and (iii) 8%
Qualified Transaction Proceeds of greater thanGRIDN00. While the Incentive Plan Order providedrividion with the authority to mal
distributions under the Incentive Plan, Vermilliagreed as part of the Plan of Reorganization tk &eal judicial approval of the amounts
be paid pursuant to the Incentive Plan. On Aprjl2310, counsel for Vermillion, the Official Comneieé of the Equity Security Holders,
the Directors submitted a proposed settlement ¢ Bankruptcy Court. On April 14, 2010, after a legyr an order was issued by
Bankruptcy Court approving the Management Incenian. Under the Management Incentive Plan, Veionilis directed to distribute
aggregate of $5,000,000 in cash and 302,541 sbérestricted stock in Incentive Plan PaymentdhtDDirectors. All such restricted stock i
be distributed, with 1/24th of it to vest on eachnthly anniversary of the vesting commencement,datee 22, 2009. The total Incentive f
Payments are to be allocated to Gail Page, Jamess Bund John Hamilton on a 60%-20%8%6 basis, respectively, or as otherwise me
agreed to in writing by the Directors. Vermillios further authorized to take any and all actionsessary or appropriate in connec
therewith.

In addition, from time to time, the Company is iflwed in legal proceedings and regulatory proceeslamiging out of its operations. Other t
as disclosed above, the Company is not currenplgrey to any proceeding, the adverse outcome oftwhiould have a material adverse ef
on the Company’s financial position or results pérations.

ltem 4. RESERVED
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie
Market Information

On August 21, 2007, Ciphergen Biosystems, Inc. ghdrits corporate name to Vermillion, Inc. (“Verhaih”). In conjunction with the nan
change, Vermillion changed its common stock tickgnbol on the NASDAQ Capital Markets to “VRMLPrior to the corporate name char
Vermillion’s common stock was traded on the NASDA&@pital Market under the symbols “CIPH” and “CIPHE”

At the February 14, 2008, Special Meeting of Staitters, the stockholders of Vermillion approved titeposal to authorize the Boarc
Directors in its discretion, without further autfmation of Vermillion's stockholders, to amend Veliran’ s Certificate of Incorporation
effect a reverse split of Vermillion’s common stdok a ratio of between 1 for 6 to 1 for 10. On kelby 15, 2008, Vermilliors Board ¢
Directors approved a 1 for 10 reverse stock st (Reverse Stock Split”) of Vermillios’common stock effective at the close of busina
Monday, March 3, 2008. Accordingly, all share aret phare amounts were adjusted to reflect the impathe Reverse Stock Split.
March 4, 2008, Vermilliors common stock began trading under the Reversek 8plit basis. Additionally, beginning on March 2008
Vermillion’s common stock traded for a period oftt@ding days under ticker symbol “VRMLDEAs an interim symbol to denote its new st
After this 20 trading day period, Vermillion’s conoam stock resumed trading under the ticker symb@&tML".

On September 25, 2008, Vermilliemtommon stock was delisted from and suspended thaing on the NASDAQ Capital Market as a re
of Vermillion’s noncompliance with the listing criteria under keplace Rule 4310(c)(3). Upon delisting from th&SXDAQ Capital Marke
Vermillion’s common stock became immediately ellgilior quotation and began trading over-the-cou(it®TC") on Pink Quotes, formet
known as Pink Sheets, electronic quotation syst&mK Quote”) on September 25, 2008, under theeticdymbol “VRML.PK”. After a marke
maker’s application to trade Vermilliosm’common stock on the OTC Bulletin Board was apgdoby the Financial Industry Regulat
Authority (“FINRA”"), Vermillion’s common stock begatrading on the OTC Bulletin Board under the ticlsymbol “VRML.OB” on
October 10, 2008.

In connection to Vermillion’s March 30, 2009, fiirof a voluntary petition for relief (the “Bankrgyt Filing”) under Chapter 11 of the Unit
States Bankruptcy Code with the United States Batky Court for the District of Delaware, Vermillits common stock began trading ur
the ticker symbol “VRMLQ.OB” on April 6, 2009. On pkil 20, 2009, Vermillions common stock began trading under the ticker sy
“VRMQE.OB?” as a result of Vermillion becoming a delinquergrfibf its required financial reports to the Sedesitnd Exchange Commiss
(the “SEC”) under the National Association of Séties Dealers, Inc. (“NASD”) Rule 6530. After a 8@y grace period on May 20, 20
Vermillion’s common stock was delisted from the OTC Bulletiai for noncompliance with NASD Rule 6530. Upoligfieg from the OT(
Bulletin Board, Vermillions common stock became immediately eligible for gtiob and began trading on Pink Quote under thetisymbc
“VRMLQ.PK” on May 20, 2009. On January 27, 2010,rwmélion’s common stock began trading under the BghiVRML.PK” in connectio
with Vermillion’s emergence from bankruptcy unddrapter 11 of the United States Bankruptcy Codeamudry 22, 2010.

As of January 11, 2010, there were 69 holders afrokof Vermillion’s common stock, excluding shatedd in bookentry form through Tt
Depository Trust Company, and 3,083 beneficial awrgd Vermillion’s common stock. The closing prifie Vermillion’s common stock ¢
April 30, 2010, was $18.00.

30



Table of Contents

The high and low sales prices of Vermillisléommon stock as quoted on the NASDAQ Capital EialRink Sheets and OTC Bulletin Bo
during the years ended December 31, 2008 and 28607 as follows:

2008 2007
High Low High Low
Three months ended March $8.2C $2.5C $19.9C $9.2(C
Three months ended June 5.14 0.9¢ 15.3(C 8.5(C
Three months ended September 2.6( 0.8C 11.5C 5.5C
Three months ended December 1.0t 0.21 10.9C 5.8(

Performance Graph
Per Instructions to Item 201(e)(6) of RegulatioK Snformation is not required.

Dividends

Vermillion has never paid or declared any dividemdits common stock and does not anticipate pagasi dividends on its common stoc
the future. If Vermillion pays a cash dividend da common stock, Vermillion also may be requiredpotty the same dividend on an as-
converted basis on any outstanding preferred steakiants, convertible notes or other securitiesrédver, any preferred stock or other se
debt or equity securities to be issued and anyrdéutredit facilities might contain restrictions Mermillion’s ability to declare and p
dividends on its common stock. Vermillion intendsrétain all available funds and any future earsit@gfund the development and expan

of its business.

Unregistered Sales of Equity Securities

On January 7, 2010, Vermillion closed a privatecptaent transaction with a group of investors. Véioni received $43,050,000 in grc
proceeds from the sale of 2,327,869 shares ofoisnoon stock at a price of $18.4932 per share. Haees of Vermillions common stoc
issued in connection with the private placement el exempted from the registration requiremenspant to Regulation D of the Securi
Act. Accordingly, these restricted shares are suligethe resale limitations of Rule 144 under S®eurities Act, as a transaction not invol
a public offering because, among other thingsjriiestors were accredited investors at the tim@ftransaction and appropriate legends
affixed to the instruments representing such sgearissued in such transaction.

From November 30, 2009, through January 22, 2080million exchanged 428,906 shares of its commookstor $7,100,000 in principal a
unpaid interest of $732,000 related to the conblertsenior notes due September 1, 2011 (the “7.R0%s”). From October 21, 2009 throt
November 19, 2009, $4,400,000 in principal reldétethe 7.00% Notes was converted into 220,000 shafr&ermillior’s common stock. Tl
offer and issuance of the securities was exempt fiegistration under Section 3(a)(9) of the SemsiAct.

From November 24, 2009 to January 22, 2010, Veignikxchanged a total of 15,794 shares of its comstock for $305,000 in principal &
$18,000 in unpaid interest related to the conviertdenior notes due September 1, 2009 (the “4.5@#&<N). The offer and issuance of -
securities was exempt from registration under $acia)(9) of the Securities Act.

From October 5, 2009, through April 12, 2010, Vélion issued 990 shares of its common stock for,82@ from the cash exercise of
warrants dated August 3, 2006, with an exerciseepsf $12.60 per share (the “August 3 Warran@ij] 3,496 shares of its common stock 1
the cashless exercise of 8,625 underlying commooksshares of its August 3 Warrants. From Octohe2@®9, through April 12, 201
Vermillion issued 990 shares of its common stockHb2,000 from the cash exercise of its warrantedidlovember 15, 2006, with an exer
price of $12.60 per share (the “November 15 Was'anand 3,486 shares of its common stock from the eashéxercise of 8,625 underly
common stock shares of its November 15 WarrantanF8eptember 29, 2009, through March 4, 2010, Vkomiissued 392,120 shares of
common stock for $3,627,000 from the cash exemists warrants dated August 29, 2007, with an eiserprice of $9.25 per share (tH2007
Warrants”),and 521,213 shares of its common stock from théless exercise of 1,435,678 underlying common sgiiees of its 20(
Warrants. The offer and issuance of securitiesligest to the resale limitations of Rule 144 unither Securities Act.
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On August 29, 2007, Vermillion completed a privalecement sale of 2,451,309 shares of its commmk $tnd a warrant to purchase up t
additional 1,961,047 shares of its common stock &it exercise price of $9.25 per share and expiratate of August 29, 2012, to a grou
existing and new investors for $20,591,000 in gmsseeds. The net proceeds of the transactiorbeillsed for general working capital ne
In connection with Quest Diagnostics Incorporatgt@uest”) participation in this transaction, Vermillion amemdda warrant to purchase
additional 220,000 shares of its common stock et originally issued to Quest on July 22, 2005sPant to the terms of the amendment
warrant to purchase 220,000 shares of Vermiliocommon stock was reduced from $35.00 per sha$23d0 per share and the expira
date was extended from July 22, 2010, to July 21,12 The sale, offer and issuance of the secunti@s exempt from registration un
Section 4(2) and/or Rule 506 of Regulation D of 8ezurities Act, as a transaction not involvingual offering because, among other thi
the investors were accredited investors at the tifthe transaction and appropriate legends wdneedfto the instruments representing ¢
securities issued in such transaction.

As partial consideration for services as placenag@nt in connection with the August 29, 2007, gevelacement sale, Vermillion issue
warrant to purchase up to 92,100 shares of Vemnili common stock with an exercise price of $9.25 gleare and expiration date
August 29, 2012, to Oppenheimer & Co. Inc. (“Oppanter”). Vermillion’s Board of Directors determined the value of suetrants to b
equal to the price paid for the warrants by theegtors in the offering, or $1.25 per warrant shémean aggregate value of $115,000. The
offer and issuance of the securities was exempt fiegistration under Section 4(2) and/or Rule 50R&gulation D of the Securities Act, ¢
transaction not involving a public offering, becawsmong other things, Oppenheimer was an accreditedgtor at the time of the transac
and appropriate legends were affixed to the instnisirepresenting such securities issued in saokdction.

On November 15, 2006, Vermillion completed the safle$16,500,000 in aggregate principal of the 7.008fivertible senior notes c
September 1, 2011 (the “7.00% NotesThe 7.00% Notes were sold pursuant to separateaeagehand redemption agreements bet
Vermillion and certain holders of Vermillion's efiisg 4.50% convertible senior notes due Septemp20@8 (the “4.50% Notes"Y-he holder
agreed to exchange and redeem $27,500,000 in adgregncipal of the 4.50% Notes for $16,500,00&gyregate principal of the 7.0
Notes and $11,000,000 in cash, plus accrued andidinpterest on the 4.50% Notes of $254,000. Qfferiosts of $104,000 and fees
$514,500 were paid on behalf of the debt holdex racorded as a debt discount to the 7.00% Notes. skle, offer and issuance of
securities was exempt from registration under 8act(2) and/or Rule 506 of Regulation D of the Siies Act, as a transaction not involv
a public offering, because among other thingsjrtkiestors were accredited investors at the tim@ftransaction and appropriate legends
affixed to the instruments representing such sgearissued in such transaction.

On August 3, 2006 and November 15, 2006, Vermillssued warrants to purchase an aggregate of 2@8/¢8@s of its common stock with
exercise price of $12.60 per share to Oppenheimeeitial consideration for its services as theg@haent agent for the offering of the 7.C
Notes. Fees paid on behalf of the debt holdersidted the fair value of the two warrants and weoemed as a discount on the 7.00% N
The two warrants were valued at $140,000 basederidir value as determined by the Blé&tholes method of valuation using a risk
interest rate of 4.75%, 5 year contractual lifed &8.00% volatility rate. The sale, offer and iswe of the securities was exempt fi
registration under Section 4(2) and/or Rule 50Refulation D of the Securities Act, as a transactiot involving a public offering, becat
among other things, Oppenheimer was an accrediteglsior at the time of the transaction and appatgrlegends were affixed to

instruments representing such securities issusddh transaction.

In connection with the sale of assets and liabgitdf its protein research products and collabaratervices business to Bitad Laboratorie
Incorporated (“Bio-Rad”) on November 13, 2006, Vélion sold to Bio-Rad 308,642 shares of Vermillisrcommon stock for an aggrec
purchase price of $3,000,000. The sale, offer asdance of the securities was exempt from regstrainder Section 4(2) and/or Rule 501
Regulation D of the Securities Act, as a transactiot involving a public offering, because amonpeotthings, BioRad was an accredit
investor at the time of the transaction and appat@riegends were affixed to the instruments reprisg such securities issued in <
transaction.
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Securities Authorized for Issuance Under Equity Cpensation Plans

Vermillion currently maintains three equity-basedmpensation plans that were approved by its stddkh® and a new equityase:
compensation plan that was recently approved byBttead of Directors on February 8, 2010. The plaresthe 1993 Stock Option Plan |
“1993 Plan”), the Amended and Restated 2000 Stdak Rhe “2000 Plan”)the Amended and Restated 2000 Employee Stock Redpia
(the “2000 ESPP"), and the 2010 Stock Incentiven Plae “2010 Plan”).

1993 Plan. The authority of Vermilliors Board of Directors to grant new stock options anérds under the 1993 Plan terminated in z
Vermillion’s Board of Directors continues to adnstar the 1993 Plan with respect to the stock opttbat remain outstanding to Vermillign’
officers, employees, directors and a consultantDétember 31, 2008, there are 13,330 shares df sgitons that remain outstanding ur
the 1993 Plan.

2000 Plan. Vermillion’s Board of Directors or a committee \dérmillion’s Board of Directors may grant stock options aodlsawards und
the 2000 Plan. Their authorities to grant stockamst and stock awards under the 2000 Plan will irgate in 2010. Vermilliors officers
employees, directors and consultants are eligibleeteive stock option grants and stock awards ruttde 2000 Plan. Vermillion’s non-
employee directors are also eligible for certaitomatic stock option grants under the 2000 plarrmiléon’s Board of Directors administt
the 2000 Plan and approves each stock option grahstock award. Vermillion’s Board of Directorsaocommittee of Vermilliors Board ¢
Directors determines the per share purchase pfigemnillion’s common stock related to stock option grants amcksawards under the 2C
Plan. Additionally, Vermillion’s Board of Directorsr a committee of Vermilliors Board of Directors determines the vesting sche
duration, and other terms and conditions of eagbksbption grant or stock award subject to thetttions of the 2000 Plan. At December
2008, there are 802,308 shares of stock optiorigeéh@ain outstanding under the 2000 Plan.

2000 ESPP Subject to limits, all of Vermilliors officers and employees in the United States lgibke to participate in the 2000 ESPP.

2000 ESPP operates in successive six-month offamagpurchase periods. Participants in the ESPPpumaghase Vermilliors common stoc

at the end of each purchase period at a purch&segmual to 85.0% of the lower of the fair markalue of Vermillion's common stock at t

beginning of the offering period or the end of thachase period. The 2000 ESPP administrator maw glarticipants to contribute up

15.0% of their eligible compensation to purchaselstunder the 2000 ESPP. Vermillion’s Board of DBioes or a committee of Vermilliog’
Board of Directors administers the 2000 ESPP. dted amount of shares originally available for gwase under the 2000 ESPP was 1,505

of which 136,222 shares had been purchased.

2010 Plan. The 2010 Plan will be administered by the Compgos Committee of the Board. Vermillis’'employees, directors, ¢
consultants are eligible to receive awards under2®10 Plan. The 2010 Plan permits the granting vériety of awards, including stc
options, share appreciation rights, restricted esharestricted share units, and unrestricted shdefsrred share units, performance and cast
settled awards, and dividend equivalent rights. Thenpany is authorized to issue up to 1,322,988shaf common stock, par value $0.

per share under the 2010 Plan, subject to adjustaseprovided in the 2010 Plan.
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The number of shares of Vermillion’s common stoclkbe issued upon exercise of outstanding stoclongtithe weightedverage exerci:
price of outstanding stock options and the numlbahares available for future stock option gramd stock awards under equity compens:
plans as of December 31, 2008, were as follows:

(1)

(2)

3)

Number of
Securities
Remaining
Available for
Future
Number of Weighted- Issuance
Securities to Average Under Equity
be Issued Upoi Exercise Compensatior
Price of
Exercise of Outstanding Plans
Outstanding (Excluding
Options, Options, Shares
Warrants Warrants Reflected in
Plan Category and Rights and Rights First Column)
Equity compensation plans approved by securitydrgl 817,8881 $ 13.96@ 7,795,155@)
Equity compensation plans not approved by sechdtgers — — —
Total 817,88t¢ $ 13.9¢ 7,795,15!

Includes outstanding stock options for 13,33@&res of Vermillions common stock under the 1993 Plan and 802,30&sha

Vermillion's common stock under the 2000 Plan. Allsdudes 2,250 shares of Vermilliemtommon stock after giving effect to estimi
purchases under the 2000 ESPP for the purchasedptrat will end on May 1, 2009, based on partictpeontributions throuc
December 31, 200t

Includes the weighted average stock price for antlihg stock options of $33.38 under the 1993 Blah$13.68 for the 2000 Plan. A
includes the 2,250 shares of Vermilliscécommon stock after giving effect to estimatedchases under the 2000 ESPP for the pur
period that will end on May 1, 2009, based on pgréint contributions through December 31, 2008hwait estimated per share prici
$0.23, which is calculated as 85% of the Decemfte2B08, closing price of $0.2

Includes 6,428,132 shares of Vermillisrtommon stock for the 2000 Plan. On January Jach gear during the term of the 2000 F
the total number of shares available for award gsep under the 2000 Plan will increase by the lbwf§) 215,000 shares, (ii) 5% of 1
outstanding shares of common stock on the last afathe immediately preceding fiscal year, or @fj amount determined

Vermillion’s Board of Directors. Also includes 1,8623 shares of Vermillios’common stock for the 2000 ESPP after giving éfte
estimated purchases of 2,250 shares of Vermii@m@mmon stock under the 2000 ESPP for the purgiersed that will end on May
2009, based on participant contributions througleebsber 31, 2008. On January 1 of each year dunegerm of the 2000 ESPP,

total number of shares available for sale under20@0 ESPP will increase by the lowest of (i) 48,8Dares, (ii) 1% of the outstand
shares of common stock on the last day of the ineelgt preceding fiscal year, or (iii) an amountetenined by Vermillions Board ¢
Directors.

Item 6. Selected Financial Date

Per Item 301(c) of Regulation S-K, information &t nequired.
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ltem 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operation

You should read the following discussion in confiamcwith Vermillion, Inc. (“Vermillion”) and its Wolly owned subsidiaries’cfllectively
the “Company”) audited consolidated financial statents and the accompanying notes in Part Il ItemiBipancial Statements a
Supplementary Data”. The following discussion imgs certain forwardeoking statements that involve risks and uncetiai Thi
Company’s actual results could differ materiallyrit those referred to in the forwafdeking statements as a result of various fac
including those discussed in Part | Item 1A, “Rigctors”, and elsewhere in this Annual Report onrRd.0-K.

Overview

Vermillion was originally incorporated in Califorion December 9, 1993, under the name Abiotic Systén March 1995, Abiotic Syste
changed its corporate name to Ciphergen Biosysteras,and subsequently on June 21, 2000, it reparated in Delaware. Under the ng
Ciphergen Biosystems, Inc., Vermillion had its ieditpublic offering on September 28, 2000. On Nokeml3, 2006, the Company sold
assets and liabilities of its protein research potsl and collaborative services business (the rinstnt Business Sale”) to BRac
Laboratories, Inc. (“Bio-Rad”)which allowed Vermillion to focus on the developrhenhits diagnostics tests. On August 21, 2007 h€igel
Biosystems, Inc. changed its corporate name to Wem Inc. Effective at the close of business March 3, 2008, Vermillion had a 1 for
reverse stock split of Vermillios’common stock. Accordingly, all share and perelnounts were adjusted to reflect the impact efitfol
10 reverse stock split in this Annual Report onnrd0-K.

Vermillion is dedicated to the discovery, developin@nd commercialization of novel higlalue diagnostic tests that help physicians diag,
treat and improve outcomes for patients. Vermillgtests are intended to guide decisions regardatigrd treatment, which may inclu
decisions to refer patients to specialists, togrerfadditional testing, or to assist in the setettf therapy. A distinctive feature of Vermillian’
approach is to combine multiple markers into alsingportable index score that has higher diagmasturacy than its constituents.

Management (“we”, “us” or “our”’toncentrates its development of novel diagnosststim the fields of oncology, hematology, cardigl@nc
womens health, with the initial focus on ovarian candéermillion also intends to address clinical quess related to early disease detec
treatment response, monitoring of disease progmesgirognosis and others through collaborationsh iétading academic and rese:
institutions such as its strategic alliance agregmgth Quest Diagnostic Incorporated (“Quest”).

Vermillion’s lead product is the OVAL1™ ovarian tuntoiage test (the “OVAL Test"which was cleared by the United States Food and
Administration (the “FDA”)on September 11, 2009. The OVA1 Test addresse=aa whmet clinical need, namely the presurgicaitifieation
of women who are at high risk of having a malignaewdrian tumor. Numerous studies have documentethehefit of referral of these won
to gynecologic oncologists for their initial surgePrior to the clearance of the OVAL1 Test, no bidest had been cleared by the FDA
physicians to use in the presurgical managemepotafian adnexal masses. The OVA1 Test is a quabtaerum test that utilizes five w
established biomarkers and proprietary FEIAared software to determine the likelihood ofigrency in women with a pelvic mass for wk
surgery is planned. The OVAL Test was developeoutin large prelinical studies in collaboration with numerous deaic medical cente
encompassing over 2,500 clinical samples. The OV&dt was fully validated in a prospective muakinter clinical trial encompassing 27 <
reflective of the diverse clinical centers at whimbarian adnexal masses are evaluated. The resfullte clinical trial demonstrated that
OVAL Test, in conjunction with clinical evaluatiowas able to identify over 90% of the malignantriasa tumors and to rule out malignal
(negative predictive value, or “NPV”) with over 908értainty.

35



Table of Contents

On July 22, 2005, Vermillion and Quest entered iatatrategic alliance agreement (the “StrategidaAde Agreement”Yo develop an
commercialize up to three diagnostic tests fromnvtion’s product pipeline (the “Strategic Alliante The Strategic Alliance Agreement v
set to expire on the earlier of (i) the thrigear anniversary of the agreement, which was J2ly?D08, and (ii) the date on which Qi
commercializes the three diagnostic tests. On 212008, Vermillion and Quest amended the StratAdiance Agreement to extend the t
of the agreement to end on the earlier of (i) Septr 1, 2008 and (ii) the date on which Quest coroiakizes the three diagnostic tests.
October 24, 2008, Vermillion and Quest amendedStinategic Alliance Agreement to extend the ternthef agreement to end on the earlie
(i) September 1, 2009 and (ii) the date on whicle€pumakes its third development election. Subsdtyuen October 7, 2009, Vermillion a
Quest amended the Strategic Alliance Agreement $tingtegic Alliance Agreement and the July 21, 20D8tober 24, 2008 and Octobe
2009, amendments are collectively referred to as‘#mended Strategic Alliance Agreementd) extend the term of the agreement to en
the earlier of (i) October 7, 2012 and (ii) theedah which Quest makes its third development elacfio date, Quest has selected only
diagnostic tests, which are the PAD blood test (SGLIR™") and the OVA1 Test, to commercialize. On SeptemhberR2009, the Compa
achieved the FDA clearance of the OVAL Test milestprovision in the secured line of credit agreemmnviding for a reduction in tl
principal amount of the loan of $3,000,000 but wa$/ able to apply the milestone once it was nay&nin default under the terms of
secured line of credit while under Chapter 11 baptay protection. The Company cured the defaultnupayment of accrued interest
January 22, 2010 totaling approximately $472,000. January 23, 2010, the principal was reduced t®0®7000. The Company is
discussions with Quest regarding the achievemeanaidditional $1,000,000 forgiveness milestona assult of obtaining FDA clearance
the OVAL Test under the terms of the Strategicahitie Agreement.

The OVAL Test was launched on March 9, 2010, bysQueder the terms of its strategic alliance witlriillion at a list price of $650 for ec
OVAL Test. On March 11, 2010, the Medicare contrattighmark Medicare Services announced that itld/@over the OVAL Test in i
reimbursement program. On May 10, 2010, Questiadti¥/ermillion that Highmark Medicare Services wjuicating to Quest the OV/
claims in the amount of $516.25 for each OVAL Test.

In addition to the OVAL1 Test, Vermillion has devefoent programs in other clinical aspects of ovadancer as well as in peripheral arte
disease (“PAD")In the field of peripheral arterial disease, Vetimil has identified candidate biomarkers that malp tio identify individual
at high risk for a decreased ankle-brachial indmtes, which is indicative of the likely presencepefipheral arterial disease.

Current and former academic and research institsitibat Vermillion has or has had collaborationthwiclude The Johns Hopkins Univer:
School of Medicine (“JHU"); The University of Texa4.D. Anderson Cancer Center (“M.D. Anderson”); Wisity College London (“UCL),
The University of Texas Medical Branch (“UTMB”Jhe Katholieke Universiteit Leuven; Clinic of Gymdagy and Clinic of Oncolog
Rigshospitalet, Copenhagen University Hospital ¢$Riospitalet”); The Ohio State University ReseaFsdundation (“OSU”); Stanforc
University (“Stanford”); and the University of Keraky (“UK").

On March 30, 2009, Vermillion filed a voluntary fiietn for relief (the “Bankruptcy Filing”under Chapter 11 of the United States Bankrt
Code in the United States Bankruptcy Court for Ehstrict of Delaware (the “Bankruptcy Court"subsequently, on January 22, 2010,
confirmation order issued by the Bankruptcy Coarteépproving Vermillions Second Amended Plan of Reorganization under €haptof th
United States Bankruptcy Code dated January 5,,281® “Plan of ReorganizationBecame final and all conditions precedent to Jan22a
2010, were satisfied or waived. Accordingly, then@pany has emerged from bankruptcy under Chapter 11.

We expect to incur losses for at least the next.y@ae to the Instrument Business Sale and recamtrercial launch of the OVA1L Test,

Company will have limited revenues until additiodégnostic tests are developed or the Companyreged to successfully commercialize
OVA1 Test. To become profitable, the Company magdn®e complete development of additional key diagiedests, obtain FDA approval ¢
successfully commercialize those products in agldito the OVA1 Test. The Company has a limiteddnystof operations in developi
diagnostic tests, and we anticipate that the Cowigaquarterly results of operations will fluctuate the foreseeable future due to sev
factors, including market acceptance of current@ad products, the timing and results of the Corgmresearch and development efforts
introduction of new products by the Company’s cotitpes and possible patent or license issues. Tdragainys limited operating history a:
diagnostics business makes accurate predictiontofe results of operations difficult.
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Critical Accounting Policies and Estimates

The notes to the consolidated financial statememtsain a summary of the Compasigignificant accounting policies that are presgimePar
Il ltem 8, “Financial Statements and Supplemenfaaga”, of this Annual Report on Form X-We believe that it is important to have
understanding of certain policies, along with tetated estimates that we are required to makedording the financial transactions of
Company, in order to have a complete picture ofGbempanys financial condition. In addition, in arriving itese estimates, we are require
make complex and subjective judgments, many of wimiclude a high degree of uncertainty. The follogvis a discussion of these criti
accounting policies and significant estimates esldb these policies.

Fair Value of Investments

We classify all of our marketable securities asilabée-forsale. We carry these investments at fair valueedagpon the levels of inpi
described below, and unrealized gains and lossesnaluded in accumulated other comprehensive ikcarhich is reflected as a sepa
component of stockholderdeficit. The amortized cost of securities in thidegory is adjusted for amortization of premiumd ancretions «
discounts to maturity. Such amortization is incldidie interest income. Realized gains and lossesesm@ded in our statement of operation
we believe that an other-than-temporary declinstexit is our policy to record a writlewn to reduce the investments to fair value acdmo
the related charge as a loss on investments iioauette securities.

We adopted ASC 820, “Fair Value and Measuremeintglie first quarter of 2008. ASC 820 defines faitue as the exchange price that wi
be received for an asset or paid to transfer dlitialfan exit price) in the principal or most adwtageous market for the asset or liability it
orderly transaction between market participantghenmeasurement date. ASC 820 also establisheis @afae hierarchy which requires
entity to maximize the use of observable inputs mimimize the use of unobservable inputs when méagtdair value. The standard descri
three levels of inputs that may be used to medsingalue:

Level 1 - Quoted prices in active markets for id=aitassets or liabilities.

Level 2 -Observable inputs other than Level 1 prices suajuased prices for similar assets or liabilitiespted prices in markets that
not active, or other inputs that are observableaor be corroborated by observable market datautustantially the full term of the ass
or liabilities. Our short-term investments primeguiitilize broker quotes in a non-active marketvaluation of these securities.

Level 3 -Unobservable inputs that are supported by littlem@market activity and that are significant to fa& value of the assets
liabilities.

ASC 820 requires us to maximize the use of obséevaputs and minimize the use of unobservabletmdfia financial instrument uses ing
that fall in different levels of the hierarchy, thestrument will be categorized based upon the &hwevel of input that is significant to the 1
value calculation. Our financial assets measurddiatvalue on a recurring basis include securitigailable for sale. Securities available
sale include money market funds and auction ratergis in private placements of credit linkede®ot

Research and Development Costs

Research and development costs are expensed asethcResearch and development costs consist piynadr payroll and related cos
materials and supplies used in the developmenewof products, and fees paid to third parties thatloot certain research and developr
activities on behalf of the Company. Software depgient costs incurred in the research and developofenew products are expensel
incurred until technological feasibility is estaghled.

Stock-Based Compensation

We account for stock options and stock purchadggigelated to our 2000 Stock Plan (the “2000 Blamd 2000 Employee Stock Purck
Plan (the “2000 ESPP”) under the provisions of ARB which requires the recognition of the fair wabf stockbased compensation. The
value of stock options and the 2000 ESPP sharesstanated using a Blackeholes option valuation model. This model requihesinput o
subjective assumptions in implementing ASC 718uditlg expected stock price volatility, expectee ldnd estimated forfeitures of e
award. The fair value of equity-based awards is rtimeml over the vesting period of the award, andhaee elected to use the straigihe
method of amortization. Due to the limited amouhhistorical data available to us, particularly viespect to stocfrice volatility, employe
exercise patterns and forfeitures, actual resolttdcdiffer from our assumptions.
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We account for equity instruments issued to nonfeyges in accordance with the provisions of ASC @&8 ASC 505, “Equity.As a resul
the non-cash charge to operations for eamployee options with vesting or other performandteria is affected each reporting perioc
changes in the estimated fair value of our comntooks The two factors which most affect these cleanare the price of the common st
underlying stock options for which stoblased compensation is recorded and the volatilithestock price. If our estimates of the fairuab
these equity instruments change, it would havestfeet of changing compensation expenses.

Contingencies

We account for contingencies in accordance with ASG Contingencies (“ASC 450"ASC 450 requires that an estimated loss from &
contingency shall be accrued when information abéeé prior to issuance of the financial statemémdgcates that it is probable that an a
has been impaired or a liability has been incuatthe date of the financial statements and whenathount of the loss can be reasor
estimated. Accounting for contingencies such aallagd contract dispute matters requires us tamusgudgment. We believe that our accr
for these matters are adequate. Neverthelesscthal #oss from a loss contingency might diffemfrour estimates.

Income Taxes

Our income tax policy records the estimated futiave effects of temporary differences between thelasis of assets and liabilities
amounts reported in the accompanying balance steeetsell as operating loss and tax credit carrywdénds. We have recorded a full valua
allowance to reduce our deferred tax assets, agll@as available objective evidence; it is morellikban not that the deferred tax assets
not be realized. In the event that we were to dater that we would be able to realize our defeteadassets in the future, an adjustment ti
deferred tax assets would increase net incomeeipéhiod such determination was made.

Recent Accounting Pronouncements

In January 2010, the Financial Accounting Stand&dard (“FASB”) issued Accounting Standards UpddfeSU”) No. 2010-6,Fair Value
Measurements and Disclosur, to amend the disclosure requirements relateced¢arring and nonrecurring fair value measuremeh&J
20106 requires new disclosures on the transfers oftassel liabilities between Level 1 (quoted pricesictive market for identical asset:
liabilities) and Level 2 (significant other obsebl@inputs) of the fair value measurement hieraramgluding the reasons and the timing of
transfers. Additionally, this guidance requiresadl forward of activities on purchases, sales, asme, and settlements of the assets
liabilities measured using significant unobservaiblguts (Level 3 fair value measurements). ASU 2618 effective for the Company
January 1, 2010, except for the disclosure ondhdarward activities for Level 3 fair value measments, which will become effective for
Company on January 1, 2011. Other than requirimitiadal disclosures, adoption of this new guidand not have a material impact on «
financial statements.

In October 2009, the FASB issued ASU No. 2009-Qdrtain Revenue Arrangements That Include Softweenents —a consensus of t
FASB Emerging Issues Task Fol. It modifies the scope of ASC subtopic 985-6@®ftware-Revenue Recognitiorio exclude from i
requirements: 1) noseftware components of tangible products, and fjveoe components of tangible products that arel,siidensed, ¢
leased with tangible products when the softwarepmmants and noeeftware components of the tangible product fumctagether to delivi
the tangible product’s essential functionality. AR009414 is effective prospectively for revenue arrangetmesntered into or materia
modified in fiscal years beginning on or after Ja%e 2010. ASU 20094 will be effective for the Company on Januar®Ql1, with earl
adoption permitted provided that the revised guigas retroactively applied to the beginning of ylear of adoption. The Company is curre
assessing the future impact of this new accountpdate to its consolidated financial statements.
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In September 2009, the FASB issued ASU No. 2009Mi8tiple-Deliverable Revenue Arrangementsa—eonsensus of the FASB Emer
Issues Task Forc. It updates the existing multiple-element revemanme@ngements guidance currently included under A8625, whict
originated primarily from the guidance in EITF Issio. 00-21Revenue Arrangements with Multiple DeliverableBhe revised guidan

primarily provides two significant changes: 1) dhates the need for objective and reliable evidesicéhe fair value for the undeliver
element in order for a delivered item to be treatsda separate unit of accounting, and 2) elimin#te residual method to allocate

arrangement consideration. In addition, the guidalso expands the disclosure requirements fonteveacognition. ASU 20093 is effectiv:
prospectively for revenue arrangements entereddntmaterially modified in fiscal years beginning or after June 15, 2010. ASU 2009-
will be effective for the Company on January 1, RO&ith early adoption permitted provided that teeised guidance is retroactively app

to the beginning of the year of adoption. The Conypa currently assessing the future impact of tle@es accounting update to its consolidi
financial statements.

On July 1, 2009, the FASB issued guidance now @tliis FASB Accounting Standards Codification (“Ap@005-10, “Generally Accepte
Accounting Principle” (“ASC 105-10") (the “Codification”). ASC 103-0 establishes the exclusive authoritative refexdoc U.S. GAAP fc
use in financial statements, except for SEC ruled mmterpretive releases, which are also authordaGAAP for SEC registrants. T
Coadification superseded all existing n8EC accounting and reporting standards. The Compasyncluded the references to the Codifica
as appropriate, in these consolidated financiaéstants.

In February 2010, the FASB, issued Accounting Saathel Update No. 2010-09, or ASU 2010-88bsequent Events (Topic 855): Amendr
to Certain Recognition and Disclosure Requirementsch, among other things, amended ASC 855 to rentle requirement for an SEC f
to disclose the date through which subsequent svieate been evaluated. The new guidance becamaieffémmediately for financi
statements that are issued or available to beds#\sa result, the Company has adopted the AS0-ROleffective with this quarterly repc
The adoption of ASU 2010-09 did not have a matémiglact on the Company’s condensed consolidateshfiial statements.

In June 2008, the FASB issued guidance now coddeASC 815 ‘Derivatives and Hedginy ASC 815 applies to any freestanding finar
instrument or embedded feature that has all theacltexistics of a derivative instrument. ASC 81bvides a twostep approach to determ
whether an entity’s equity-linked financial instram or embedded feature is indexed to its own sbyc&valuating the instrumesttontinger
exercise provisions and settlement provisions. fggliiked financial instruments or embedded feaduteat are indexed to an isseown stoc
and classified in stockholdersguity in its statement of financial position ax nonsidered derivative instruments. ASC 815 aladfies the
impact of foreign currency denominated strike giaad markebased employee stock option valuation instrumenthe evaluation. ASC 8
is effective for financial statements issued far fiscal years beginning after December 15, 2008,iaterim periods within those fiscal ye:
Earlier application by an entity that has previguatlopted an alternative accounting policy is netngtted. At December 31, 2008,
Company had warrants outstanding to purchase 2,083%hares of Vermillios' common stock with exercise prices between $n25$25.0
per share. The adoption of EITF Issue No. 07-5 reiflult in the reclassification of the Company’dstanding warrants from stockholders’
deficit to liabilities, which requires the warrarits be fair valued at each reporting period, whe thanges in fair value recognized in
Company’s consolidated statement of operationsJ@wary 1, 2009, the Company reclassified $21,088 stockholdersdeficit to liabilities
on the consolidated balance sheet upon adoptidt&€f 815. For the yeasnded December 31, 2009, the Company recorded 4&{er815 .
loss of $12,106,000 in the consolidated statemkaperations.
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Results of Operations
Year Ended December 31, 2008, Compared to YeardHbdeember 31, 2007

The selected summary financial and operating dit4eaomillion for the years ended December 31, 2688 2007 were as follows (dollars
thousands):

Year Ended December 31, Increase (Decrease)

2008 2007 Amount %
Revenue
Products $ 10 $ — $ 10 —
Services 114 44 70 159.0¢
Total revenue 124 44 80 181.8:
Cost of revenue
Products 4 — 4 —
Services 20 28 8 (28.57)
Total cost of revenu 24 28 4 (14.29)
Gross profil 10C 16 84 525.0(
Operating expense
Research and developmt 5,28¢ 8,321 (3,037%) (36.49
Sales and marketir 2,01¢ 2,067 (48) (2.32)
General and administrati\ 7,30¢ 10,85¢ (3,549 (32.69)
Total operating expens 14,615 21,24¢ (6,629 (31.20
Gain on sale of instrument busine — 1,61( (1,610 (200.00)
Loss from operation (14,51 (19,620 (5,109 (26.07)
Interest incom 39¢ 734 (335 (45.69)
Interest expens (2,03%) (2,302) (267) (11.60
Loss on investment in auction rate securi (2,17¢) — 2,17¢ —
Other income (expense), r (41) 69 (110 (159.49)
Loss before income tax (18,370 (21,119 (2,749 (23.09)
Income tax benefit (expens 40 (163) (203) (124.59
Net loss $(18,330) (21,287) $(2,957) (13.87)

Products Revenu. Products revenue of $10,000 was generated frersales of thrombotic thrombocytopenic purpura @T)ltest compone
material to The Ohio State University Research Eation (“OSU”)for the year ended December 31, 2008. There wasathicts revenue f
the year ended December 31, 2007.

Services Revenu. Services revenue increased to $114,000 for the geded December 31, 2008, from $44,000 for theegaeriod in 200
Services revenue for the year ended December 8B, 20nsisted of $66,000 received from a consorgupported by the European Union
advanced molecular diagnostics research perforamati$48,000 from support services provided to #oowsr in accordance with a consort
agreement, which expired on March 31, 2008. Sesviegenue of $44,000 for the year ended Decemhe2(BX7, was from support servi
provided to a customer in accordance with a consaragreement, which expired on March 31, 2008.

Cost of Products RevenueCost of products revenue related to sales of ®EP component material to OSU was $4,000 for & ¥nde
December 31, 2008. There was no cost of produetnte for the year ended December 31, 2007.
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Cost of Services RevenueCost of services revenue decreased to $20,00théoyear ended December 31, 2008, from $28,00€hosam
period in 2007. Cost of services revenue were casssciated with support services provided to &aousr in accordance with a consort
agreement, which expired on March 31, 2008.

Research and Development Expens. Research and development expenses decreasedd32 $®0, or 36.4%, to $5,289,000 for the -
ended December 31, 2008, from $8,321,000 for tmeesperiod in 2007. This decrease was primarily thu¢he reduction in employ
headcount to 4 at December 31, 2008, from fourtgddecember 31, 2007, and, correspondingly, salapigyroll taxes, employee benefits
stockbased compensation decreased by $937,000, and ¢égvenses decreased by $99,000. Additionally abolation costs decreased
$1,258,000 due to the completion of Vermillisrcollaboration obligations to University Collegeridon and UCL Biomedica Plc, and
completion of the whole blood specimen collectian the OVA1 Test 510(k) prerarket notification application by our clinical essct
organization; materials and supplies used in theeldpment of new products decreased by $512,00@Qalthe completion of the OVA1 T
clinical trials; and occupancy costs decreased480®00 primarily due to the reduction of rent exgeerelated to the Compasyhove into
smaller principal facility on July 1, 2008. Thessctkases were offset by an increase in loss irosidpf assets of $318,000, which reflect:
disposal of research equipment resulting from tbe@any’s move into a smaller principal facilityo8k-based compensation expense inclh
in research and development expenses was $120n@0B167,000 for the year ended December 31, 2002807, respectively.

Sales and Marketing Expense. Sales and marketing expenses decreased by $48j02(38%, to $2,019,000 for the year ended Decerdb
2008, from $2,067,000 for the same period in 20Wirs decrease was primarily due to lower occupamsys as a result of the reduction of
expense related to the Compasiynove into a smaller principal facility on July2D08, by $84,000; materials by $42,000; and eqaigrost

by $33,000. These decreases were offset by anaiseri@ salaries, payroll taxes, employee bendfidsstockbased compensation of $117,
due to the higher number of senior level positidoseng the year ended December 31, 2008, comparé#tetyear ended December 31, 2
which were counteracted by the reduction in empdyeadcount to 3 at December 31, 2008, from 5 aelber 31, 2007. As a result stock-
based compensation expense included in sales ariétting expenses was $93,000 and $88,000 for thesyended December 31, 2008
2007, respectively.

General and Administrative ExpensesGeneral and administrative expenses decreas&B 549,000, or 32.7%, to $7,309,000 for the
ended December 31, 2008, from $10,858,000 for #mesperiod in 2007. The decrease was primarily tduthe reduction in employ
headcount to 6 at December 31, 2008, from elevédeaember 31, 2007, and, correspondingly, salapagoll taxes, employee benefits
stockbased compensation decreased by $1,704,000; eapehses decreased by $162,000; and other opestpanses by $109,000. ~
year ended December 31, 2007, included $600,00@hforsettiement of the Health Discovery Corporatimwsuit. Additionally, legal fee
decreased by $742,000, which reflects the legakwelated to the filing of new patent applicaticarsd the maintenance of existing pate
Health Discovery Corporation lawsuit and reexanaratcertificate confirming United States Patent Hd.34,022 during the year eni
December 31, 2007; accounting and audit fees deedelay $190,000, which reflects the reduction @baating and audit work correspond
to the reduced operations of the Company, offsetwoyk performed during the year ended December2B®D8, on the post effecti
amendments on Form S-1 and Form S-3 related teetfistration of the August 29, 2007, private plaeatoffering of Vermillions commo
stock and warrants; other professional servicesedsed by $490,000 due to costs incurred in coimmeetith the Companyg name chan
made during the year ended December 31, 2007, hencetiuction of costs to support the finance aggajpment costs increased by $690
primarily due to a contingency relating to a coatrdispute; and occupancy costs decreased by ¥Xp@marily due to the reduction of r
expense related to the Company’s move into a snyaliecipal facility on July 1, 2008. Stodkased compensation expense included in ge
and administrative expenses was $423,000 and $8280 the years ended December 31, 2008 and 268@ectively.

Gain on Sale of Instrument BusinessGain on sale of the Instrument Business of $1,@I®for the year ended December 31, 2007, res
from the receipt of $2,000,000 from BRad related to the United States Patent and Tradte®ffice issuance of the reexamination certifi
of the United States Patent No. 6,734,022 on Oct®Be2007, offset by a $390,000 pektsing adjustment related to the Instrument Buss
Sale.
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Interest Income. Interest income was $399,000 for the year endede®ber 31, 2008, compared to $734,000 for the gmmied in 200"
Interest income decreased primarily due to lowtarest yields and the reduction of investmentslabks-for-sale and money market funds.

Interest Expense. Interest expense was $2,035,000 for the yeardeDeeember 31, 2008, compared to $2,302,000 fosdhee period in 20C
Interest expense in both periods consisted largfelyterest related to Vermillios’convertible senior notes and borrowings from Queteres
expense included the amortization of the benefwiaversion feature associated with the 4.50% adite senior notes and underwriter f
associated with the 7.00% convertible senior notdsch amounted to $211,000 and $239,000 for trersyended December 31, 2008
2007, respectively.

Loss on investment in auction rate securiti. Loss on investment in auction rate securities das to an other-that@mporary charge ¢
investments available-for-sale of $2,176,000 far ylear ended December 31, 2008. There were nosloskted to investments available-for-
sale for the year ended December 31, 2007.

Other Income (Expense), NetNet other expense was $41,000 for the year eDeéedmber 31, 2008, compared to net other incon$& 800!
for the same period in 2007.

Income Tax Benefit (Expense. Income taxes were a benefit of $40,000 for thar ynded December 31, 2008, compared to an exmé
$163,000 for the same period in 2007. The incoméemefit was due to adjustments and foreign taxes.

The Company has incurred net losses since inceptidrconsequently is not subject to corporate irctares in the United States to the e»
of its tax loss carryforwards. At December 31, 200& Company had net operating loss carryforwanfd$79,000,000 for federal a
$42,000,000 for state tax purposes. If not utiljizéese carryforwards will begin to expire in 208 federal purposes and 2016 for s
purposes. As of December 31, 2008, the Company$ba@D0,000 of net operation carryforwards from Viliom’ s Japan operations. If 1
utilized, this carryforward will begin to expire 012. The utilization of net operating loss casryfards to reduce future income taxes
depend on the Comparsyability to generate sufficient taxable incomepto the expiration of the net operating lossyfamvards. In additiot
the maximum annual use of the net operating losy/fcawards may be limited in situations where ajpas occur in the Comparsy'stocl
ownership.

Liquidity and Capital Resources

The Company has experienced significant cumulatperating losses since inception and, as of DeceB81he008, had an accumulated de
of $257,472,000. On March 30, 2009, the Comparegdfd voluntary petition for relief under Chapterdfthe United States Bankruptcy Ci
in the United States Bankruptcy Court for the Distof Delaware (the “Bankruptcy Court”On October 16, 2009, the Bankruptcy C
approved for the Company to enter into a DebtoP&ssession Credit and Security Agreement (“DIPritiveg”) with Quest for proceeds up
$1,500,000, which is secured by a first lien onssamtially all of the Compang’assets and bears interest at the prime raté®@es per annur
The Company utilized $400,000 of the DIP financiagund general corporate matters. From Septem®@? through December 31, 2009,
Company issued 886,372 shares of its common stwdofal net proceeds of $3,521,000 from the egerof its warrants. On January 7, 2
the Bankruptcy Court issued a confirmation ordguraping the Compang’ Second Amended Plan of Reorganization under @haptof th
United States Bankruptcy Code (the “Plan of Reomgion”). On January 7, 2010, iconnection with the Plan of Reorganization,
Company completed a private placement sale of 28887shares of its common stock to a group of nesvexisting investors for $43,050,(
in gross proceeds. Subsequently on January 22, #d@onfirmation order issued by the Bankruptow for approving the Comparsy/Plal
of Reorganization became final and all conditionscpdent to January 22, 2010 were satisfied oredaidccordingly, the Company emer:
from bankruptcy under Chapter 11 (see Note 2 tcconsolidated financial statements in Item 8).

On March 9, 2010, the Company commercially launctedVA1 Test. The Company will continue to expesubstantial resources in
selling and marketing of the OVAL Test and researth development of additional key diagnostic tesitéain FDA approval and successf
commercialize those products in addition to the QVFRest. The Company will continue to be in an acalated deficit position unle
sufficient revenues can be generated to offsetresqse
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We believe that our existing cash and cash equitaleill be sufficient to meet our cash requirensefot at least the next twelve months.

The successful achievement of our business obgsctivay require additional financing and therefare may need to raise additional capit:
incur indebtedness to continue to fund our futyrerations. We may seek to raise capital throughriety of sources, including:

» the public equity marke

» private equity financing

» collaborative arrangement

» licensing arrangements; and
* public or private deb

Any additional equity financing may be dilutive stockholders, and debt financing, if available, nrayolve restrictive covenants. Additiol
funding may not be available when needed or ondeanteptable to us. If we are unable to obtaintiat@il capital, we may be requirec
delay, reduce the scope of or eliminate our sahelsmaarketing and research and development actvitienot be able to pay our convert
senior notes. Our future liquidity and capital riegments will depend upon many factors, includiagong others:

* Resources devoted to establish sales, marketingiatrbution capabilities

» The liquidity of auction rate securities held irr investment portfolio

» The rate of product adoption by doctors and pati¢

*  Our determination to acquire or invest in otherdorcts, technologies and busines:

* The market price of our common stock as it affélsesexercise of stock options and the conversiomgef our convertible del
and

* The insurance payer commur's acceptance of and reimbursement for the OVAL"

Cash and cash equivalents at December 31, 2002Q0W were $2,464,000 and $7,617,000, respectivelipecember 31, 2008, the work
deficit was $3,727,000, and at December 31, 2003tkimg capital was $8,534,000. The decrease in ingricapital for the year end
December 31, 2008, was principally due to fundsdusefinance operating losses of $18,330,000, #fend of Bio-Rads Fremont facilit
building deposit from other liabilities and therisfer of investments available-for-sale from sherta to longterm investments of $2,550,0
which was offset by the refund of the old Fremailfty building deposit from other assets.

Net cash used in operating activities was $15,80f0r the year ended December 31, 2008, primasly result of the $18,330,000 net
reduced by $4,343,000 of noncash expenses thatdied|depreciation and amortization of $928,000 tws sale and disposal of property
equipment of $334,000, other than temporary chamgénvestments of $1,851,000, loss on sale of imvests of $325,000, stodiase
compensation of $636,000 and amortization of cdiblersenior notes discount of $211,000. Net casidun operating activities was ¢
increased by $1,453,000 of cash used in changeserating assets and liabilities. Net cash usexperating activities was $20,268,000 for
year ended December 31, 2007, primarily as a reftifte $21,282,000 net loss reduced by $707,00®ntash expenses that included the
on the Instrument Business Sale of $1,610,000, affskt by depreciation and amortization of $1,180,0stockbased compensation
$878,000 and amortization of convertible senioresodiscount of $239,000. Net cash used in operagityities was also decreased
$307,000 of cash provided by changes in operatsgta and liabilities.

Net cash provided by investing activities was $28,800 for the year ended December 31, 2008, wricharily resulted from the net sales
investments available-f@ale of $10,358,000. Net cash used in investinyiaes was $11,684,000 for the year ended Decer@be2007
which primarily resulted from the net purchasesneEstments available-fasale of $12,875,000 and the acquisition of robatieghinery an
other equipment for laboratory use and serviceofihboration partner instruments of $864,000, dffsethe receipt of $2,000,000 from Bio-
Rad related to the United States Patent and Tratde@féice issuance of the reexamination certificat¢he United States Patent No. 6,734
on October 23, 2007.
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Net cash provided by financing activities was $8,8@ the year ended December 31, 2008, which tedditom the purchase of common si
under the employee stock purchase plan. Net cashded by financing activities was $21,910,000 floe year ended December 31, 2!
which primarily resulted from the net proceeds 88 $27,000 from the sale of 2,451,309 shares ofmilkon’s common stock and warrant:

purchase 1,961,047 shares of Vermill®mobmmon stock to a group of investors and theipeo&$2,917,000 in proceeds from the securec
of credit with Quest.

Off Balance Sheet Arrangements
As of December 31, 2008, the Company had ndafénce sheet arrangements that are reasonablly tikéave a current or future mate
effect on its consolidated financial condition,uks of operations, liquidity, capital expenditumscapital resources.

ltem 7A.  Quantitative and Qualitative Disclosures About Market Risk
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 Vdiram, Inc.:

In our opinion, the consolidated financial statetadisted in the index appearing under Item 15(a)lesent fairly, in all material respects,
financial position of Vermillion, Inc. and its sutimries at December 31, 2008 and 2007, and thétsesf their operations and their cash fli
for the years then ended, in conformity with acaownprinciples generally accepted in the Unitedt&t of America. These financial statem
are the responsibility of the Compasymanagement. Our responsibility is to express @nian on these financial statements based ol
audits. We conducted our audits of these statenmiandéscordance with the standards of the Public gamg Accounting Oversight Boz
(United States). Those standards require that ame grhd perform the audit to obtain reasonable assarabout whether the financial staterr
are free of material misstatement. An audit of fficial statements includes examining, on a testshasidence supporting the amounts
disclosures in the financial statements, asseshm@ccounting principles used and significantnestés made by management, and evalu
the overall financial statement presentation. Wiebe that our audits provide a reasonable basisdo opinion.

As discussed in Note 14 to the consolidated firgnsiatements, the Company voluntarily filed fora@ter 11 bankruptcy protection
March 30, 2009 and subsequently emerged from batdyrion January 22, 2010.

/sl PricewaterhouseCoopers LLP

San Jose, California
May 20, 2010
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Vermillion, Inc.

Consolidated Balance Sheets
(Amounts in Thousands, Except Share and Par ValueAounts)

December 31
2008 2007
Assets
Current assett
Cash and cash equivale $ 2,464 $ 7,617
Shor-term investments, at fair vall — 8,87t
Accounts receivabl 31 19
Prepaid expenses and other current a 32€ 1,06
Total current asse 2,821 17,57¢
Property and equipment, r 611 1,93¢
Long-term investments, at fair vali 341 3,90z
Other asset 85 63¢
Total asset $ 3,85¢ $ 24,05:
Liabilities and Stockholders’ Deficit
Current liabilities:
Accounts payabl $ 1,67¢ $ 2,97
Accrued liabilities 2,37z 3,59¢
Current portion of convertible senior notes, netlistount 2,50( 2,471
Total current liabilities 6,54¢ 9,041
Long-term debt owed to related pa 10,00( 10,00(
Convertible senior notes, net of disco 16,37¢ 16,19¢
Other liabilities — 27¢
Total liabilities 32,92¢ 35,51¢
Commitments and contingencies (Note
Stockholder’ deficit:
Preferred stock, $0.001 par value, 5,000,000 starémrized, none issued and outstanding at

December 31, 2008 and 20 — —
Common stock, $0.001 par value, 150,000,000 staarwrized at December 31, 2008 and 2007;

6,383,916 and 6,380,197 shares issued and outstpatiDecember 31, 2008 and 2007, respect 6 6
Additional pait-in capital 228,56( 227,89!
Accumulated defici (257,477 (239,147
Accumulated other comprehensive i (162) (221)
Total stockholder deficit (29,06¢) (11,467)
Total liabilities and stockholde’ deficit $ 3,85¢ $ 24,05:

See accompanying notes to the consolidated finbstaitements.
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Vermillion, Inc.

Consolidated Statements of Operations
(Amounts in Thousands, Except Share and Per Sharerdounts)

Year Ended December 31

2008 2007
Revenue
Products $ 1C $ —
Services 114 44
Total revenu 124 44
Cost of revenue
Products 4 —
Services 20 28
Total cost of revenu 24 28
Gross profil 10C 16
Operating expense
Research and developmt 5,28¢ 8,321
Sales and marketir 2,01¢ 2,06’
General and administrati\ 7,30¢ 10,85¢
Total operating expens 14,61° 21,24¢
Gain on sale of instrument busine — 1,61(
Loss from operation (14,51) (19,620
Interest incom 39¢ 734
Interest expens (2,035 (2,302
Loss on investments in auction rate secur (2,17¢) —
Other income (expense), r (472) 69
Loss before income tax (18,370 (21,119
Income tax benefit (expens (163)
Net loss $ (18,33() $ (21,28)
Loss per shar- basic and dilute $ (2.87) $ (@4
Shares used to compute basic and diluted lossopemon shar: 6,381,80: 4,765,34.

See accompanying notes to the consolidated finbstaitements.
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Vermillion, Inc.

Consolidated Statements of Changes in StockholderBeficit and Comprehensive Loss

Balance at December 31, 20

Net loss

Unrealized loss on available for sale
securities

Foreign currency translation adjustm

Comprehensive los

Common stock shares issued in
connection with

Exercise of stock optior

Employee stock purchase pl

Private placement offering of comm
stock and common stock warrants
net of issuance costs and registrat
fees

Effect of 1 for 10 reverse stock sy

Stock compensation char

Balance at December 31, 2C

Net loss

Unrealized gain on available-for-sale
securities

Foreign currency translation adjustm

Comprehensive los

Registration costs adjustment related
private placement offerin

Payment for fractional shares related to
1 for 10 reverse stock sp

Common stock shares issuec
connection with employee stock
purchase pla

Stock compensation char

Balance at December 31, 20

(Amounts in Thousands, Except Share Amounts)

Accumulated

Additional Other

Total

Common Stock Paid-In Accumulated Comprehensive Stockholders’ Comprehensive
Shares Amount Capital Deficit Loss Equity (Deficit) Loss
3,922,04 $ 39 $207,99. $(217,86() $ (7)) $ (9,909
— — — (21,282 — (21,28) $ (21,28))
_ — — — (98) (98) (98)
— — — — (52) (52) (52
2,031 — 24 — — 24
4,817 — 42 — — 42
2,451,30! 25 18,90: — — 18,921
— (59) 58 — — —
— — 87¢ — — 87¢
6,380,19 6 227,89 (239,14 (221) (11,465)
— = — (18,33() = (18,33) $ (18,330
— — — — 98 98 98
= = = - (39 (39 (39
— — 26 — — 26
@)  — — — — —
3,75(C — 3 — — 3
— — 63€ — — 63€
6,383,911 $ 6 $228,56( $(257,47) $ (1620 $ (29,06

See accompanying notes to the consolidated finbstaitements.
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Vermillion, Inc.

Consolidated Statements of Cash Flows
(Amounts in Thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Gain on sale of instrument busint
Charge on impairment of investme
Loss on sale of investmer
(Gain) loss on sale and disposal of property andgpagent
Depreciation and amortizatic
Stock-based compensation expel
Amortization of debt discout
Amortization of debt issuance co:
Recovery of bad del
Changes in operating assets and liabilit
Decrease (increase) in accounts receiv
Decrease in prepaid expenses and other currerns
Decrease in other ass:
Decrease in accounts payable and accrued liabi
Decrease in deferred rever
Decrease in other liabilitie
Net cash used in operating activit
Cash flows from investing activities:
Proceeds from sales of investme
Purchases of investmer
Proceeds from sale of instrument busir
Purchase of certificate of deposit pledged as tobdon letter of cred
Proceeds from sale of property and equipn
Purchase of property, plant and equipn
Net cash provided by (used in) investing activi
Cash flows from financing activities:
Proceeds from private offering of common stock emchmon stock warrants, net of issuance costs aistration
fees
Proceeds from exercises of stock opti
Proceeds from purchase of common stock by emplstgek purchase ple
Proceeds of loan from Quest Diagnostics Incorpdr
Net cash provided by financing activiti
Effect of exchange rate changes on cash and casaénts
Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of '
Cash and cash equivalents, end of \

Supplemental disclosure of cash flow information
Cash paid during the period for:
Interest
Income taxe:
Noncash investing and financing activities
Unrealized (gain) loss on investme
Registration costs adjustment related to privaaeqrhent offering

See accompanying notes to the consolidated finbsteigements.
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Year Ended December 31,

2008 2007
$(18,33) $(21,28)
— (1,610
1,851 —
32t —
334 (50)
92¢ 1,181
63€ 87¢
211 23¢

58 71
— @)
(12) 12
77¢ 877
55¢ 19
(2,469) (501)
(27) (18)
(27¢) (82)
(15,440 (20,269
14,45¢ 6,30(
(4,100 (19,179
— 2,00(
(100) —
15C 55
(85) (864)
10,32: (11,689
— 18,92

— 24

3 42

— 2,917

3 21,91(
(39) (52)
(5,159 (10,09
7,61 17,71
$ 246¢ $ 761
$ 1,85 $ 1,807
35 214
$ 98 (98)
26 —
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Vermillion, Inc.
Notes to Consolidated Financial Statements

1. Basis of Presentation and Summary of Significarccounting and Reporting Policies
Organization

Vermillion, Inc. (“Vermillion”; Vermillion and itswholly-owned subsidiaries are collectively refertedas the “Company”s incorporated i
the state of Delaware, and is engaged in the bssiokdiscovering, developing and commercializiragdostics tests in the fields of oncolc
hematology, cardiology and women'’s health.

Liquidity

The Company has incurred significant net lossesregative cash flows from operations since inceptit December 31, 2008, the Comp
had an accumulated deficit of $257,472,000. On Ndber 13, 2006, the Company completed the salesetsisnd liabilities of the Company’
protein research products and collaborative sesvinesiness (the “Instrument Business Sale”) to Baa- Laboratories, Inc. (“Bio-Rad"Pn
March 30, 2009, the Company filed a voluntary piitfor relief (the “Bankruptcy Filing”under Chapter 11 of the United States Bankrt
Code in the United States Bankruptcy Court forBisrict of Delaware (the “Bankruptcy Court'@n January 7, 2010, in connection with
Second Amended Plan of Reorganization under Chafitexff the United States Bankruptcy Code (“PlarRebrganization”)the Compan
completed a private placement sale of 2,327,868eshaf its common stock to a group of new and ewjsinvestors for $43,050,000 in gr
proceeds. Subsequently on January 22, 2010, thiérmation order issued by the Bankruptcy Court &mproving the Compang’Plan ¢
Reorganization became final and all conditions gdeat to January 22, 2010 were satisfied or waigedordingly, the Company emer¢
from bankruptcy under Chapter 11 (see Note 2). @Gincl 9, 2010, the Company commercially launcheddWA1 Test. Due to the Instrume
Business Sale and recent commercial launch of #A10Test, the Company will have limited revenuedilusdditional diagnostic tests ¢
developed or the Company continues to successfaltymercialize the OVAL Test.

To become profitable in the near future, the Comgparay need to complete development of additiongl @&magnostic tests, obtain FL
approval and successfully commercialize those prizdin addition to the OVA1 Test. The Compangbility to continue to meet its obligati
and to achieve its business objectives is depengemt, among other things, raising additional et generating sufficient revenue in ex
of costs. The Company may seek to raise additifumadling from various possible sources, including thublic equity market, prive
financings, sales of assets, collaborative arramegesnand debt. If Vermillion raises additional ¢apthrough the issuance of equity secur
or securities convertible into equity, stockholdei experience dilution, and such securities nhaye rights, preferences or privileges se
to those of the holders of Vermilliom'common stock or convertible senior notes. If @renpany raises additional funds by issuing dele
Company may be subject to limitations on its operat, through debt covenants or other restrictitithe Company obtains additional ful
through arrangements with collaborators or strat@girtners, the Company may be required to relgigits rights to certain technologies
products that it might otherwise seek to retain.

There can be no assurance that the Company wébketo obtain such financing, or obtain it on atable terms. If the Company is unabl
obtain financing on acceptable terms, it may beble#o execute its business plan, the Company coeldequired to reduce the scope ¢
eliminate its sales and marketing and researchldamdlopment activities or not be able to pay itsvestible senior notes.

Principals of Consolidation

The consolidated financial statements include tteants of the Company and its wholly owned subsiés. All intercompany transactic
have been eliminated in consolidation.

Basis of Presentation

On February 15, 2008, Vermillion’'s Board of Dirextcapproved a 1 for 10 reverse stock split (thevéRee Stock Split”) of Vermilliorg
common stock effective at the close of businesMonday, March 3, 2008. All share and per share artsowere adjusted to take into acce
the Reverse Stock Split in the accompanying natéise consolidated financial statements.
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Reclassification

The Company made certain reclassifications to pperiod consolidated financial statements to canfdo the December 31, 20
presentation. Quality control expenses of $108)088 reclassified from sales and marketing to rebeand development for the year er
December 31, 2007.

Use of Estimates

The preparation of consolidated financial statementaccordance with accounting principles gengralicepted in the United States
America (“GAAP”) requires management to make estimates and assmsptiat affect the amounts reported in the conatii financie
statements and accompanying notes. The primamass underlying the Compasyconsolidated financial statements include theviaue o
its investment portfolio, assumptions regardingialZles used in calculating the fair value of itsliggawards, income taxes and conting
liabilities. Actual results could differ from thosstimates.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash andyHighid investments with maturities of three manthr less from the date of purchase, w
are readily convertible into known amounts of casld are so near to their maturity that they preaannsignificant risk of changes in va
because of interest rate changes. Highly liquiceétments that are considered cash equivalentsdimahoney market funds, certificates
deposits, treasury bills and commercial paper. ddreying value of cash equivalents approximatesviaiue due to the shottrm maturity ¢
these securities.

Cash and Cash Equivalents and Long-term Investments

Cash and cash equivalents consist of cash andyHighid investments with maturities of three mamtir less from the date of purchase, w
are readily convertible into known amounts of casld are so near to their maturity that they preaannsignificant risk of changes in va
because of interest rate changes. Highly liquicestments that are considered cash equivalentsdimchioney market funds, certificates
deposits, treasury bills and commercial paper. Gdreying value of cash equivalents approximatesviaiue due to the shoterm maturity ¢
these securities.

The Company classifies all of its marketable se¢@sias available-fogale. The Company carries these investments atdhie, based upon t
levels of inputs described below, and unrealizedggand losses are included in accumulated othmipoehensive loss which is reflected i
separate component of stockholdedsficit. The amortized cost of securities in th&gegory is adjusted for amortization of premiums
accretions of discounts to maturity. Such amortitais included in interest income. Realized gaind losses are recorded in our stateme
operations. If we believe that an other-than-terapodecline exists, it is our policy to record atesdown to reduce the investments to
value and record the related charge as a reductimnerest income.

Unrealized gains and losses are included in acatedl other comprehensive loss as a separate contpohestockholders’deficit.
Amortization of any premium or discount arisingoatchase is included in interest income.
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Fair Value Measurement

The Company adopted ASC 820, “Fair Value and Meaments,"in the first quarter of 2008. ASC 820 defines faifue as the exchange pi
that would be received for an asset or paid tosfieana liability (an exit price) in the principal most advantageous market for the ass
liability in an orderly transaction between markatticipants on the measurement date. ASC 820eatablishes a fair value hierarchy wt
requires an entity to maximize the use of observabputs and minimize the use of unobservable gputien measuring fair value. 1
standard describes three levels of inputs that lneaysed to measure fair value:

Level 1 - Quoted prices in active markets for idaitassets or liabilities.

Level 2 -Observable inputs other than Level 1 prices suajuased prices for similar assets or liabilitiespted prices in markets that
not active, or other inputs that are observableaor be corroborated by observable market datautustantially the full term of the ass
or liabilities. Our short-term investments primuuiltilize broker quotes in a non-active marketvaluation of these securities.

Level 3 -Unobservable inputs that are supported by littlem@market activity and that are significant to fa& value of the assets
liabilities.

ASC 820 requires us to maximize the use of obséevaputs and minimize the use of unobservabletmdfia financial instrument uses ing
that fall in different levels of the hierarchy, thestrument will be categorized based upon the &evel of input that is significant to the 1
value calculation. Our financial assets measurddiatvalue on a recurring basis include securitigailable for sale. Securities available
sale include money market funds and auction ratergis in credit linked private placement notes.

Concentration of Credit Risk

Financial instruments that potentially subject @@mpany to a concentration of credit risk consfstash and cash equivalents, a certifica
deposit, investments in marketable securities a@dunts receivable. The Company maintains the rtgjof its cash and cash equivalent
recognized financial institutions in the United t8&a The Company also maintains cash depositshaittks in Western Europe, Canada, C
and Japan. The Company has not experienced argslassociated with its deposits of cash and caskiagnts. The Company has pledg:
certificate of deposit as collateral on a lettecrddit serving as a security deposit on its ppatfacility (see description of operating leas
Note 8,“Commitments and Contingencies™his certificate of deposit is maintained in a mgtized financial institution in the United Sta
The Companys investment in marketable securities consistsiofian rate securities, and is managed by a rezedrfinancial institution in tt
United States. The Company does not invest in dévig instruments or engage in hedging activities.

The Companys accounts receivable are derived from sales ntadestomers located in North America. The Compasrjopms ongoing crec
evaluations of its customerBhancial condition and generally does not requioiateral. The Company maintains an allowancedfaubtfu
accounts based upon the expected collectabilitgcobunts receivable. The Compagiccounts receivable at December 31, 2008 and,
and revenues for the years ended at December 88,8 2007, are from two customers and one custoaspectively.

Property and Equipment

Property and equipment are carried at cost lessnadated depreciation and amortization. Property esuipment are depreciated using
straight-line method over the estimated usefuldjygenerally three to five years. Leasehold impmoaets are amortized using the straitie-
method over the shorter of the estimated usefal dif the asset or the remaining term of the lelksntenance and repairs are charge
operations as incurred. Upon sale or retiremenisséts, the cost and related accumulated depoecate removed from the balance shee
the resulting gain or loss is reflected in operzio

Property, plant and equipment are reviewed for impant when events or changes in circumstancesatelithe carrying amount of an a
may not be recoverable. If property, plant and popgeint are considered to be impaired, an impairhosstis recognized.
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Revenue Recognition

Revenue from product sales, including consumaligesecognized upon product shipment, provided mmificant obligations remain a
collection of the receivables is reasonably assuRsvenue from shipping and handling is recognizpdn product shipment, based on
amount billed to customers for shipping and hamglifihe related cost of shipping and handling iduided in cost of revenue upon proc
shipment. Services revenue was recognized uponletiorpof work and receipt of payment.

Research and Development Costs

Research and development costs are expensed asethcResearch and development costs consist piynadr payroll and related cos
materials and supplies used in the developmenewof products, and fees paid to third parties thatloot certain research and developr
activities on behalf of the Company. Software depgient costs incurred in the research and developofenew products are expensel
incurred until technological feasibility is estaghled.

Stock-Based Compensation

The Company account for stock options and stockhage rights related to its 2000 Stock Plan (tf@02Plan”)and 2000 Employee Stc
Purchase Plan (the “2000 ESPP”) under the provis@mASC 718, “Compensation — Stock Compensati¢®SC 718") which requires tF
recognition of the fair value of stock-based congation. The fair value of stock options and the@BGPP shares is estimated using a Black
Scholes option valuation model. This model requitesinput of subjective assumptions in implementkSC 718 including expected st
price volatility, expected life and estimated fattiees of each award. The fair value of equised awards is amortized over the vesting p

of the award, and we have elected to use the btrliige method of amortization. These assumptions isbrs estimates of future marl
conditions, which are inherently uncertain, andef@re are subject to management’s judgment.

The expected life of options is based on historilzaé of Vermillions actual experience with the options it has graatetirepresents the per
of time that the options granted are expected toutstanding. This data includes employees’ expeetercise and posesting employme
termination behaviors. The expected stock pricatiliy is estimated using a combination of histatiand peer group volatility for a blent
volatility in deriving the expected volatility agsption for the year ended December 31, 2008. Thagamy made an assessment that ble
volatility is more representative of future stodlicp trends than just using historical or peer groalatility, which corresponds to the expet
life of the options. The expected dividend yieldased on the estimated annual dividends that \lesmexpects to pay over the expected
of the options as a percentage of the market va@fldermillion’s common stock as of the grant daftee riskfree interest rate for the expec
life of the options granted is based on the UnB&ates Treasury yield curve in effect as of thexgdate.

The expected life of shares purchased under th® E@PP is six months, which corresponds to theriaffeperiod. The expected stock p
volatility is estimated using a combination of bistal and peer group volatility for a blended \iity in deriving the expected volatili
assumption, which corresponds to the offering meriche expected dividend yield is based on thenedéd annual dividends that Vermill
expects to pay over the expected life of shareshased under the 2000 ESPP as a percentage ofattketmalue of Vermilliors commo
stock as of the grant date. The riske interest rate for the expected life of therebgurchased under the 2000 ESPP is based omitex
States Treasury yield curve in effect as of thdarbegg of the offering period.

Contingencies

We account for contingencies in accordance with ASG Contingencies (“ASC 450"ASC 450 requires that an estimated loss from &
contingency shall be accrued when information abédl prior to issuance of the financial statemémigcates that it is probable that an a
has been impaired or a liability has been incuatthe date of the financial statements and whenathount of the loss can be reasor
estimated. Accounting for contingencies such aallagd contract dispute matters requires us tmusgudgment. We believe that our accr
for these matters are adequate. Neverthelesscthal éoss from a loss contingency might diffemfrour estimates.
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Income Taxes

The Company accounts for income taxes using ttditiamethod. Under this method, deferred tax tss@d liabilities are determined ba
on the difference between the financial statemedt the tax bases of assets and liabilities usiegctirrent tax laws and rates. A valua
allowance is established when necessary to redefeerdd tax assets to the amounts more likely tizarexpected to be realized.

In July 2006, the Financial Accounting Standardsalo(“FASB”) issued Financial Interpretation (“FIN48, “Accounting for Uncertainty

Income Taxes”, (codified primarily in FASB ASC Tapir40-10-50, “Accounting for Uncertainty of Incomaxes”) which clarifies th
accounting for uncertainty in income taxes recogaiin the financial statements in accordance wititegnent of Financial Accounti
Standards (“SFAS”) 109, “Accounting for Income TaXécodified primarily in FASB ASC Topic 740, IncaniTaxes). ASC Topic 740-18G
provides that a tax benefit from an uncertain tegifion may be recognized when it is more likelgrtmot that the position will be sustai
upon examination, including resolutions of any tedaappeals or litigation processes, based oretttenical merits. Income tax positions n
meet a more likely than not recognition threshdidhe effective date to be recognized upon the @olopf ASC Topic 740-1®0 and il
subsequent periods. This interpretation also pes/guidance on measurement, derecognition, clessifin, interest and penalties, accour
in interim periods, disclosure and transition.

The Company recognizes interest and penaltieserklat unrecognized tax benefits within the inteegiense line and other expense
respectively, in the consolidated statement of ap@ns. Accrued interest and penalties are inclugdilin the related liability lines in ti
consolidated balance sheet.

The Company adopted the provisions of ASC Topic-Ya&0, on January 1, 2007. The adoption of ASCid@g0-1050 had no impact on t
Company'’s financial statements.

Foreign Currency Translation

The functional currency of Ciphergen Biosystems iKthe Japanese yen. Accordingly, all balance sheebunts of this operation .
translated into United States dollars using theenirexchange rate in effect at the balance shatet @he revenues and expenses of Ciph
Biosystems KK are translated using the average angsh rates in effect during the period, and the@gaind losses from foreign curre
translation are recorded in accumulated other cehmgnsive loss.

The functional currency of all other foreign opéas is the United States dollar. Accordingly,rathnetary assets and liabilities of these for
operations are translated into United States do#iacurrent period-end exchange rates andnmometary assets and related elements of ex
are translated using historical rates of exchahgmme and expense elements are translated todJ8ttges dollars using average exch
rates in effect during the period. Gains and logsa® the foreign currency transactions of theslesgliaries are recorded as other inc
(expense).

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss consists aéalized losses from available-feale securities and foreign currency transl:
adjustment.
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Loss Per Share

Basic loss per share is computed by dividing thdass by the weighted average number of commarkstbares outstanding during the pel
Diluted loss per share is computed by dividing tle¢ loss by the weighted average number of comnmok shares adjusted for the dilu
effect of common stock equivalent shares outstandiring the period. Common stock equivalents @i convertible senior notes (us
the “as if convertedinethod), stock options, stock warrants and comntecksssuable under the 2000 Employee Stock PuecRéan (usin
the “treasury stock” method). Common equivalenrebare excluded from the computation in periodstiich they have an antilutive effec
on earnings per share.

Fair Value of Financial Instruments

Financial instruments include cash and cash ewmts| marketable securities, accounts receivallespunts payable, accrued liabilit
convertible senior notes and the amount owed oacared line of credit and debtor-in-possession @étit Quest Diagnostictncorporate
(“Quest”). The estimated fair value of financial instrumentss theen determined using available market infoonatir other appropris
valuation methodologies. However, considerable fuelgt is required in interpreting market data toedep estimates of fair value; therefc
the estimates are not necessarily indicative ofatiheunts that could be realized or would be paid ourrent market exchange. The effe«
using different market assumptions and/or estimati@thodologies may be material to the estimated/édue amounts. The carrying amot
of cash and cash equivalents, accounts receivatdeunts payable and accrued liabilities are &t edsch approximates fair value due to
short maturity of those instruments. The estimdaédvalue of the convertible senior notes is basedjuoted market prices. The carrying v
of the amount owed on a secured line of credit \@trest approximates fair value, which is based isoodinting the future cash flows us
applicable spreads to approximate current inteeget available to the Company.

Segment Reporting
The Company operates one reportable segment, dagrostic tests.

2. Recent Accounting Pronouncements

In January 2010, the Financial Accounting Stand&dard (“FASB”) issued Accounting Standards UpddfesSU”) No. 2010-6,Fair Value
Measurements and Disclosur, to amend the disclosure requirements relateced¢arring and nonrecurring fair value measuremeh&J
20106 requires new disclosures on the transfers oftassel liabilities between Level 1 (quoted pricesictive market for identical asset:
liabilities) and Level 2 (significant other obsebl@inputs) of the fair value measurement hierarahgluding the reasons and the timing of
transfers. Additionally, this guidance requiresadl forward of activities on purchases, sales, asme, and settlements of the assets
liabilities measured using significant unobservaiblguts (Level 3 fair value measurements). ASU 2618 effective for the Company
January 1, 2010, except for the disclosure ondhdarward activities for Level 3 fair value measments, which will become effective for
Company on January 1, 2011. Other than requirimitiadal disclosures, adoption of this new guidand not have a material impact on «
financial statements.

In October 2009, the FASB issued ASU No. 2009-Cédrtain Revenue Arrangements That Include Soft&eenents—a consensus of t
FASB Emerging Issues Task Fol. It modifies the scope of ASC subtopic 985-6@®ftware-Revenue Recognitiorio exclude from i
requirements: 1) noseftware components of tangible products, and fjveoe components of tangible products that arel,siidensed, ¢
leased with tangible products when the softwarepmmants and noseftware components of the tangible product fumctagether to delivi
the tangible product’s essential functionality. AR009414 is effective prospectively for revenue arrangetmesntered into or materia
modified in fiscal years beginning on or after Ja%e 2010. ASU 20094 will be effective for the Company on Januar®Ql1, with earl
adoption permitted provided that the revised guigas retroactively applied to the beginning of ylear of adoption. The Company is curre
assessing the future impact of this new accountpdate to its consolidated financial statements.

56



Table of Contents

Vermillion, Inc.
Notes to Consolidated Financial Statements—(Contirad)

In September 2009, the FASB issued ASU No. 2009Midtiple-Deliverable Revenue Arrangemengs-consensus of the FASB Emer:
Issues Task Forc. It updates the existing multiple-element revemanme@ngements guidance currently included under A8625, whict
originated primarily from the guidance in EITF Issido. 00-21 Revenue Arrangements with Multiple DeliverableBhe revised guidan

primarily provides two significant changes: 1) dliates the need for objective and reliable evideoicéhe fair value for the undeliver
element in order for a delivered item to be treatsda separate unit of accounting, and 2) elimingte residual method to allocate

arrangement consideration. In addition, the guidaaiso expands the disclosure requirements fonteveecognition. ASU 20093 is effectivi
prospectively for revenue arrangements entereddntmaterially modified in fiscal years beginning or after June 15, 2010. ASU 20089-
will be effective for the Company on January 1, POd&ith early adoption permitted provided that theised guidance is retroactively app

to the beginning of the year of adoption. The Conypia currently assessing the future impact of ti@e/ accounting update to its consolid;
financial statements.

On July 1, 2009, the FASB issued guidance now @liis FASB Accounting Standards Codification (“ApC05-10, “ Generally Accepte
Accounting Principle” (“ASC 105-10") (the “Codification”). ASC 108-0 establishes the exclusive authoritative refexdoc U.S. GAAP fc
use in financial statements, except for SEC ruled mterpretive releases, which are also authordaGAAP for SEC registrants. T
Codification superseded all existing nB&C accounting and reporting standards. The Compasyncluded the references to the Codifica
as appropriate, in these consolidated financiaéstants.

In February 2010, the FASB, issued Accounting Saamsl Update No. 2010-09, or ASU 2010-88psequent Events (Topic 855): Amendr
to Certain Recognition and Disclosure Requirementsch, among other things, amended ASC 855 to rentle requirement for an SEC f
to disclose the date through which subsequent svieate been evaluated. The new guidance becamaiedfémmediately for financi
statements that are issued or available to beds#ga result, the Company has adopted the ASW0-ROleffective with this quarterly repc
The adoption of ASU 2010-09 did not have a matémiglact on the Company’s condensed consolidateshfiial statements.

In June 2008, the FASB issued guidance now coddedSC 815 ‘Derivatives and Hedginy ASC 815 applies to any freestanding finar
instrument or embedded feature that has all theactexistics of a derivative instrument. ASC 81bvies a twostep approach to determ
whether an entity’s equity-linked financial instrant or embedded feature is indexed to its own shyckvaluating the instrumesttontinger
exercise provisions and settlement provisions. fgeiriked financial instruments or embedded featulet are indexed to an issiseown stoc
and classified in stockholdersguity in its statement of financial position a@ nonsidered derivative instruments. ASC 815 aladfies the
impact of foreign currency denominated strike piaad markebased employee stock option valuation instrumenthe evaluation. ASC 8
is effective for financial statements issued fa fiscal years beginning after December 15, 2008, iaterim periods within those fiscal ye:
Earlier application by an entity that has previguatiopted an alternative accounting policy is netnitted. At December 31, 2008,
Company had warrants outstanding to purchase 21883hares of Vermillios’ common stock with exercise prices between $n25525.0
per share. The adoption of EITF Issue No. 07-5 reiflult in the reclassification of the Company’dstanding warrants from stockholders’
deficit to liabilities, which requires the warrarits be fair valued at each reporting period, whk thanges in fair value recognized in
Company’s consolidated statement of operationsJ&@wary 1, 2009, the Company reclassified $21,688 stockholdersdeficit to liabilities
on the consolidated balance sheet upon the adoptida8C 815. For the yeanded December 31, 2009, the Company recorded &81er81!
a loss of $12,106,000 in the consolidated statemfemperations.
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3. Strategic Alliance with Quest Diagnostics Incorprated

On July 22, 2005, Vermillion and Quest entered iatatrategic alliance agreement (the “StrategidaAde Agreement”Yo develop an
commercialize up to three diagnostic tests fromnvkion’s product pipeline (the “Strategic Alliane The Strategic Alliance Agreement,
amended, was set to end on the earlier of (i) @etdb2012 and (ii) the date on which Quest matseshird development election. To di
Quest has selected only two diagnostic tests, waiietthe peripheral artery disease (“PAD”) blocst (VASCLIR™”) and the OVA1 Test-
commercialize. Pursuant to the Strategic Allianage®ment and as amended, Quest will have theerolusive right to commercialize th
tests on a worldwide basis, with exclusive comnaiation rights in territories where Quest hadgmificant presence for up to five ye
following commercialization. As part of the Straitedlliance, there is a royalty arrangement undbaicly Quest will pay royalties to Vermillic
based on fees earned by Quest for applicable d&igsoservices, and Vermillion will pay royalties Quest based on Vermillion'revenu
from applicable diagnostics products. To date,uahsoyalties have been earned by either party.

Secured Line of Credit with Quest Diagnostics Ingarated

In connection with the Strategic Alliance Agreemant Credit Agreement and the Patent Security Ageee (collectively the Quest Cred
Agreement”), Quest agreed to provide Vermilliontwé $10,000,000 secured line of credit, which iéateralized by certain of Vermilliog’
intellectual property and may only be used onlygayment of certain costs and expenses directita@lto the Strategic Alliance. Under
terms of this secured line of credit, the intenede is at the prime rate plus 0.5% and is payaidathly. This secured line of credit a
contains provisions for Quest to forgive portiorighee amounts borrowed that corresponds to Veronilii achievement of certain milesto
related to development, regulatory approval andmenraialization of certain diagnostic tests. The ants to be forgiven and the correspon
milestones that Vermillion must achieve are (i)dD,000 for each application that allows a licensddratory test to be commercialized wi
maximum of three applications for $3,000,000; $B)000,000 for the earlier of FDA clearance of tliest diagnostic test kit «
commercialization of the first diagnostic test kihd (iii) $2,000,000 upon each FDA clearance ofaufwo subsequent diagnostic test kits
no later than the first commercialization of eaabhsdiagnostic test kit, with a maximum forgivene$$4,000,000 for two diagnostic test k
Under the October 7, 2009 amendment of the Sti@i&ljance Agreement, in the event Vermillion faitsachieve these certain milestones
principal amount outstanding related to each nulestnot achieved and any unpaid interest of thisree line of credit will become due ¢
payable on October 7, 2012. Vermillion has drawnttia secured line of credit in monthly incremenfs$417,000 on the last day of e
month during the first two years of the Strategitiafice. The outstanding principal balance of #esured line of credit was $10,000,00
December 31, 2008 and 2007. Accrued interest payaldted to this secured line of credit was $3%&8d $67,000 as of December 31, 2
and 2007, respectively. Interest expense relaté¢higsecured line of credit was $560,000 and $X3Dfor the years ended December 31, .
and 2007, respectively. From the inception of theat8gic Alliance through December 31, 2008, Velionl has spent $10,000,000 of

amounts drawn on iheuse research and development, as well as coditios with others, directed towards achievingrttilestones. Throug
December 31, 2008, Vermillion has not met any dasth milestones. See Note 14, “Subsequent Evemistfie accompanying notes
consolidated financial statements for additionédrimation.
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4. Fair Value Measurement

The Company’s investments consist of auction ratmsties, which were classified as available-falesongterm investments due to fail
auctions related to these investments through Deeeil, 2008. At December 31, 2008, the underlgsspts of these auction rate secu
are private placements of credit linked notes. fidings of these private placement investmentalebiare exposed directly and exclusi
to credit derivatives. The credit derivatives ayatBetic tranches referenced to a portfolio of cogpe names on which the investment veh
sold credit protection. These credit linked notesravvalued using a single factor Gaussian copuldemand market bids received fr
Deutsche Bank AG (“Deutsche BankThe Company weighted the valuation equally withrerket bid sources when developing the fina
value, given the Comparg/’conclusion that both the valuation and bids gatats have equal relevance in estimating fair @allhe singl
factor Gaussian copula model is a standard methachvises observable market inputs, most notalklgicdefault swap spreads, and other
inputs like data relating to joint probability oéfdult expressed via default correlation. The défearrelation was determined via an expe
loss mapping methodology. In essence, this methkestthe expected loss of the tranche expressadrastion of the expected loss of
whole underlying portfolio and calculates whichat#tment point on the liquid index, and hence widatrelation level, coincides with ti
expected loss fraction. The second data point tsezhlculate fair value is actual market bids frirautsche Bank. The Company has
specific details regarding any auction rate sei@sribeing traded at these prices, but considermtheative bids received from Deutsche B
as a relevant data point, given their role as bokading these types of securities. The mataidtes of these auction rate securities range
June to September 20, 2017. At December 31, 20@7 iderlying assets of the auction rate secuiitiglsde student loans guaranteed by
United States Government under the Federal Fandlyc&tion Loan Program, closedd funds and private placements. The maturitysdel
these auction rate securities range from July 242 November 1, 2047. These auction rate séesidre intended to provide liquidity via
auction process that resets the applicable intea¢stat predetermined calendar intervals, whicheiserally every 28 days. Upon an auc
failure, the interest rates do not reset at a makte but instead reset based on a formula cadaim the security, which is generally hig
than the current market rate. The failure of thetians means the Company may be unable to liquitlaBiction rate securities into cash a
value until a future auction of these investmestsuccessful or the auction rate security is refied by the issuer into another type
instrument.

During the year ended December 31, 2008, the Coynpnognized approximately $659,000 of other-ttemporary impairment charges or
auction rate securities held at December 31, 2008 iconsolidated statement of operations.

Money market cash equivalents and investments e¢ber 31, 2008 and 2007 consist of the followinghousands):

Gross Gross
Amortized Unrealized Unrealized
Fair
December 31, 2008 Cost Gain Loss Value
Money market fund $ 9 $ — $ — $ 9
Long term investments in auction rate secur 341 — — 341
$ 35C $ — $ — $35(
Gross Gross
Amortized Unrealized Unrealized
Fair
December 31, 2007 Cost Gain Loss Value
Money market fund $ 6,63¢ $ — $ — $ 6,63¢
Short term investments in auction rate secur 8,87t — — 8,87t
Long term investments in auction rate secur 4,00( — (98) 3,902
$19,51¢ $ — $ (99 $19,41¢
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The scheduled contractual maturity dates for abkdlfor-sale long-term investments at December2B08, are as follows (in thousands):

After 1 After 5
Year Years
Within Through Through
After
1 Year 5 Years 10 Years 10 Years Total
Long-term investments
Auction rate securitie $— $ — $ 341 $ — $341

As of December 31, 2008, financial assets measamddrecognized at fair value on a recurring bast @dassified under the appropriate l¢
of the fair value hierarchy as described above agaf®llows (in thousands):

Fair Value Measurements at Reporting Date Using
Quoted Prices ir

Significant
; Active Markets Other Significant
Total Fair for Identical Observable Unobservable
Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Assets:
Money market fund $ 9 $ 9 $ — $ —
Long term investments in AR 341 — — 341
Total $ 35C $ 9 $ — $ 341

The Companys Level 1 financial assets are money market fumdsheghly liquid debt instruments of U.S. federatanunicipal governmer
and their agencies with stated maturities of tmeaths or less from the date of purchase, whosedhies are based on quoted market prices.

At December 31, 2008, long-term investments avhatétr-sale measured at fair value using Level 3 inputssisbed of $341,000 investec
auction rate securities. The continued failure wftmns and the lack of market activity and liqtydiequired that these securities be meas
using Level 3 inputs. As of December 31, 2008, Gloenpany$ auction rate securities in credit linked notesemelued using a single fac
Gaussian copula model and market bids received Denitsche Bank. The valuation of the Compangvestment in auction rate securitie
subject to uncertainties that are difficult to potdFactors that may impact its valuation inclutenges to credit ratings of the securities as
as to the underlying assets supporting those seyrrates of default of the underlying assetsledlying collateral value, discount rai
liquidity and ongoing strength, and quality of dtedarkets. If the current market conditions detexie further, or the anticipated recover
market values does not occur, the Company may dpgiresl to record additional impairment chargesutufe quarters. The Company \
continue to monitor the value of its auction ra¢ewsities and consider the impact, if any, on thie ¥alue of its investment in auction r
securities.

All other financial assets and liabilities are maas at fair value on a nonrecurring basis. Thasmtial assets and liabilities are recognizt
fair value when they are deemed to be other-thaypoearily impaired.

60



Table of Contents

Vermillion, Inc.
Notes to Consolidated Financial Statements—(Contirad)
The Companys financial assets measured at fair value on aniagubasis using significant Level 3 inputs adDafcember 31, 2008, consis

solely of auction rate securities. The reconciiatof financial assets measured at fair value usiggificant unobservable inputs (Level 3)
the year ended December 31, 2008, was as followthgusands):

Long-Term
Investments
Available-
for-Sale
(Level 3)
Auction Rate
Securities
Balance at January 1, 20 $ —
Total realized losses included in earni (2,17¢)
Total unrealized gains included in other compreheni®ss 98
Sales (4,037)
Transfers into Level 6,452
Balance at December 31, 2C $ 341

The fair value of the Company’s long-term debt blase the thercurrent rates available to the Company for deba cfimilar term an
remaining maturity. The Company determined therestiéd fair value amount by using available markédrmation and commonly accep
valuation methodologies. However, considerable foelgt is required in interpreting market data to edlep estimates of fair valt
Accordingly, the fair value estimate presented imeienot necessarily indicative of the amount tthet Company or holders of the instrum
could realize in a current market exchange. Theofiskfferent assumptions and/or estimation metthagies may have a material effect on
estimated fair value. The convertible senior na@sying value and estimated fair value at Decer3tter2008 and 2007 were as follows
thousands):

2008 2007
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
4.50% convertible senior notes due September 19 $ 2,50( $ 1,87¢ $ 2,471 $ 2,45(
7.00% convertible senior notes due September 11, 16,37¢ 12,28¢ 16,19¢ 14,85(
Total $18,87¢ $14,15¢ $18,66" $17,30(

5. Property and Equipment
The components of property and equipment as of Mbee 31, 2008 and 2007, were as follows (dollath@ausands):

2008 2007
Machinery and equipme| $ 1,96¢ $ 4,27¢
Demonstration equipme 552 67t
Leasehold improvemen 35 2,744
Computer equipment and softws 41¢ 71¢
Furniture and fixture 35 182
Gross property and equipme 3,00¢ 8,59¢
Accumulated depreciation and amortizat (2,399 (6,65%)
Property and equipment, r $ 611 $1,93¢

Depreciation expense for property and equipment$328,000 and $1,181,000 for the years ended Deme&ih 2008 and 2007, respectively.
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6. Accrued Liabilities
The components of accrued liabilities as of Decarie 2008 and 2007 were as follows (dollars irudands):

2008 2007
Payroll and related expens $ 59 $ 75t
Compensated absenc 20z 28t
Collaboration and research agreements expe 25¢ 59¢
Legal and accounting fe 93 32¢
Related party manufacturing and supply claims play 923 —
Tax-related liabilities 20z 51¢
Accrued interest on convertible senior notes and-term debt owed to related pa 457 492
Current deferred reveni — 27
Other accrued liabilitie 17¢ 594
Total accrued liabilitie: $2,372  $3,59¢

7. Convertible Senior Notes
7.00% Convertible Senior Notes Due September 1,1201

On November 15, 2006, Vermillion closed the salebd®,500,000 of convertible senior notes due Sepgerh, 2011 (the “7.00% Notes”
Offering costs were $104,000 and fees of $514,800ch were paid on behalf of the debt holders, weoarded as debt discount on the 7.
Notes. Fees paid on behalf of debt holders inclutledair value of two warrants issued to undemvstto purchase a total of 20,000 shar
Vermillion’s common stock at $12.60 per share. Wagrants were valued at $140,000 based on thedhie as determined by a BlaSkhole
model using the following assumptions: a risk fieterest rate of 4.75%, 5 year contractual lifed &8.00% volatility rate. Interest on -
7.00% Notes is 7.00% per annum on the principallam@ayable semiannually on March 1 and Septerhloéreach year, beginning Marct
2007. The 7.00% Notes were sold pursuant to sepavathange and redemption agreements between Vienmand each of Highbridy
International LLC, Deerfield International LimiteDgeerfield Partners, L.P., Bruce Funds, Inc. arafdasional Life & Casualty, each holder:
Vermillion’s existing 4.50% convertible senior netdue September 1, 2008 (the “4.50% Notgsliysuant to which holders of an aggrega
$27,500,000 of the 4.50% Notes agreed to exchanderedeem their 4.50% Notes for an aggregate of5$06000 in aggregate princi
amount of the 7.00% Notes and $11,000,000 in gdsk,accrued and unpaid interest on the 4.50% Ni#t§254,000 through and including
day prior to the closing. Debt discount relatedhte 7.00% Notes are amortized to interest expense uhe effective interest method. -
amortization of the debt discount related to tH#é0% Notes amounted to $182,000 and $195,000 foye¢hes ended December 31, 2008
2007, respectively.

The 7.00% Notes are unsecured senior indebtedrfidésraillion and bear interest at the rate of 7.00&6 annum, which may be reduce
4.00% per annum if Vermillion receives approvaktgarance for commercial sale of any of its ovadancer tests by the United States F
and Drug Administration (the “FDA")interest is payable on March 1 and September hdf gear, commencing March 1, 2007. The effe
interest rate is 8.18% per annum. On Septembe2d9, the Company received FDA approval for the @QVi&st and reduced the interest
to 4.00% per annum.

62



Table of Contents

Vermillion, Inc.
Notes to Consolidated Financial Statements—(Contirad)

The 7.00% Notes are convertible at the option ehd®older, at any time on or prior to the closéo$iness on the business day immedi
preceding September 1, 2011, into shares of Vaomif common stock at a conversion price of $20.00spare, equivalent to a convers
rate equal to 50 shares of Vermillion’s common lstper $1,000 principal of the 7.00% Notes, subfecadjustment for standard awfiiution
provisions including distributions to common stockders and stock splits as well as occurrence ofiange in control, in which case
conversion rate is adjusted for a make-whole premiu

The makewhole premium shall be equal to the principal anmaain7.00% Notes to be converted divided by $1,60@ multiplied by th
applicable number of shares of common stock baped ¥Wermillion’s share prices as of the change of control datecifgally, as the 7.00'
Notes approach their redemption date of Septemh2@111, as discussed below, the n-whole payment decreases. Vermillion is not reqt

to make a make-whole payment if its stock prickess than $12.00 or greater than $80.00 as of atee af the change in control. The make-
whole premium associated with the 7.00% Notesa@etsaximum additional 1,500,000 shares that mayg$ged on conversion (90.9091 sh
per $1,000 principal amount of 7.00% Notes).

If a holder converts all or any portion of theif@% Notes prior to October 31, 2008, upon such emion, in addition to the common st
such holder would receive, the holder will be éaditto receive with respect to each 7.00% Notemwwerted an amount in cash equal tc
difference of (i) the amount of all interest thatrhillion would be required to pay on such 7.00%eé\foom the date of the indenture thro
October 31, 2008, and (ii) the amount of interestially paid on such 7.00% Note by Vermillion prtorthe time of conversion.

Holders of the 7.00% Notes have the option to meguWermillion to repurchase the 7.00% Notes undetain circumstances, including at .
time after September 1, 2009, if Vermillion has rexteived approval or clearance for commercial sélany of its ovarian cancer test by
FDA. Vermillion may redeem the 7.00% Notes at ifgtian, in whole or in part, at any time on or affeeptember 1, 2009, at speci
redemption prices plus accrued and unpaid intepestzided that the 7.00% Notes will be redeemalvly @ the closing price of the sto
equals or exceeds 200.0% of the conversion priee ith effect for at least 20 trading days withipegiod of 30 consecutive trading days en
on the trading day before the date of the notic¢hefoptional redemption. Upon a change of contath holder of the 7.00% Notes r
require Vermillion to repurchase some or all of te0% Notes at specified redemption prices, pheued and unpaid interest. The 7.(
Notes contains a put option that entitles the holdeequire Vermillion to redeem the 7.00% Noteagirice equal to 105.0% of the princ
balance upon a change in control of the Company.

Vermillion identified the guaranteed interest paytnér any conversion of any 7.00% Note by a holdeor to October 31, 2008, and
written put option permitting the holder to put ttiebt at 105.0% of principal plus accrued and whpriierest upon a change of contra
embedded derivatives, which need to be separatdraasured at fair value. The factors impactingfétirevalue of the guaranteed inte|
payment for any conversion of any 7.00% Note bylaér prior to October 31, 2008, is based uporagefactors including Vermilliors stocl
price, the time value of money and the likelihoadders would convert within the next two years. Fhevision for the guaranteed intel
payment for any conversion of any 7.00% Note eldps® October 31, 2008. The factors impacting thevalue of the written put optic
permitting the holder to put the 7.00% Note at 006 of principal plus accrued and unpaid interesinua change of control is contingent u

a change of control. However, due to significamatesl party holdings of Vermillion’s common stodkases and the presence of certain anti-
takeover provisions in the bylaws of Vermillionchange of control is deemed to be remote. Thevidires of these features had de min
fair value on the date of inception and throughdelser 31, 2008.

Vermillion and the investors entered into a registn rights agreement in which Vermillion agreedrake “reasonable best efforts’file ¢
shelf registration and keep it effective permittihg 7.00% Note holders to sell the 7.00% Notetherunderlying common stock shares.
7.00% Notes and common stock issuable upon comveddithe 7.00% Notes were registered with the 8B8Eorm S3 on December 15, 20(
At December 31, 2008 and 2007, $16,500,000 in aggee principal amount of the 7.00% Notes remainatstanding. See Note :
“Subsequent Events,” in the accompanying notestsalidated financial statements for additionabinfation
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4.50% Convertible Senior Notes Due September 19200

On August 22, 2003, the Company closed the sa%30f000,000 of the 4.50% Convertible Senior Notke {4.50% Notes”with an origina
maturity date of September 1, 2008. Offering costse $1,866,000. Interest on the notes is 4.50%peum on the principal amount, pay:
semiannually on March 1 and September 1, beginMagch 1, 2004. The effective interest rate is 6.38% annum. The 4.50% Notes
convertible, at the option of the holder, at amyetion or prior to maturity of the 4.50% Notes iat@res of Vermilliors common stock initiall
at a conversion rate of 10.88329 shares per $1p@i@Gipal amount of the 4.50% Notes, which is eqaha conversion price of $91.88
share. The conversion price, and hence the comverate, is subject to adjustment upon the occuoeaf certain events, such as stock s
stock dividends and other distributions or recdigiions. Because the market value of the stosk @bove the conversion price betweel
day the 4.50% Notes were priced and the closing,dhe Company recorded a discount of $2,677,0k0eck to the intrinsic value of t
beneficial conversion feature resulting from thisce change and the fact that the initial purchasdethe 4.50% Notes was not requiret
purchase the 4.50% Notes until the closing datenédiately after the closing, Vermilliom'common stock had a market price of $100.1!
share, or $8.22 per share higher than the convemice. The value of the beneficial conversiontdea was determined by multiplying t
difference in the per share price of Vermilliecommon stock by the 326,498 underlying sharei& dmount is being amortized to inte
expense using the effective interest method owefitle-year term of the notes, or shorter period in thenewf conversion of the 4.50% Nor
Debt discount related to the 4.50% Notes are ameattio interest expense using the effective intenethod. The amortization of the benefi
conversion feature amounted to $29,000 and $44@0be years ended December 31, 2008 and 20Q¥ectgely.

The 4.50% Notes are Vermillion’s senior unsecurbtigations and rank on parity in right of paymenthaall of Vermillion’s existing an
future senior unsecured debt and rank senior tonilsn’ s existing and future debt that expressly provities it is subordinated to the 4.5
Notes. The 4.50% Notes are also effectively sulpateid in right of payment to Vermilli's existing and future secured debt, to the extt
such security, and to its subsidiaridigbilities. The indenture does not limit the inemce by Vermillion or its subsidiaries of ot
indebtedness.

Vermillion may redeem the 4.50% Notes at its optionwhole or in part, at any time on or after Sapber 1, 2006, at specified redemp
prices plus accrued and unpaid interest; provilatithe 4.50% Notes will be redeemable only ifdlusing price of the stock equals or exct
150% of the conversion price then in effect foleatst 20 trading days within a period of 30 contigeurading days ending on the trading
before the date of the notice of the redemptiorora change of control, each holder of the 4.50%edmay require Vermillion to repurch.
some or all of the 4.50% Notes at specified red@npprices, plus accrued and unpaid interest. TB8% Notes contains a put option
entitles the holder to require Vermillion to redetma 4.50% Notes at a price equal to 105.0% optireipal balance upon a change in cor
of Vermillion. Vermillion does not anticipate thidte put option will have significant value becaasehange of control is deemed to be remote.

Following the closing of the November 15, 2006 esafl $16,500,000 of the 7.00% Notes due Septemb2011, holders of an aggregatt
$27,500,000 of the 4.50% Notes agreed to exchanderedeem their 4.50% Notes for an aggregate of5$06000 in aggregate princi
amount of the 7.00% Notes and $11,000,000 in cAsha result of negotiations between the holderthef4.50% Notes and Vermillion, 1
$2,500,000 outstanding principal balance relatedht 4.50% Notes, was not redeemed by Vermilliontlwa original maturity date

September 1, 2008. Interest of $56,000 relatedh¢o4t50% Notes was paid on September 1, 2008. Guésty on December 11, 2008,
trustee of the Indenture and the holders of thB@2P00 outstanding principal balance related ¢04t50% Notes agreed to extend the mal
date of the 4.50% Notes to September 1, 2009, @adive any past default by Vermillion of its oldigpn to make payment on the principe
and interest on the 4.50% Notes. Vermillion agréeextend each holder’rights to require Vermillion to repurchase thB0% Notes
105.00% of such holdes’outstanding principal amount upon a change itrobras defined in the indenture governing thed%5Notes, and
convert the 4.50% Notes into common stock accofging addition, the holders of the 4.50% Notese&gtto permit the full redemption of
outstanding principal related to the 4.50% Notes @demption price of 100.00% on or before Au@lst2009, and Vermillion agreed to ad
the conversion rate for the 4.50% Notes to 20 shpez $1,000 principal amount of the 4.50% Notdsiclvis equal to a conversion price
$50.00 per share. The impact of adjusting the cmiwe rate was de minimis.
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At December 31, 2008 and 2007, $2,500,000 in aggesgrincipal amount of the 4.50% Notes remainddtanding. See Note 14Stbsequel
Events,” in the accompanying notes to consolidéiteahcial statements for additional information

8. Commitments and Contingencies
Operating Leases

The Company leases various equipment and facititiessipport its business of discovering, develogind commercializing diagnostics test
the fields of oncology, hematology, cardiology amaimen’s health. On June 3, 2008, the Company enteredhintmcancelable operating le
for a new principal facility located in Fremont, l@@nia. Under the lease agreement, the termamfduly 1, 2008, through June 30, 2010,
an annual base rent of $87,000 and $92,000 fofirsteyear and second year, respectively. The Compeill also pay common area charg
taxes and insurance with an annual estimated ¢d&2H000. Additionally, under the lease agreemtmd, Company has pledged a $100
certificate of deposit as collateral on a lettecidit serving as a security deposit for the fpestir. For the second year, the certificate of dit
pledged as collateral on a letter of credit senda@ security deposit was reduced to $60,000f Becember 31, 2008, the $100,000 certifi
of deposit is restricted cash of which $40,00(hiduded in prepaid expenses and other currentsassad $60,000 is included in other asse
the consolidated balance sheet.

In connection with the Instrument Business Salemillion entered into a sublease agreement with-B&ml, pursuant to which Vermilli
subleased approximately 29,000 square feet of@sbnt, California facility. BidRad was permitted to use the sublet premises onlgdnere
office, laboratory, research and development, ahérouses necessary to conduct its business, aachetapermitted to sublet the prem
without Vermillion’s consent. The lease on the Fremont, Californiditiaeand sublease expired on July 31, 2008. Remwten the sublease w
payable monthly and consisted of base rent plusopoptionate share of certain other expenses ingjugroperty taxes, management f
insurance, maintenance and utilities. Rent anaitedther facility related expenses were paid diydo Vermillion, and in accordance with 1
terms of the master lease, all payments receiveddnillion from Bio-Rad under the sublease were paid to the landlondSé&€ptember 2
2008, the Company was refunded its $553,000 sgaleposit related to the former principal faciliental expense under operating lease
the years ended December 31, 2008 and 2007, wéodass (in thousands):

2008 2007
Gross rental expent $1,82¢ $ 3,16¢
Sublease rental incon (949 (1,62%)
Net rental expens $ 877 $ 1,53i

As of December 31, 2008, future minimum rental pagta under noncancelable operating leases ardl@asddin thousands):

2009 $121
2010 57
Total minimum rental paymen $17€
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Noncancelable Collaboration Obligations and Othep@mitments

Under the terms of a research collaboration agraemith The John Hopkins University School of Mddi (“JHU”), directed at the discove
and validation of biomarkers in human subjectsluiding but not limited to clinical application ofdmarkers in the understanding, diagn
and management of human diseases, Vermillion isimed| to pay noncancelable contributions of $600,038618,000 and $637,000 for
years ending December 31, 2008, 2009 and 2010ectgely. As of December 31, 2008 and 2007, Verarillowed $300,000 and $150,0
respectively, related to the research collaboratigreements with JHU. Collaboration costs undeidtid collaboration, which are includec
research and development expenses, were $600,00k8a88,000 for the year ended December 31, 2002@0d, respectively.

On June 1, 2007, Vermillion entered into a nonesigkl license agreement with the National CardiovscCenter (“NCVC”),an entit
organized and existing under the laws of Japan.eUtids agreement, Vermillion obtained a ten yearldwide nonexclusive license with 1
right to extend the term for the life of the licedspatent, which includes a United States Patemliéqiion, a Japan Patent and a P
Cooperation Treaty (“PCT”) Application, for techongly used in Vermilliors TTP diagnostic test kit that is under developméimider thi:
agreement, Vermillion will pay NCVC a naefundable license fee of $50,000. The payment geare $20,000 upon execution of

agreement, $10,000 upon submission of an in viagribstic test to the FDA for clearance, $10,000ruthe first commercial sale of suct
vitro diagnostic test kit and $10,000 upon achiesetof $500,000 in net sales of such in vitro daggit test kits. Additionally, Vermillion wi
pay royalties to NCVC for net sales to customecatied in the United States, Japan, Europe and CBinauly 18, 2007, Vermillion madkt
payment of $20,000 related to the execution ofdlgieement. There have been no subsequent paymadésthrough December 31, 2008.

Contingent Liabilities
Molecular Analytical Systems, Inc. Litigation

On September 17, 2007, Molecular Analytical SystéAS™) filed a lawsuit in the Superior Court of Califorrf the County of Santa Cle
naming Vermillion and Bio-Rad as defendants (th&t& Court lawsuit”)Under the State Court lawsuit, MAS seeks an unfipdcamount ¢
damages and alleges, among other things, that Wfiemis in breach of its license agreement with BlAelating to SELDI technology a
result of Vermillion’s entry into a sublicense agmeent with BioRad. Vermillion filed its general denial and affative defense on April
2008. The Company and BRad thereafter moved to compel arbitration of tteteSCourt lawsuit, which motion was denied in tti@ court
Thereafter, the Company appealed the denial ofribigon to compel arbitration, which appeal hadéffect of staying the State Court laws
which stay was further extended in both the stéédnd appellate courts when the Company filedvianch 30, 2009, a Voluntary Petition
Relief under Chapter 11 in the United States Bapticsu Court for the District of Delaware. MAS filead proof of claim on June 30, 2009
connection with the Compars/’Chapter 11 bankruptcy proceedings. The prooflafncmirrored the MAS lawsuit and asserted thal
Company breached the Exclusive License Agreemeiitamgferring certain technologies to Bio-Rad withobtaining MASS consent. MA
listed the value of its claim as in excess of $6,000. On December 28, 2009, the Company objeceBlAS’s Proof of Claim in th
Bankruptcy Court. On January 7, 2010, the Bankgu@tourt confirmed the Company’s plan of reorgan@atPer the Cours order confirmin
the plan, the Company’s bankruptcy case will be@tbafter a final, non-appealable judgment is edten MASS claims. After the plan w
confirmed, MAS filed a motion with the Bankruptcy@t asking it to abstain from hearing its proott#im and asked the Bankruptcy Cou
grant relief from stay so that MAS could proceedhwthe State Court lawsuit in California. The Bautcy Court granted that motion
March 15, 2010. Thereafter, the California CourAppeal has set oral argument on the Compmappeal of the trial court order denying
Company’s motion to compel arbitration for June 2070.0. Management cannot predict the ultimate goécof this matter at this time.
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Health Discovery Corporation Litigation

On June 26, 2006, Health Discovery Corporation (¢iPfiled a lawsuit against Vermillion in the UnitedaBts District Court for the East
District of Texas, Marshall Division (the “Court"3Jaiming that software used in certain Vermilliorof2inChip Systems infringes on thres
its United States patents. HDC sought injunctiiief@as well as unspecified compensatory and enddudamages, reasonable attorsefges
prejudgment interest and other costs. On Augu&006, Vermillion filed an unopposed motion with tBeurt to extend the deadline
Vermillion to answer or otherwise respond until @epber 2, 2006. Vermillion filed its answer and emuiclaim to the complaint with the Ca
on September 2006. Concurrent with its answer and countercladMemillion filed a motion to transfer the caseth® Northern District ¢
California. On January 10, 2007, the Court graitedmillion’s motion to transfer the case to the Northern Ristf California. The partie
met for a scheduled mediation on May 7, 2007. Gy 10, 2007, Vermillion entered into a license aw®itlement agreement with HDC (
“HDC Agreement”) pursuant to which it licensed mdhan 25 patents covering HDECSupport vector machine technology for use with [3it
technology. Under the terms of the HDC Agreememrt;mMllion receives a worldwide, royalty-free, nerelusive license for life sciences i
diagnostic applications of the technology and & Aecess to any future patents resulting from tigetlying intellectual property in conjuncti
with use of SELDI systems. Pursuant to the HDC &grent, Vermillion paid to HDC $200,000 upon entrtoithe agreement on July 13, 2(
$100,000 three months following the date of theeagrent on October 9, 2007, and $150,000 twelve msofdllowing the date of tl
agreement on July 9, 2008. The remaining $150,0@fkuthe HDC Agreement is payable twefayr months following the date of t
agreement on July 10, 2009. The Company paid theireng $150,000 upon exiting Chapter 11 bankruptcyJanuary 2010. The to
settlement of $600,000 was expensed for the yededkBDecember 31, 2007. The HDC Agreement settledisdutes between Vermillion a
HDC.

Bio-Rad Laboratories, Inc. Matters

On November 13, 2006, the Company completed theumgnt Business Sale to Bio-Rad. The InstrumersirBass Sale to Bi&ad include
the Company’s Surfaced Enhanced Laser Desorptiozdton (“SELDI") technology, ProteinChip arrays and accompanyingwsoé
Pursuant to the terms of the sales agreement driteewith Bio-Rad, the total sales price was $20,000,000, of lw#id5,000,000 was paid
Bio-Rad to the Company at the closing of the transaaiio November 13, 2006. A total of $4,000,000 welsl tback from the sales proce
contingent upon the Company meeting certain obtgat which $2,000,000 was subsequently paid toGbmpany in fiscal 2007 upon 1
issuance by the United States Patent and Trade@féide a reexamination certificate for United Stakatent No. 6,734,022, From the ama
held back, $2,000,000, subject to certain adjustsmén serve as security for the Company to futiitain obligations.

In connection with the Instrument Business Sale, @lmmpany entered into a letter agreement withR&d- pursuant to which the Comp.
agreed to indemnify Bio-Rad and its subsidiariethwespect to certain payments made by Bag in connection with the termination
employees of its former subsidiary in the Unitedhdgdom in the sixnonth period immediately following the Instrumenidhess Sale. (
May 4, 2007, BioRad delivered a claim for indemnification under #greement for $307,000, which was paid out of @200 held i
escrow. In August 2009, BiBad also filed a proof of claim in the bankrupt@se for indemnification of the MAS lawsuit. Managarhis
disputing the claim and cannot predict the ultinmiecome of this matter at this time.

In connection with the Instrument Business Sale, @ompany also entered into a manufacture and wuggreement with BidRad ol
November 13, 2006, whereby the Company agreedrzthpse ProteinChip Systems and ProteinChip Arregkegtively, the”Research Too
Products”) from Bio-Rad. Under the terms of the ofanture and supply agreement, the Company agrepdotide Bio-Rad quarterly, non-
binding, twelve-month rolling forecasts settingtfothe Company anticipated needs for Research Tools Productstbgdorecast period. T
Company was permitted to provide revised forecastsecessary to reflect changes in demand forrtitipts, and Bidrad was required to L
commercially reasonable efforts to supply amoumisxicess of the applicable forecast. Either paeyg permitted to terminate the agreemer
convenience upon 180 dayw’ior written notice, or upon default if the othgarty failed to cure such default within 30 dayeahotice therec
In a letter from the Company to BRad dated May 2, 2008, Vermillion exercised ithtitp terminate the November 13, 2006, manufa
and supply agreement for convenience upon 180 dayitfen notice. Consequently, termination of theemgnent became effective
October 29, 2008. In October 2009, Bio-Rad filegraof of claim in the Compang’bankruptcy case based on certain contract clén
approximately $1,000,000. The Company is attemptingesolve the contract claims and has accruedhfsrcontingency within general ¢
administrative expense in accordance with ASC 49Dexember 31, 2008. Management cannot predictitimate outcome of this matter
this time.
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In addition, from time to time, the Company is itwed in legal proceedings and regulatory proceesliadsing out of its operations. 1
Company establishes reserves for specific liabdiin connection with legal actions that it deembé probable and estimable. Other the
disclosed above, the Company is not currently &ygarany proceeding, the adverse outcome of whicbld have a material adverse effec
the Company'’s financial position or results of gtems.

9. Common Stock
Stockholders’ Rights Plan

Vermillion has adopted a Stockholder Rights Plae, purpose of which is, among other things, to sodahe Vermillion Board of Directors’
ability to protect stockholder interests and toueashat stockholders receive fair treatment indlient any coercive takeover attempt of
Company is made in the future. The Stockholder Bifttan could make it more difficult for a thirdrpato acquire, or could discourage a tl
party from acquiring, the Company or a large bla¢k/ermillion’s common stock. The following summary descriptiérthe Stockholde
Rights Plan does not purport to be complete.

The rights issued pursuant to VermillisnStockholder Rights Plan will become exercisabke tenth day after a person or group annot
acquisition of 15.0% or more of Vermilliow'common stock or announces commencement of arten@éxchange offer the consummatio
which would result in ownership by the person arugr of 15.0% or more of Vermillios’common stock. If the rights become exercisabk
holders of the rights (other than the person agwit5.0% or more of Vermilliols common stock) will be entitled to acquire, in lexcge fo
the rights’ exercise price, shares of Vermillisrommon stock or shares of any company in whiehGbmpany is merged, with a value e
to twice the rights’ exercise price.

Authorized Shares

At the annual stockholdersheeting on June 29, 2007, the stockholders apprameginendment to the Certificate of Incorporatmincreas
the number of authorized shares of Vermill®wommon stock from 80,000,000 to 150,000,000. @y 1B, 2007, Vermillion amended &
restated its Certificate of Incorporation with tB&ate of Delaware for the increased authorizedesh@dditionally, after the Reverse Stock ¢
the number of authorized shares of common stockpeeférred stock remained at 150,000,000 and 50000 respectively.

Private Placement Sale

On August 29, 2007 (the “Closing DateVjermillion completed a private placement sale @52,309 shares of its common stock and war
to purchase up to an additional 1,961,047 sharés obmmon stock with an exercise price of $9.2bghare and expiration date of Augus!
2012, to a group of new and existing investors$20,591,000 in gross proceeds (collectively referie as the August 29, 2007, Privs
Placement Sale”). Existing investors included @ffds of the Company, who purchased 964,285 star&®rmillion’s common stock al
warrants to purchase up to an additional 771,428eshof Vermillion's common stock for $8,100,000.cbnnection with Quest’participatio
in this transaction, Vermillion amended a warranptirchase an additional 220,000 shares of its camstock that was originally issuec
Quest on July 22, 2005. Pursuant to the termseofthendment, the exercise price for the purchasewhillion’s common stock was redu
from $35.00 per share to $25.00 per share andxpeagion date of such warrant was extended froty 28, 2010, to July 22, 2011. F
services as placement agent, Vermillion paid Oppinér & Co. Inc. (“Oppenheimer”)1$200,000 and issued a warrant to purchase
92,100 shares of Vermillios’common stock with an exercise price of $9.25gbere and expiration date of August 29, 2012. Theamt:
issued to the investors and Oppenheimer were vaté&d,194,000 and $581,000, respectively, baseth@rair value as determined by
Black-Scholes model. The amended value of the warramedss$o Quest on July 22, 2005, increased by $386,0Mich is reflected

additional paidin capital, from the its original value of $2,20000 Assumptions used to value the warrants issoethd investors ai
Oppenheimer, and the amended value of the wasaned to Quest were as follows:

Private Investors Amendment tc
and Quest

Oppenheimer Diagnostics

& Co. Inc. Incorporated
Dividend yield — % — %
Volatility 80.1%% 82.92%
Risk-free interest rat 4.31% 4200

Expected lives (year: 5.C 3.9
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As of December 31, 2007, the Company had incurastscof $2,245,000 in connectiavith the registration of these securities, whic
reflected as a reduction to additional paid-in tapi

Warrants
Warrants outstanding and exercisable as of DeceBhe2008 were as follows:
Number of Share:

Exercise Price pe .
xera icep Outstanding

under
Issuance Date Expiration Date Share Warrant
July 22, 200t July 22, 2011 $ 25.0( 220,00(
August 3, 200¢ August 3, 201: 12.6( 10,00(
November 15, 200 November 15, 201 12.6( 10,00(
August 29, 200° August 29, 201! 9.2%* 2,053,14

2,293,14

* The exercise price of the warrants issued on Aug8s2007 is adjustable in accordance with the sesfrthe warrants

10. Accumulated Other Comprehensive Loss
The components of accumulated other comprehenssgeds of December 31, 2008 and 2007, were asvilio thousands):

2008 2007
Net unrealized loss on lo-term investments availal-for-sale $— $ (98)
Cumulative translation adjustme (162) (123)
Accumulated other comprehensive I $(162) $(221)
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11. Loss Per Share

The reconciliation of the numerators and denomisadd basic and diluted loss per share for thesyeaded December 31, 2008 and 2007
as follows (dollars in thousands, except sharespandhare amounts):

Per Share
Loss Shares
(Numerator) (Denominator) Amount

Year ended December 31, 200t
Net loss- basic $ (18,33() 6,381,80: $ (2.87)
Dilutive effect of common stock shares issuableruprercise of stock options, purchas

by Employee Stock Purchase Plan, exercise of wigreard conversion of convertible

senior note! — —
Net loss- diluted $ (18,330 $6,381,80: $ (2.87)
Year ended December 31, 200°
Net loss- basic $ (21,28) 4,765,34 $ (4.47)

Dilutive effect of shares purchasable under the leyge Stock Purchase Plan, st
options, warrants and convertible senior ni — —

Net loss- diluted $ (21,28 4,765,34. $ (4.47)

Due to net losses for the years ended December0®B and 2007, diluted loss per share is calculasialy the weighted average numbe
common shares outstanding and excludes the eféégqistential common stock shares that are antidéutThe potential shares of comn
stock that have been excluded from the diluted fmssshare calculation above for the years endezkbmber 31, 2008 and 2007, wert
follows:

2008 2007
Stock options 815,63 469,67!
Employee Stock Purchase P 2,25( 2,78¢
Stock warrant: 2,293,14 2,293,14
Convertible senior note 875,00( 852,20t
Potential common shart 3,986,03! 3,617,81i

12. Employee Benefit Plans
1993 Stock Option Plan

Vermillion has no shares of its common stock reséfor future grants to employees, directors orsatiants under its 1993 Stock Option F
(the “1993 Plan”)Under the 1993 Plan, options were granted at prio¢dower than 85% and 100% of the fair marketigadf the commc
stock for nonstatutory and statutory stock options, respectivélly outstanding options under the 1993 Plan aoev rfully vested, an
unexercised options generally expire ten years fiteerdate of grant. At December 31, 2008 and 200&hares of Vermilliors common stoc
were subject to repurchase by Vermillion. Sincervi#ion’s initial public offering, no options have beenrgeal under the 1993 Plan. Th
were no option exercises for the years ended Deeefith 2008 and 2007.

2000 Stock Plan

Under the Amended and Restated 2000 Stock PlartZ6@® Plan”),options may be granted at prices not lower than 86%100% of the fe
market value of the common stock for netatutory and statutory stock options, respectiv@lgtions generally vest monthly over a perio
four years and unexercised options generally expitg/ears from the date of grant.
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In conjunction with the Reverse Stock Split, anididal 6,525,000 shares of Vermillitommon stock were reserved for issuance und
2000 Plan for the year ended December 31, 2007.

Employee Stock Purchase Plan

The Amended and Restated 2000 Employee Stock Feedblan (the “2000 ESPP”) provides for eligible types to purchase Vermillion’
common stock through payroll deductions duringmisath offering periods. Each offering period begimsMay 1 or November 1 and el
October 31 or April 30, respectively.

The 2000 ESPP provides for the purchase of Vewnii common stock at the lower of 85.00% of thesitlg price of Vermillions commo
stock on the first day of the offering period or@®% of the closing price of Vermillioa’common stock on the last day of the offeringqak
In conjunction with the Reverse Stock Split, anididal 1,355,215 shares of Vermillitommon stock were reserved for issuance und
2000 ESPP for the year ended December 31, 200AdNibional Vermillions common stock shares were reserved for issuartzr time 200
ESPP for the years ended December 31, 2008.

Stock-Based Compensation

The assumptions used to calculate the fair valueptibns granted and shares purchasable underO®@ Rlan and 2000 ESPP that v
incorporated in the Black-Scholes pricing modeltfer years ended December 31, 2008 and 2007 wéod@gs:

2000 Stock Plan Employee Stock Purchase Plan
2008 2007 2008 2007
Dividend yield — % — % — % — %
Volatility 79.01% 81.4% 74.8% 83.3(%
Risk-free interest rat 3.37™% 4.81% 2.17% 4.7¢%
Expected lives (year: 5.2¢€ 5.2C 0.5C 0.5C
Weighted average fair vall $ 1.3¢ $ 8.5F $ 0.2¢ $ 4.84
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The activity related to shares available for gnamder the 1993 Plan, 2000 Plan and 2000 ESPP éoyehrs ended December 31, 2008
2007, were as follows:

2000
1993 Stocl Employee
Stock
Option 2000 Purchase
Plan Stock Plan Plan Total
Shares available at December 31, 2 — 273,01¢ 22,621 295,63¢
Additional shares reserve — 6,525,001 1,355,21! 7,880,21!
Options cancele 25,91( 153,73! — 179,64!
Reduction in shares reserv (25,910 — — (25,910
Options grante: — (174,770) — (274,770
Shares purchast¢ — — (4,817 (4,819
Shares available at December 31, 2 — 6,776,98. 1,373,02. 8,150,00!
Additional shares reserve — — — —
Options canceled / shares forfeii 3,00(¢ 116,14¢ — 119,14¢
Reduction in shares reserv (3,000 — — (3,000
Options grante: — (465,000) — (465,000)
Shares purchast — — (3,750 (3,750
Shares available at December 31, 2 — 6,428,13. 1,369,27. 7,797,40!

The stock option activity under the 1993 Plan af@@®@Plan for the years ended December 31, 20082@0d, was as follows (dollars are
thousands, except weighted average exercise price):

Weighted
Weighted Average
Aggregate Remaining
Number of Average Contractual
Exercise Intrinsic
Shares Price Value Term
Options outstanding at December 31, 2 476,58: $ 36.0¢ $ — 7.6(C
Granted 174,77( 12.41
Exercisec (2,03)) 11.8¢
Cancelec (179,649 38.8¢
Options outstanding at December 31, 2 469,67" 26.3( $ — 7.72
Granted 465,00( 1.9¢
Exercisec — —
Cancelec (119,03) 15.6:
Options outstanding at December 31, 2 815,63t $ 14.0C $ — 8.2%
Shares exercisable
December 31, 200 411,54: $ 23.6¢ $ — 7.22
December 31, 200 272,16 $ 36.4¢ $ — 6.8¢4
Shares expected to ves
December 31, 200 329,27. $ 4.3: $ — 9.1¢
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The total intrinsic value of options exercised &otdl fair value of vested options was as follogsliars are in thousands):

Total Intrinsic Total Fair Value
Value of Options
of Vested
Exercised Options
Year ended December 31, 2C $ — $ 754
Year ended December 31, 2C $ 8 $ 84¢
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The range of exercise prices for options outstamdimd exercisable at December 31, 2008, are asvsll

Weighted Weighted Weighted

Average Average Average
Options Exercise Remaining Options Exercise

Exercise Price Outstanding Price Life in Years Exercisable Price
$ 0.01 - $ 0.7t 69,75( $ 0.7: 9.8: 26,53¢ $ 0.7t
0.7¢ - 2.04 135,00( 2.04 9.4¢ 61,25( 2.04
2.0t - 2.3C 235,00( 2.3C 9.5t 24,47( 2.3C
2.31 - 10.2(C 92,45t 9.34 7.5t 76,19: 9.3¢
10.21 - 14.7( 137,84° 13.3¢ 7.8¢€ 80,39: 12.9¢
14.71 - 48.6( 82,09: 27.61 5.1: 79,20 27.71
48.61 - 96.0(C 63,49¢ 87.81 4.67 63,49/ 87.81
$ 0.01 - $96.0C 815,63 $ 14.0C 8.2z 411,54 $ 23.6¢

The allocation of stockased compensation expense by functional areghéoyears ended December 31, 2008 and 2007 wadl@assfdin
thousands):

2008 2007
Research and developm: $12C  $167
Sales and marketir 93 88
General and administrati 425 625
Total $63€  $87¢

The Company has a 100.0% valuation allowance recbeadjainst its deferred tax assets, and as a A&S@t450 had no effect on income
expense in the consolidated statement of operatiotise consolidated statement of cash flows. ABeéember 31, 2008, total unrecogn
compensation cost related to nonvested stock optiards was $1,046,000 and the related weightegeeeriod over which it is expecte
be recognized was 2.50 years.

Ciphergen Biosystems, Inc. 401(k)

The Company maintains the Ciphergen Biosystems Adit(k) Plan (the “401(k) Planfpr its United States employees. The 401(k) Pliowe
eligible employees to defer up to an annual linfithe lesser of 90.0% of eligible compensation onaimum contribution amount subjec
the Internal Revenue Service annual contributiomt]i The Company is not required to make contidng under the 401(k) Plan. As
December 31, 2008, the Company has not contriltotdue 401(k) Plan.

13. Income Taxes

Domestic and foreign components of loss from cauitig operations before income taxes for the yeade@ December 31, 2008 and 2007
as follows (in thousands):

2008 2007
Domestic $(17,75% $(21,219)
Foreign (619) 94

$(18,370  $(21,119
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The components of the benefit (provision) for ineotaxes attributable to income from continuing agiens before income taxes for the vy
ended December 31, 2008 and 2007 are as followhdirsands):

2008 2007
Federal
Current $ 23t $—
Deferred (259) —
State — —
Foreign
Current (16) 163
Deferred — = |
$ (40 $16:

Based on the available objective evidence, managebmieves it is more likely than not that the deferred tax assets will not be f
realizable. Accordingly, the Company has providddllavaluation allowance against its net defertaxl assets at December 31, 2008 and 2007

The components of deferred tax assets (liabilité€)ecember 31, 2008 and 2007 were as followth(insands):

2008 2007
Deferred tax asset

Depreciation and amortizatic $ 18,91: $ 18,23¢

Other 874 4,57¢

Research and development and other cr 18t 3,61(

Net operating lose 31,63¢ 17,15:
Total deferred tax asse 51,60¢ 43,57:
Valuation allowanct (51,529 (43,579
Net deferred tax asse $ 80 $ —
Deferred tax liabilities

Investment in foreign subsidiari $ (49 $ (259

Other (31) —

$ (80 $ (259
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The reconciliation of the statutory federal incotae rate to the Comparg/effective tax rate for the years ended DecembgP@08 and 20(
was as follows:

200¢ 2007
Tax at federal statutory ra 34% 34%
State tax, net of federal bene 6 6
Research and development cre: — 1
Deferred tax not benefite (43 181
Stock based compensati — @
Net operating loss and credit reduction due toiSe@&82 limitations — (222)
Other _3 ==
Effective income tax rat — % _ (D%

As of December 31, 2008, the Company has net apgrkiss carryforwards of $79,000,000 for fedenad 42,000,000 for state income
purposes. If not utilized, these carryforwards Wwéhin to expire in 2026 for federal purposes ahtb2state purposes.

As of December 31, 2008, the Company has $6,000000€et operation carryforwards from its Japan apens. If not utilized, this car
forward will begin to expire in 2012.

We believe that it is more likely than not that tienefit from certain deferred tax assets will betrealized due to the history of the opere
losses in the Company. In recognition of this risk, have provided a valuation allowance on therdedetax assets relating to these assets
valuation allowance was $51,529,000 at DecembeRBQa8, which represents an increase of $7,956,080 2007 primarily due to additior
valuation allowance requirements on U.S. deferagchssets.

The Tax Reform Act of 1986 limits the use of neergiing loss and tax credit carryforwards in certsituations where equity transacti
resulted in a change of ownership by Internal ReeeBode 382. During the year ended December 317,208 Company conducted a st
and determined that Compasyuse of its net operating loss and federal cradisubject to such a restriction. Accordingly, Bempan
reduced its deferred tax assets and the correspprdiuation allowance by $46,700,000. As a reshi#t,net operating loss and federal ci
amounts as of December 31, 2008, reflect the céisinion the Company’s ability to use the net ofiegdoss and credits.

The Company is subject to taxation in the US arrtbua state and foreign jurisdictions. As of Decem®l1, 2008 the Comparsytax years f
2005, 2006, 2007 and 2008 are subject to examméatiahe U.S. tax authorities. With few exceptioas,of December 31, 2008, the Comg
is no longer subject to U.S. federal, state, lacdbreign examinations by tax authorities for yelbefore 2003.

Upon adoption of ASC Topic 740-18B on January 1, 2007 and also at December 31, 20072008, the Company had no unrecognize
benefits. The Company does not expect unrecogtézedenefits to change significantly over the rneximonths.

The Company recognizes interest and penaltieserklat unrecognized tax benefits within the inteegiense line and other expense
respectively, in the consolidated statement of ap@ns. Accrued interest and penalties are includilin the related liability lines in ti
consolidated balance sheet. The Company had naextanterest or penalties as a result of uncetéadrpositions as of December 31, 2008
2007.

14. Subsequent Events
Related Party Consulting Agreement

On March 26, 2009, the Company entered into a dbnguagreement with its former chief executive esffand current Director of t
Company. For the yeamded December 31, 2009, the Company incurred @289n general and administrative expenses un@ecdhsultar
arrangement. At December 31, 2009, the Company d¢le=donsultant $377,000, which included amountsdier severance of $366,000.
February 1, 2010, the Company re-hired the consudts.its chief executive officer of the Company.
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Chapter 11 Bankruptcy

On March 30, 2009, Vermillion filed a voluntary fiein for relief (the “Bankruptcy Filing”under Chapter 11 of the United States Bankrt
Code in the Bankruptcy Court. Subsequently on Jane@, 2010, the confirmation order issued by thenlBuptcy Court for approvil
Vermillion’s Second Amended Plan of Reorganizatimwler Chapter 11 of the United States BankruptoyeQiated January 5, 2010 (tHaldr
of Reorganization”pecame final and all conditions precedent to JgnR2y 2010 were satisfied or waived. Accordinghe Company emerg
from bankruptcy under Chapter 11.

Related Party Debtor’s Incentive Plan

In connection with the Bankruptcy Filing, on Ap?il, 2009, the Company filed the DebsMotion for Entry of an Order Approving 1
Debtor’s Incentive Plan (the “Incentive Plard@id Authorizing Payments thereunder pursuant t8&Hb) and 503(b) of the Bankruptcy C
(the “Incentive Plan Motion")which sought to provide proper incentives to theedbrs (Gail Page, John Hamilton and James E
collectively, the “Directors”}o help achieve a successful sale or restructwine Company. At a hearing on June 22, 2009Cihert entere
an Order approving the Incentive Plan Motion (ttecéntive Plan Order”)The Incentive Plan is only triggered upon the ommuce of

qualified transaction defined as the closing of aale pursuant to section 363 of the BankruptcyeGardthe effectiveness of a Reorganize
Plan confirmed pursuant to section 1129 of the Baptcy Code. The Incentive Plan payment was baged & percentage of (A) the gr
proceeds of Asset Sales, both prior to and afefFtbod and Drug Administration approval of the @amatumor triage test, and (B) the valu
consideration - cash, debt and equitiistributed pursuant to a confirmed Reorganizaftem. In the end, the Incentive Plan Order prov
that the Directors would receive: (i) zero, on Qfied Transaction Proceeds of 3,000,000 or le$s6% on Qualified Transaction Proceed
$3,000,001 to $10,000,000, and (iii) 8% on Qualifieransaction Proceeds of greater than $10,0000@@e the Incentive Plan Orc
provided the Company with the authority to maketritiations under the Incentive Plan, the Companyeag as part of the Plan
Reorganization to seek final judicial approval bé tamounts to be paid pursuant to the Incentiva.®a April 13, 2010, counsel for 1
Company, the Official Committee of the Equity SétyuHolders, and the Directors submitted a proposettiement to the Bankruptcy Co
On April 14, 2010, after a hearing, an order wasuésl by the Bankruptcy Court approving the Managenhecentive Plan. Under t
Management Incentive Plan, the Company was dirdotélistribute an aggregate of $5,000,000 in cash392,541 shares of restricted stoc
Incentive Plan Payments to the Directors. All stestricted stock is to be distributed, with 1/24fht to vest on each monthly anniversar
the vesting commencement date, June 22, 2009. gthkIhcentive Plan Payments are to be allocate@dd Page, James Burns and <
Hamilton on a 60%-20%20% basis, respectively, or as otherwise may beeabto in writing by the Directors. The contingemeys accounte
for upon the occurrence of the qualified transactio January 7, 2010 when the Bankruptcy Courteetss confirmation order approving
Companys Reorganization Plan. Accordingly, the Companyréed a charge of $7,485,000 for the three montldea March 31, 2010 a
will record additional charges totaling $4,141,@8fbugh June 2011 as the underlying restricteckstests.

Quest Strategic Alliance Agreement

On October 7, 2009, Vermillion and Quest amendedStrategic Alliance Agreement to extend the tefrthe agreement to end on the ea
of (i) October 7, 2012 and (ii) the date on whiche®t makes its third development election. The tand the maturity of the pngetitior
$10,000,000 secured line of credit agreement witles) were extended through October 7, 2012. OneS8dyar 11, 2009, the Comp:
achieved the FDA clearance of the OVAl Test milestprovision in the secured line of credit agreenpoviding for a reduction in tl
principal amount of the loan of $3,000,000 but wa$y able to apply the milestone once it was nagy@nin default under the terms of
secured line of credit while under Chapter 11 baptay protection. The Company cured the defaultnupayment of accrued interest tota
approximately $472,000 relating to the $10,000,66€ured line of credit principal as of JanuaryZ2.0. On January 23, 2010, the princ
was reduced to $7,000,000. The Company is in dssoos with Quest regarding the achievement of aitiadal $1,000,000 forgivene
milestone as a result of the FDA approval of theA@W est under the terms of the Strategic Alliangge®ement.
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Debtor-In-Possession Credit and Security Agreemeiith Quest Diagnostics Incorporated

On October 16, 2009, the Bankruptcy Court gave amdrfor Vermillion to enter into a Debtor-lRessession Credit and Security Agreer
(the “DIP Loan Agreement’jvith Quest and to assume under the Bankruptcy @melémended Strategic Alliance Agreement. In cotina
with the assumption of the Amended Strategic Atgreement, Vermillion also assumed certain octggeements with Quest related to
Amended Strategic Alliance Agreement, including pre-petition warrants for the purchase of Vermills common stock. Under the [
Loan Agreement, Quest agreed to provide a debtppssession loan to Vermillion of up to $1,500,qfte “DIP Financing”).The DIF
Financing is secured by a first lien on substalgtiall of Vermillion’s assets and bears interest at the prime rat€O@és per annum. The D
Financing matures at the effective date of a pfarea@rganization or February 28, 2010, if earllénder the DIP Loan Agreement, Vermillior
bound by customary affirmative and negative covénaimcluding covenants with respect to the useheffunds provided by Quest, ¢
customary events of default—including non-paymbrgach of covenants and material breach of the Aeeistrategic Alliance Agreement
that may result in acceleration of outstanding amtguif any, under the DIP Loan Agreement. The Canypreceived $400,000 under
agreement on October 27, 2009. On January 22, 26&80Company repaid the $400,000 and interest ¢d0®4 Professional service fi
relating to the DIP Loan Agreement were expensednesrred and classified as reorganization itemshie accompanying consolida
statement of operations.

4.5% and 7.0% Notes

During the Company Bankruptcy Proceeding, the Company refrained fireatking interest and principal payments on the %.5®tes and tt
7.00% Notes, and the Company was in default oretiras of these securities. Prior to the approvahefCompanys Plan of Reorganization
portion of the Compang’4.50% Notes and 7.00% Notes were exchanged anerted for common stock as described in the fahgwoulle
points:
e From November 24, 2009 to January 22, 2010, Veonilexchanged a total of 15,794 shares of its comatock for $305,000
principal and $18,000 in unpaid interest relatethiv4.50% Notes

e From November 30, 2009, through January 22, 20Hdmilion exchanged 428,906 shares of its commonksfor $7,100,000
principal and unpaid interest of $732,000 relatedthie 7.00% Notes. From October 21, 2009 througlveNdoer 19, 200
$4,400,000 in principal related to the 7.00% Nates converted into 220,000 shares of Vermi’s common stock

As part of the Company'’s court-approved Plan of iBanization, all of the Comparg/femaining outstanding 4.50% Notes (principal e
of $2,195,000 plus accrued interest of $140,00@)autrued interest of $362,000 related to the 7% &Nwere discharged for cash or for sh
$5,000,000 in principal amount of the Company’0%0Notes was reinstated as part of the Companyig-epproved Plan of Reorganizati
In connection with this reinstatement, all defautere cured.

January 2010 PIPE Financing

On January 7, 2010, in connection with the PlafRebrganization, Vermillion completed a private plaent sale of 2,327,869 shares ¢
common stock at a price of $18.4932 per sharegimap of new and existing investors for $43,050,00§ross proceeds.
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2010 Stock Option Plan

On February 8, 2010, the Board of Directors of @wenpany approved the Vermillion, Inc. 2010 Stocgelmive Plan (the “2010 Plan"J.he
2010 Plan will be administered by the Compensafiommittee of the Board. The Compas¥mployees, directors, and consultants are e
to receive awards under the 2010 Plan. The 2010 pdamits the granting of a variety of awards, udahg stock options, share apprecia
rights, restricted shares, restricted share uaitd, unrestricted shares, deferred share unitsprpesthce and castettled awards, and divide
equivalent rights. The Company is authorized tagssp to 1,322,983 shares of common stock, paewdu001 per share under the 2010 |
subject to adjustment as provided in the 2010 Plan.

Common Stock Warrant Exercises

From September 2009 through May 2010, Vermilligued 922,295 shares of its common stock for taapnoceeds of $3,521,000 from
exercise of its common stock warrants.

Common Stock Warrants Fair Value

As of May 13, 2010, the fair value of the outstamgdcommon stock warrants dated August 29, 2007enlyidg the warrant liability was $12.
per share for a total fair value of $2,919,000,clihs a decrease of $2,740,000 from the Decemhe2(P, total fair value of $5,659,000.
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ltem 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

Iltem 9A(T). Controls and Procedures

Disclosure Controls and Procedure. Vermillion, Inc. (“Vermillion”; Vermillion and its wholly owned subsidiaries ardlectively referred t
as the “Company”)formerly known as Ciphergen Biosystems, Inc., hagied out an evaluation, under the supervision waitth the
participation of the Company’s management, inclgdifermillion’s Chief Executive Officer and Interim Chief Accoimgt Officer, of the
effectiveness of the design and operation of then@amys disclosure controls and procedures as of DeceB81he2008, as defined in Ru
13a-15(e) and 15d-15(e) under the Securities Exg#hafct of 1934, as amended (the “Exchange AcBased upon that evaluati
Vermillion’s Chief Executive Officer and Chief Acanting Officer concluded that the Compasdisclosure controls and procedures ¢
December 31, 2008 were not effective because cdtanml weakness in internal control over financégdorting described below.

Managemen’s Report on Internal Control over Financial Repdrtg . The Company management is responsible for establishing
maintaining adequate internal control over finahcgporting. As defined in Rule 13E6(f) under the Exchange Act, internal control «
financial reporting is a process designed by oreurtde supervision of a compasyprincipal executive and principal financial offis, an
effected by a company’board of directors, management and other pergotm@rovide reasonable assurance regarding thebiléy of
financial reporting and the preparation of finahstatements for external purposes in accordante agcounting principles generally acce|
in the United States of America. It includes thpsécies and procedures that:

» pertain to the maintenance of records that in measie detail accurately and fairly reflect the s@actions and dispositions of
assets of a compan

» provide reasonable assurance that transaction®eoeded as necessary to permit preparation ofi¢iahstatements in accorda
with generally accepted accounting principles, Hrat receipts and expenditures of a company areglbeiade only in accordar
with authorizations of management and board ofcttirs of a company; ar

» provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, aselisposition of a comparg/’
assets that could have a material effect on itfiral statement:

Management has assessed the effectiveness of thpadg’s internal control over financial reporting as acfde@mber 31, 2008. In making
assessment of internal control, management usectitbeia described in “Internal Control—Integratedmework’issued by the Committee
Sponsoring Organizations (“COSO8f the Treadway Commission. A material weakness deficiency, or a combination of deficiencies
internal control over financial reporting, suchtttiaere is a reasonable possibility that a matenmstatement of the Compasyannual ¢
interim financial statements will not be preventedietected on a timely basis.

As a result of the Company filing a voluntary getitfor relief under Chapter 11 of the United SsaBankruptcy Code in the Bankruptcy Ct
on March 30, 2009, the Company did not maintairfiigeht staff with the necessary experience in USAB to timely perform its contra
procedures relating to the accounting and repogingesses. As a result, the Company was not atilmely file its Forms 10-Q and 1K-in
accordance with the Exchange Actules and regulations. This control deficienEyat corrected, could result in a material misstagnt of th
Companys annual or interim consolidated financial statet:iethat would not be prevented or detected on alyinbasis. Therefor
management has concluded that this control defigiennstitutes a material weakness.

As a result of the material weakness described @bmanagement concluded that the Compmimternal control over financial reporting v
not effective as of December 31, 2008, based owrtiteria identified above. This Annual Report oorfd 10K does not include an attestat
report of the Company’s independent registered ipudtcounting firm regarding internal control ov@mancial reporting. Managemest’
assessment of the effectiveness of the Compgamgernal control over financial reporting as oéd@mber 31, 2008, was not subjec
attestation by the Comparsyindependent registered public accounting firmspant to temporary rules of the United States SteEsirant
Exchange Commission (“SEC”) that permit the Comptngrovide only management’s report in this AnnReport on Form 10-K.
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Remediation Activities

The Company continues to evaluate its resourceinsgants to ensure the timely and effective revéad management of its accounting
reporting process. On February 1 and May 17, 2616 ,Company hired an Interim Vice President, FieafacChief Accounting Officer ar
Vice President & Chief Financial Officer, respeetiy (collectively as “Financial Officers”)}to help remedy the staffing deficiency. *
Financial Officers are in the process of evaluatihg staffing requirements and will to the exteetessary, hire additional finance

accounting staff to allow for the preparation afdincial statements to be in accordance with US GAR® timely filing of periodic financi
reports with the Securities and Exchange Commisaimheffective internal control over financial rejay.

Changes in Internal Control Over Financial Reporton. The Company has made no change in its intermataoover financial reporting th
has materially affected, or are reasonably likelymaterially affect, the Compars/internal control over financial reporting duritite thre:
months ended December 31, 2008.

Iltem 9B.  Other Information
None.
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PART IlI

Iltem 10.  Directors, Executive Officers and Corporate Governace
Directors of the Registrant

As of December 31, 2008, there were seven direc®nging on the Board of Directors of Vermilliomcl (“Vermillion”; Vermillion and it
wholly-owned subsidiaries are collectively refertedas the “Company”On March 30, 2009, Vermillion filed a voluntary ftietn for relie
(the “Bankruptcy Filing”)under Chapter 11 of the United States BankruptcgeGaith the United States Bankruptcy Court for Bistrict of
Delaware. In connection with the Bankruptcy Filikgnneth J. Conway and James L. Rathmann resigoedtheir positions as directors
March 25, 2009; John A. Young resigned from hisitpms as a director on March 26, 2009; and Rajei&lal resigned from his position a
director on March 27, 2009. James S. Burns, Jottamilton and Gail S. Page continued to serve gectlirs after the Bankruptcy Filing v
made. On March 30, 2009, Ms. Page was electedd@ssumed the position of Executive Chair of tharBaf Directors. On January 22, 2(
Vermillion emerged from bankruptcy under Chapteroithe United States Bankruptcy Code. In connactiith Vermillion’s emergence fro
bankruptcy, William C. Wallen, Ph.D. was appointedhe Board of Directors as a Class | Directorr@fruary 1, 2010; Peter S. Roddy
appointed to the Board of Directors as a Classidédor on February 18, 2010; and Carl Severingheas appointed to the Board of Direc
as a Class Il Director on March 3, 2010.

Prior to the Bankruptcy Filing and after emergefroen bankruptcy, the directors were divided intoethclasses with the thrgear term of or
class expiring at each annual meeting of stockhsldéhe terms for the three classes of directore wet to expire as follows:

* Class | Directors at the 2010 annual meeting afldtolders;
» Class Il Directors at the 2011 annual meeting afldtolders; an
» Class lll Directors at the 2009 annual meetingtofisholders
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The name, age, positions and offices of each dirext of December 31, 2008, as of the time of sligctor’s resignation from the Board
Directors if such resignation occurred during thearyended December 31, 2008, or as of the dateiabf directors appointment if suc
appointment occurred after December 31, 2008, etrtogth below:

Name Age Positions and Offices
Class | Directors through the year ended Decemberl3 2008:
James L. Rathmar 57 Executive Chairman of the Board of Directors; Memie
Nominating and Governance Commit
Kenneth J. Conwa 60 Director; Chairman of Compensation Commit
Class Il Directors through the year ended Decembe31, 2008:
James S. Burr 62 Director; Member of Audit Committe
Rajen K. Dala 55 Director; Chairman of Nominating and Governance Guitee
John A. Young 76 Lead Outside Director; Member of Nominating and &woance

Committee and Compensation Commit
Class Il Directors through the year ended Decembe81, 2008:

John F. Hamiltor 64 Director; Chairman of Audit Committe
Gail S. Pag: 53 Director; President and Chief Executive Offir
Directors resigning during the year ended Decembe31, 2008:
Judy Brunel 49 Director; Chairwoman of Audit Committe
(through April 8, 2008
Michael J. Callaghan 55 Director; Member of Audit Committee and Compengatio
(through June 11, 200 Committee
Directors appointed after December 31, 200¢
William C. Wallen, Ph.D 67 Director; Chairman of Nominating and Governance Guttee,
(appointed February 1, 201 Member of Audit Committee and Compensation Comm
Peter S. Rodd 50 Director; Chairman of Audit Committe
(appointed February 18, 201
Carl Severinghaus 58 Director; Chairman of Compensation Committee, Mendfe
(appointed March 3, 201t Audit Committee and Nominating and GovernaCommittee

A summary of the business experience of each diregho served on the Board of Directors duringytkar ended December 31, 2008 i¢
forth below:

James L. Rathmarserved as a director of Vermillion from its inceptiuntil his resignation on March 25, 2009, andita&xecutive Chairmg
from December 2005 until his resignation on Marbh 2009. Additionally, he served as a member ofNtaminating and Governan
Committee Mr. Rathmann serves as a director of raévarivate companies. Mr. Rathmann has been Rresidf Falcon Technolo
Management Corporation and a general partner @oRalechnology Partners, L.P. (collectively refdrte as “Falcon Technology%ince it
founding in 1993. Prior to joining Falcon Technatdg 1993, Mr. Rathmann was Senior Vice Presidé@merations at Sofswitch, Inc. fron
1984 to 1993. Mr. Rathmann received his B.A. in hdaatics from the University of Colorado and M.8.Gomputer Science from 1
University of Wisconsin.

Kenneth J. Conwaserved as a director of Vermillion from April 20Qétil his resignation on March 25, 2009. Additidgahe served ¢
Chairman of its Compensation Committee. Mr. Conabsp serves as a director of several private corapaMr. Conway has been Presic
of Starfire Ventures, a private biotech ventureitedfirm, since 2003. From 2000 to 2003, Mr. Copwserved as Chief Executive Officel
Vitivity, Inc., a wholly-owned subsidiary of Millennium Pharmaceuticals fema on predictive medicine. Prior to founding Mttty Inc.,
Mr. Conway was President and Founder of Millennigradictive Medicine, Inc. from 1997 to 2000. Mr.r®a@y spent more than 26 years \
Chiron Diagnostics Corporation (formerly Ciba Cog)i, most recently serving as President of the Gr8up and member of the Office of
President. Mr. Conway has also been the Senior Riesident and General Manager of Immuno Diagrgstibere he led the development
commercialization of the ACS.180, a wotkhding system in automated immunodiagnostic tgstind Vice President of several business
at Chiron (Ciba Corning), as well as being Viceditent of manufacturing at Corning Medical Division
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Mr. Conway received his B.S. in Ceramic Engineerram Rutgers University, and attended the Dartrhdustitute Executive Program
Dartmouth College’s Tuck School of Business Adntmaition.

James S. Burnhas been a director of Vermillion since June 200&ditionally, he served as a member of its Audin@oittee. Mr. Burns
currently President, Chief Executive Officer andedior of AssureRX, Health, Inc., a personalizedditiae company which specializes
pharmacogenetics for neuropsychiatric disorderigr Ro joining AssureRX, Health, Inc., Mr. Burns svéhe President and Chief Execu
Officer of EntreMed, Inc. from June 2004 to DecemP@08, and a director from September 2004 to Déeer2008. Mr. Burns was a co-
founder and, from 2001 to 2003, served as Presalemtas Executive Vice President of MedPointe,, lacspecialty pharmaceutical comp
that develops, markets and sells branded presmmigtharmaceuticals. From 2000 to 2001, Mr. Burnsesk as a founder and Manag
Director of MedPointe Capital Partners, a privatpiiy firm that led a leveraged buyout to form MeilRe Pharmaceuticals. Previou
Mr. Burns was a founder, Chairman, President antfCxecutive Officer of Osiris Therapeutics, In@,biotech company develop
therapeutic stem cell products for the regeneratiblamaged or diseased tissue. Mr. Burns has lsso Vice Chairman of HealthC
Investment Corporation and a founding General Rarti Healthcare Ventures L.P., a venture capitatngrship specializing in formi
companies build around new pharmaceutical and ¢hoi@ogy products; Group President at Becton Dettmand Company, a multidivisio
biomedical products company; and Vice PresidentRardner at Booz Allen & Hamilton, Inc., a multirmatal consulting firm. Mr. Burns is
director of Symmetry Medical Inc. (NYSE: SMA), apglier of products and services to orthopedic athéromedical device companies, al
director of the International BioResources Groug dre American Type Culture Collection (“ATCCWMr. Burns received his B.S. and M.S
Biological Sciences from the University of lllingiand M.B.A. from DePaul University.

Rajen K. Dalalserved as a director of Vermillion from April 2008til his resignation on March 27, 2009. Additidgahe served as Chairm
of its Nominating and Governance Committee Mr. Dadan industry consultant. Since October 2006, alal has served as Chief Execu
Officer of Aviir, Inc., a molecular diagnostics cpany. From 2002 to 2005, Mr. Dalal was the Predided Chief Executive Officer of Gue
Technologies, Inc., a biotechnology company basechammalian cell profiling and analysis. Prior éinjng Guava Technologies, Mr. De
was at Chiron Corporation where he was most regdsident of its Blood Testing Division. Prior jwning Chiron Corporation in 19¢
Mr. Dalal was a leader of McKinsey & Company’s phaceuticals and technology management groups. ElalDeceived his bachelar’
degree in Chemistry from St. Xavier's College, taversity of Bombay; mastes’degree in Biochemical Engineering from the Masssett
Institute of Technology; and M.B.A. from the Unigéy of Chicago.

John A. Youniserved as director of Vermillion from its inceptiantil his resignation on March 25, 2009, its Chein from 1995 to Decemt
2005, and its Lead Outside Director from DecemlB#52until his resignation on March 25, 2009. Adititilly, he served as a member o
Nominating and Governance Committee and Compems&mmmittee. Mr. Young was President and Chief E&ee Officer of Hewlet-
Packard Company from 1978 until his retirement®2. Mr. Young serves as a director of anotheripuifé science company, Affymetri
Inc., and also serves as a director of severahmieompanies. Mr. Young received his B.S.E.E. ffdragon State University and M.B.A. fri
the Stanford Graduate School of Business.

John F. Hamiltonhas been a director of Vermillion since April 20@8iditionally, he was the Chairman of VermilliamAudit Committee
From 1997 until his retirement in 2007, Mr. Hamiltserved as Vice President and Chief Financialc@ffof Depomed, Inc. Mr. Hamilt:
began his career in international banking with Pidadelphia National Bank and Crocker National IBaand went on to hold senior finan:
positions at several biopharmaceutical companiekidng Glyko, Inc., which is now BioMarin Pharmatieals, and Chiron Corporatic
Mr. Hamilton sits on the regional Board of Directaf the Association of Bioscience Financial Offfceand is pagpresident of the Treasur
Club of San Francisco. Mr. Hamilton received hisBM\. from the University of Chicago and B.A. in émhational Relations from t
University of Pennsylvania.
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Gail S. Pagehas been a director of Vermillion since Decembed2@nd was elected to and assumed the positiixedutive Chair of tt
Board of Directors on March 30, 2009. Ms. Pagegdivermillion in January 2004 as President of tlhenGanys Diagnostics Division and
Executive Vice President of Vermillion, and was mpuaied to President and Chief Operating Officer adridillion in August 200!
Subsequently, Ms. Page became the President aed Etecutive Officer of Vermillion in December 20@8d served in this capacity until

resignation on March 27, 2009. In connection witrivillion’s emergence from bankruptcy, Ms. Page was reamubad President and Ct
Executive Officer of Vermillion on February 1, 201&rom October 2000 to January 2003, Ms. Page wasUfive Vice President and Ct
Operating Officer of Luminex Corporation. From 19882000, Ms. Page held various senior level mamage positions with Laboratc
Corporation of America (“LabCorp”)ln 1993, Ms. Page was named Senior Vice Presidgffice of Science and Technology at LabC
responsible for the management of scientific affairaddition to the diagnostics business segnfaiditionally, from 1995 to 1997, Ms. Pe
headed the Cytology and Pathology Services busimgs$or LabCorp. From 1988 to 2000, Ms. Page wasember of the Scientific Advisc
Board at LabCorp and chaired the committee fronB1891997. Prior to her years at LabCorp and igglpcessor, Roche Biomedical, Ms. F
worked in various functions in the academic fielddathe diagnostics industry. Ms. Page received A&. in Medical Technology

combination with a Cardiopulmonary Technology Dipko from the University of Florida. Ms. Page alsonpteted an executive managen
course at the Kellogg School of Management at Neg#itern University.

Judy Bruneiserved as a director of Vermillion and as Chairpersf its Audit Committee from July 2003 until lvessignation on April 8, 200
Ms. Bruner has been Executive Vice President, Adstration and Chief Financial Officer of SanDisk roration since June 2004, a
serving on its Board of Directors from July 2002Jy 2004. Ms. Bruner served as Senior Vice Pesdiind Chief Financial Officer
palmOne, Inc. from September 1999 through June .2BBviously, Ms. Bruner held a succession of fai@nmanagement positions at 3C
Corporation from 1988 to 1999. Ms. Bruner was Caligr and Chief Financial Officer at Ridge Compstenc. from 1984 to 1988, and :
held a variety of financial positions at HewlB&ckard Company from 1980 to 1984. Ms. Bruner wexkher B.A. in Economics from t
University of California, Los Angeles and M.B.Aofm Santa Clara University

Michael J. Callaghanserved as director of Vermillion from 1998 untilshiesignation on June 11, 2008. From 1992 througb6
Mr. Callaghan was an employee of MDS Capital Carpd most recently served as a Managing Directaor Ry joining MDS Capital Corp.
1992, Mr. Callaghan was active in several genemtagement positions. Mr. Callaghan began his carigerErnst & Young, where he beca
a Chartered Accountant. Mr. Callaghan is on ther8ad Directors of SXC Health Solutions, Corp. aatves on the audit and compenss
committees thereof. Mr. Callaghan received his 8n@. from McGill University and M.B.A. from York Uwersity.

A summary of the business experience of each diregho was appointed to the Board of Directors sghent to December 31, 2008 is
forth below:

William C. Wallen, Ph.Dwas appointed to Vermillios’Board of Directors on February 1, 2010 and seageShairman of its Nominating ¢
Corporate Governance Committee. Additionally, heaismember of Vermilliors Audit Committee and Compensation Committee, aax
served on its Scientific Advisory Board since A@d06. Dr. Wallen has been the Senior Vice Presided Chief Scientific Officer of IDEX
Laboratories, Inc. (“IDEXX")since September 2003, and will be retiring from ¥>€on March 3, 2010. Since December 2008, Dr. Wahe:
also been leading its infectious disease productufis@turing operations. Dr. Wallen led IDEXpharmaceutical products business !
September 2003 until IDEXX sold certain producesrand restructured that business in 2008. Primitong IDEXX, Dr. Wallen held variot
positions with Bayer Corporation, most recentlySasior Vice President, Research and DevelopmedtHead, Office of Technology for t
Diagnostics Division of Bayer Healthcare. From 20802003, Dr. Wallen served as Senior Vice Pregdided Head of Research, Nucleic A
Diagnostics Segment; from 1999 to 2001, as Senice Yresident of Research and Development Labgratesting Segment; and from 1¢
to 1999, as Vice President of Research and Devedlopnimmunodiagnostic and Clinical Chemistry BusséJnits. Before joining Bay
Corporation, from 1990 to 1993, Dr. Wallen was Vieeesident, Research and Development at BectonirBimk Advanced Diagnostii
Dr. Wallen is a member of the American AssociatidrClinical Chemistry, the American Society for Mibiology, American Association {
Cancer Research, The Leukemia society of Amerind, tae New York Academy of Science. Dr. Wallen kashored or cauthored 5
scientific papers and articles covering topicsnmmiunology, virology, oncology and detection methodees. Dr. Wallen received his B.S.
Zoology and M.S. in Microbiology from Michigan S¢atUniversity, and Ph.D. in Molecular Biology frormiversity of Arizona College
Medicine.

Peter S. Roddwas appointed to Vermillios’ Board of Directors on February 18, 2010. He skrae Chairman of its Audit Committ
Mr. Roddy has served as Vice President and Chiedrigiial Officer of Pain Therapeutics, Inc. sincly 2004 and as its Chief Financial Offi
since November 2002. From 1990 to 2002, Mr. Rodeld la variety of senior management positions at Q@Brapeutics, Inc. (now part
Takeda Pharmaceutical Company Limited), a biophaeutigcal company, including Senior Vice Presidé&mance and Chief Financial Offic
between 2000 and 2002. Prior to 1990, Mr. Roddy eVariety of positions at Price Waterhouse & Camp Hewlett Packard Company
MCM Laboratories, Inc. Mr. Roddy received his BirsBusiness Administration from the University adiornia, Berkeley.
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Carl Severinghauswvas appointed to Vermillios’Board of Directors on March 3, 2010 and serveair@tan of its Compensation Committee
addition, he is a member of its Audit Committee &mminating and Corporate Governance Committee.Sdveringhaus has held the posi
of President of Tecan Americas since 2009. He spomsible for the sales and operations for the AgasrSales Regions, including U
Canada, and South America. From 2007 to 2008, leSeaior Vice President of International Salespaoasible for the worldwide sales ¢
operations of the direct and OEM sales channetees2007, he has served as a member to the Execoimmittee of Tecan, an internal Bc
responsible for implementing the Board of Directas®ridwide strategies and goals. He was PresideditGeneral Manager of Tecan fr
1999 to 2006, and Vice President of Sales and Nati®ales Manager from 1991 to 1998. Prior to jwinTecan, he held National Se¢
Manager position at American Monitor Corporatiolonfr 1980 to 1991. Mr. Severinghaus received his Blachof Fine Arts degree
Communications and Public Speaking from Drake Uity in 1974. He is a member of the Analytical &d Science Systems Associati
the Association for Laboratory Science, and the Acaa Association for Clinical Chemistry.
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Executive Officers of the Registrant

The name, age, positions and offices of each eecafficer of Vermillion as of December 31, 20@8,as of the date such executive officer’

resignation if such resignation occurred during year ended December 31, 2008, or as of the date executive officer was hired, are
forth below:

Name Age Positions and Offices

Executive Officers through the year ended Decembed1, 2008:

Gail S. Pag:t 53 Director; President and Chief Executive Offii

Eric T. Fung, M.D., Ph.C 39 Vice President and Chief Scientific Offic

Simon C. Shorter, Ph.[ 47 Vice President, Corporate Business Developr

Qun Zhou 40 Controller and Interim Chief Financial Offic

Executive Officers resigning during the year endedecember 31, 2008

Stephen T. Lund 46 Senior Vice President of Sales and Marke

(through June 3, 200}

Richard G. Taylor 55 Senior Financial Consultant and Interim Chief FiciahOfficer

(August 26, 2008 through November 25, 20t

Executive Officers appointed after December 31, 2@
John H. Trar 34 Interim Vice President of Finance and Chief AccanuoOfficer
Sandra A. Gardine 45 Vice President and Chief Financial Offic

In connection with the Bankruptcy Filing, Ms. Pagsigned from her position as President and Chiethtive Officer on March 27, 2009 ¢
was elected to and assumed the position of Exex@ivair of the Board of Directors on March 30, 2000 connection with Vermilliore
emergence from bankruptcy, Ms. Page was reappoadderesident and Chief Executive Officer of Velionl on February 1, 2010. Also
connection with the Bankruptcy Filing, Dr. Shortesigned from his position as Vice President, CafBusiness Development on March
2009; and Ms. Zhou resigned from her position asrim Chief Financial Officer on March 27, 2009. ®arch 19, 2009, Dr. Fung, resigt
from his position as Vice President and Chief StifierOfficer to pursue another career opportun@®n September 29, 2009, Dr. Fung rejo
Vermillion as an independent consultant, and onrdaaly 1, 2010, he was reappointed as VermilsoSenior Vice President and Ci
Scientific Officer. On February 1, 2010, Mr. Traasvappointed as Vermillion’s Interim Vice Presidantl Chief Accounting Officer.

The following is a business experience summary dach executive officer, who was employed by Veiorillduring the year end
December 31, 2008:

Gail S. Page'dusiness experience is summarized under “Direcitise Registrant”.

Eric T. Fung, M.D., Ph.Dserved as Vermilliors Vice President and Chief Scientific Officer frdimne 2006 until his resignation on March
2009 and rejoined Vermillion on September 29, 2@G@9 an independent consultant. In connection witlmm¥Bon’s emergence fro
bankruptcy, Dr. Fung was reappointed as Senior Piasident and Chief Scientific Officer of Vernoli on February 1, 2010. Dr. Fung joil
Vermillion in May 2000 as a lead scientist in trenuly formed Biomarker Discovery Centers. From Ma2€l09 to September 2009, Dr. Fi
served as Director of Clinical Research at RochdeMdar Systems. Prior to joining Vermillion, Druikg was a Howard Hughes sponsi
researcher at Stanford University. Dr. Fung reativis B.S. in Biology and graduated with honorsrrthe California Institute of Technoloy
and his M.D. and Ph.D. from the Johns Hopkins Ursittg School of Medicine. Dr. Fung also has anatopathology training from Stanfc
Medical School, and currently holds an Adjunct Atsit Professor position in the Department of Hatiyoat the Johns Hopkins Univers
School of Medicine.

Simon C. Shorter, Ph.0oined Vermillion in September 2004 and servedtasVice President, Corporate Business Developmatit kis
resignation on March 27, 2009. Prior to joining Mdlion, Dr. Shorter held a series of managemertitmms in Research and Developm
Sales and Marketing, and Business Development az@diomedical Corporation. Over a 12-year perdd,Shorter has developed an
depth, practical understanding of the clinical labory and in vitro diagnostics ( “IVD"jnarket segments. Dr. Shorter received his B.
Biological Sciences from The King' College, University of London, United Kingdom,dam.S. in Applied Molecular Biology ai
Biotechnology from University College, University bondon, United Kingdom. At the University of Oxfty United Kingdom, Dr. Short
received his Ph.D. in Cellular Biology and Immurgytoof Human Development followed by a post doctoedearch fellowship at t
University of California, San Francisco in the immalogical basis for the survival of fetus duringitan placental development.
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Qun Zhoujoined Vermillion in February 2007, served as Coltér until her resignation on March 27, 2009, asgved as the interim Ch
Financial Officer from November 1, 2007 to AuguSt 2008 and from November 25, 2008 until her resdigm on March 27, 2009. Prior
joining Vermillion, Ms. Zhou served as Controllesr fViOptix, Inc., a developer and manufacturer ofyg@en measuring devices in
biotechnology industry, from May 2005 through Fetgu2007. From April 2000 through May 2005, Ms. dhserved in several capacit
most recently as Business Unit Controller, with liphi Medical Systems, a global leader in the mddi=vice and diagnostic indust
Ms. Zhou has over ten years of accounting and catpdinance experience, and received her M.B@mfBoston College.

Stephen T Lundjpined Vermillion in May 2007 and served as Senfize President of Sales and Marketing until hisgeation on June
2008. Mr. Lundy joined Vermillion from GeneOhm, &idion of Becton, Dickinson and Company Diagnastiovhere he served as V
President of Sales and Marketing since 2003. Ate®m, Mr. Lundy successfully led the commercialnztu of several novel molecu
diagnostic assays, including the first moleculat fer Methicillin Resistant Staphylococcus AureBsom 2002 to 2003, Mr. Lundy servec
Vice President of Marketing for Esoterix, Inc., wihiwas acquired by Laboratory Corporation of Amerignd led the commercial integrai
and rebranding of the numerous reference labs acquireBdwmyerix. Prior to Esoterix, Mr. Lundy served aarkkting Director for Moleculi
Diagnostics and Critical Care Testing at Bayer Digjics Corporation.

Richard G. Taylojjoined Vermillion on August 26, 2008 and served&enior Finance Consultant and Interim Chief RiredrOfficer throug!
the expiration of his consulting contract by mutagteement with Vermillion on November 26, 2008oPto joining Vermillion, Mr. Taylo
served as Vice President, Finance and AdministragidCellgate, Inc., a privately held oncology camyg from May 2001 until February 20
where he was the senior finance officer respondinell financial matters related to the compaRyom February 2008 until August 20
following the acquisition of Cellgate, Inc. by PesgPharmaceuticals, Inc., a molecbhsed cancer therapeutics company, Mr. Taylor vad
for Progen Pharmaceuticals, Inc. as Head of Uriittades Finance Operations under a post-merger-@hortcontract. Mr. Taylor received
B.A. in Biological Sciences from the University G&lifornia, Berkeley, M.S. in Biological Sciencesrh Stanford University, and M.B.A. frc
the University of Chicago.

A summary of the business experience of each execofficer who was appointed subsequent to Decer@bge2008 is set forth below:

John H. Tranwas appointed to serve as Interim Vice Presideriimédnce and Chief Accounting Officer of Vermillimm February 1, 201
Prior to joining the Company, Mr. Tran served ase/iPresident, Finance and Chief Accounting OffiaerAnesiva, Inc., a latstagr
biopharmaceutical company in the development amaneercialization of novel pharmaceutical productsgfain management, from May 2(
to January 2010. From September 2004 to April 2008,Tran served in various roles in finance and wee Director of Finance at Kypt
Inc., a medical device company. Mr. Tran becamé glaMedtronic, Inc. through its 2007 acquisitiohKyphon Inc. From January 2000
September 2004, Mr. Tran served as an Audit Maniaigidie audit and assurance practice with PricenvateseCoopers LLP. Mr. Tran recei
his B.A. in Biology and Business Economics with Aanting Emphasis from the University of CaliforgiaSanta Barbara. Mr. Tran is als
certified public accountant in the State of Califier

Sandra A. Gardinewas appointed to serve as Vice President and Emehcial Officer on April 19, 2010. She has serasdCFO since Mar
2009 at Bend Research Inc., a company that speesaiin the definition, advancement, developmentammercialization of pharmaceuti
and health science technologies. In April 2009, slas elected to Bend Research Isddoard of directors. From 2004 through 2
Ms. Gardiner served as CFO and Corporate Secretdripid Sciences, Inc., responsible for all demisinaking authority for all financial ai
administrations functions for this developmetage biotechnology company, which is engaged seaeeh and development of products
processes to treat cardiovascular disease andiniegtions. She also held positions at Cardima, &md Comac and began her biotechnc
career in 1988 with Advanced Cardiovascular Systéommerly a division of Guidant, holding severabsgtions in the Internal Aud
Accounting and Finance departments. Ms. Gardineeived her Bachelor of Science in Managerial Ecdnsnfrom the University ¢
California at Davis.
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Section 16(a) Beneficial Ownership Reporting Congoice

Section 16(a) of the Exchange Act requires Veronil executive officers and directors, and persons e more than 10% of a registe
class of Vermillions equity securities, to file reports of ownershil a&hanges in ownership with the SEC and with aatyonal securitie
exchange on which such securities are traded aledu&xecutive officers, directors and such stotddas are required by SEC regulatiol
furnish Vermillion with copies of all Section 16(&rms they file. As a practical matter, Vermilliassists its directors and officers
completing and filing Section 16 reports on thahalf. Based solely on a review of the copies chswports furnished to Vermillion, and
written representations of its directors and exgeubfficers, Vermillion believes that its direcsoand executive officers, and persons who
more than 10% of a registered class of Vermiloeguity securities, complied with all applicablénfy requirements for the year enc
December 31, 2008.

Code of Ethics

The Company has adopted the Vermillion Code ofdstthat applies to all directors, officers and esyipes of the Company. Any waivers o
amendments to the Vermillion, Inc. Code of Ethicdl ve disclosed on the Investor Relations sectioh Vermillion's website
www.vermillion.com Additionally, the Vermillion, Inc. Code of Ethicaay be obtained free of charge through the InveR&dations section
Vermillion’s website, or by submitting a writtengeest for a paper copy to the following address:

Investor Relations
Vermillion, Inc.

47350 Fremont Blvd.
Fremont, California 94538

Stockholder Procedures to Nominate Directors
There were no material changes to stockholder pges for the nomination of directors during tharyended December 31, 2008.

Audit Committee

Vermillion has a separately designated standingitAdmmittee established in accordance with Se@i@)(58)(A) of the Exchange Act. F
the year ended December 31, 2008, the Audit Coraenitonsisted of directors Judy Bruner, until heigration from the Board of Directors
April 8, 2008; John F. Hamilton, beginning with happointment to the Board of Directors on AprilZ)08; James S. Burns; and Mict
J. Callaghan, until his resignation from the BoafdDirectors on June 11, 2008. The Board of Directdetermined that Mr. Hamilton &
Ms. Bruner qualified during their respective terassmembers of the Audit Committee as “audit conamifinancial expertsis defined und
Item 407(d)(5)(ii) of Regulation S-K. The Board Directors believes that each such “audit commifteancial expert’was, during the
respective terms as members of the Audit Committeéjndependent directods that term is defined by the applicable listitapdards of Tr
NASDAQ Capital Market. On March 11, 2010, the Boarf Directors appointed Peter S. Roddy, William Wallen, Ph.D. and Ce
Severinghaus to the Audit Committee. Mr. Roddy wapointed to serve as the Chairman of VermilkoAudit Committee. The Board
Directors has determined that each of the three beesrof the Audit Committee is independent, andshdicient knowledge in financial a
auditing matters, and that Mr. Roddy is an “audinenittee financial expert”.
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ltem 11.  Executive Compensatior

Vermillion had a 1 for 10 reverse stock split ofridlion’s common stock effective at the close of busines®larch 3, 2008. Accordingly, i
share and per share amounts were adjusted totréfteompact of the 1 for 10 reverse stock splithis Annual Report on Form 10-K.

Compensation Committee Report

The information provided under the heading “Compion Committee Report” shall not be deemed to salititing material” or “filed” or
incorporated by reference in future filings witletBEC, or subject to the liabilities of Sectionof8he Exchange Act, except to the extent t
is specifically incorporated by reference into acdment filed under the Securities Act or the Exgeafict

Vermillion, Inc.’s (“Vermillion”; Vermillion and is wholly-owned subsidiaries are collectively rederrto as the “Company”@xecutiv
compensation program for its named executive aBi¢ENEOs”) is administered by the Compensation Committee efBbard of Director
The Compensation Committee has reviewed the Comafiendiscussion and Analysis and discussed thallysis with management. Basec
its review and discussions with management, the ggmsation Committee recommended to the Board aédiirs that the Compensat
Discussion and Analysis be included in this AnriRaport on Form 10-K.

This report is provided by the following indepentidimectors of the Compensation Committee:

Carl Severinghaus, Chairman
William C. Wallen, Ph.D.

Compensation Committee Interlocks and Insider Paitiation

None of the members of Vermilli's Compensation Committee during the year ended rbigee31, 2008 was an officer or employe:
Vermillion, was formerly an officer of Vermillionrohad any relationship with Vermillion requiringsdlosure under Item 13, except that
Company has entered into indemnification agreemwitts each of its directors, which require the Camy to indemnify its directors to t
fullest extent permitted by law in the State of &wehre.

None of Vermillior's executive officers serves as a member of thedBofDirectors or Compensation Committee of anytetihat has one
more of its executive officers serving as a mendféfermillion’s Board of Directors or Compensati@ommittee.

Compensation Discussion and Analysis
Named Executive Officers
The NEOs for the year ended December 31, 2008, asfellows:

Name Positions and Offices

Gail S. Pagt Director; President and Chief Executive Offi
Eric T. Fung, M.D., Ph.C Vice President and Chief Scientific Offic
Simon C. Shorter, Ph.I Vice President, Corporate Business Developr
Stephen T. Lundy (through June 3, 20 Senior Vice President of Sales and Marke

Although Ms. Zhou and Mr. Taylor are not NEOs, tlseyved as the principal financial officers durihg year ended December 31, 2008.

Compensation Philosophy and Objectives

The goal of the Company’compensation program for its NEOs is the sam¢hiioverall Company, which is to foster compemsapolicie:
and practices that attract, engage and motivath baiber talent by offering a competitive pay amehefits program. The Company
committed to a total compensation philosophy amdcsire that provides flexibility in responding tearket factors; rewards and recogn
superior performance; attracts highly skilled, eigreced and capable employees; and is fair andlfjsesponsible.
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The Compensation Committee has designed and impltechecompensation programs for the CompanyEOs to reward them for th
leadership excellence, for sustaining the Compafigancial and operating performance, to align theferests with those of Vermilliog’
stockholders and to encourage them to remain We&tCompany for long and productive careers.

Most of the Company’s compensation elements simetiasly fulfill one or more performance, alignmentetention objectives.

Method for Determining Compensation Amounts
The Compensation Committee annually reviews andoes (1) annual base salaries, (2) annual incehibnuses, including specific goals
percentages, (3) equity compensation and (4) ereplbgnefit programs for the NEOs.
In making compensation decisions, the Compens&ammittee considers the following:

» Company PerformanceThe Compensation Committee reviews the Compaoperational performance and the achievemenst
pre-established goals for the fiscal ye

» Executive’ Performance The Compensation Committee evaluates an execstparformance during the year including leade!
qualities, responsibilities, and contribution t@ tBompanys performance. The relative importance of eactofazaries among tl
Compan’s NEOs depending on their positions and the pdati@perations or functions for which they are msgble.

» Compensation Consultant and Survelfor the year ended December 31, 2008, the Compensabmmittee relied on gene
executive compensation information received from @mpanys Human Resource Consultant. The Compensation Chaemise
formal and informal compensation surveys to bencgkrttee compensation of the CompasNEOs against the compensation le
for executive officers of companies of similar s@el market segmen

» Recommendations of the Chief Executive Of. The Compensation Committee considers the recoratiems of the Company’
Chief Executive Officer, who assesses the perfoomari the other NEOs and adjustments to their bakey and other elements
compensatior

Compensation Components
The compensation of each NEO consists primariliheffollowing four major components:
» base salary
» annual bonus
* equity incentive awards; at
» employee benefits programs, includil
. severance and change in control benefits,
. perquisites and other benel

Base salaries and annual bonuses are designedwtrdreannual achievements and be commensurate Wwiéhekecutives'scope ¢
responsibilities, demonstrated leadership abilifesl management experience and effectiveness. @teerents of compensation focus
motivating and challenging the executives to achigwperior, longer-term, sustained results.

Base SalariesOverall average base salaries are targeted atOtiep&rcentile of the companies with which the Campcompetes for lab
talent. The Compensation Committee normally adjthetshase salaries for the NEOs in April of eadbrudar year.
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Annual BonusesConsistent with the Company’s objectives to tieignificant portion of the NEOs’ total compensatitmthe Companyg
performance, the Compensation Committee approvesifapcorporate goals for incentive bonuses. Toeus plan is generally structurec
follows, with changes made from year to year ttemfchanging business needs and competitive cstamoes:

» At the beginning of each fiscal year, the CompaasaCommittee establishes performance measuregjeals, which typicall
include milestones and targets. The Compensationn@itiee typically assigns a weight value based uperoverall goals in ord
to ensure a balanced approach to the various faafiplied to determining bonus amou

» Also at the beginning of each fiscal year, the Cengation Committee establishes payout targetsafcin EO. The Compensat
Committee generally establishes the individual payargets for each NEO based on the execgigesition, level of responsibil
and a review of the compensation information ofeotbompanies. Under the terms of the Company’s f(Executive Officers
employment agreement, Ms. Page is eligible forszrdtionary bonus of up to 50% of her annual baserys based on meeti
objectives to be established by the Compensationmitiee.

» After the close of each fiscal year, the Compensaiommittee assesses the performance of each [g&@sathe prestablishe
metrics for the Company. Each NEO receives a bowassd on his or her individual payout target amdGompanys performanc
relative to the specific performance gc

The Companys incentive bonuses are measured against corpgoats which generally include Company targets, pcbdlevelopment ai
management team building. For the year ended Deeegiy 2008, the Comparsyincentive bonuses were measured against thenialy
goals: (1) submission of complete response to tprestfrom the United States Food and Drug Admiatgtin (the “FDA”) related to th
OVAL1™ ovarian tumor triage test (the “OVAL Test}®Ek) PreMarket Application Notification, (2)the raising afiditional funds or the s
of the Company, (3) the licensing of Vermilli@products, and (4) other accomplishments as di&tedhiy the Board of Directors. For the
ended December 31, 2007, the Compariytentive bonuses were measured against theviatjogoals: (1) financial targets, (2) submissiof
FDA applications, (3) product launch into the mapkece, (4) management team building and (5) safitsfn of Medicare and ott
reimbursement standards. The change in goals ff@0@ 2eflected a shift in the near-term strategieth® Companys Board of Directors, al
the pending timing of the application with the FDAOVAL. Given that none of the goals were compldig December 31, 2008, no incen
bonuses were paid.

Equity Incentive CompensaticThe equity component of the Compasgxecutive compensation program is designed fitl ftd performanc:
alignment and retention objectives. The Companyntaais the Vermillion, Inc. 2000 Stock Plan (th®0B Stock Plan”)Stock options grantt
under the 2000 Stock Plan provide participants wlhih right to purchase shares of Vermillis@ommon stock at a predetermined exe
price. The Compensation Committee may grant stqaions that are intended to qualify as incentivaclkstoptions or nonqualified st
options. The NEOs receive incentive stock optioantg at the time of hire; annually thereafter, thegeive nomgualified stock options,
recommended by the Compensation Committee.

Stock option grants are based on individual perforce and contributions toward the achievement @fGbmpanys business objectives,
well as overall Company performance. The numbeuraferlying shares that may be purchased pursuahgtstock options granted to e
NEO varies based on the execu’s position and responsibilities. In addition, amtsuare determined by comparing the level of egbége:
compensation that is awarded to executives of ctimpeompanies.

The value of the Comparg/’stock fell significantly in 2007 and 2008, reridgrall prior grants to the NEOs with no signifitaralue. Thi
option grants in 2008 were intended to allow theO$Ho participate in any potential reasonable apatien in the value of the Compansy’
common stock, given that the prior grants were régsly worthless. The level of the grants was loasa comparisons of the level of equity-
based compensation that is awarded to executivesnopeting companies.

Employee Benefits Prograr. The Companys employee benefits program primarily consistswaf tomponents: (1) severance and chan
control arrangements and (2) perquisites and ditbeefits.
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Severance and Change in Control Arrangemefitee Compensation Committee believes that exeeuwtificers have a greater risk of job los
modification as a result of a change in controhsiection than other employees. Accordingly, Veionllhas terms for change in control in
employment agreement with the Chief Executive @ffiand change in control agreements with its o#ixexcutive officers under which tt
will receive certain payments and benefits uponlifyirag terminations that follow a change in cortrdhe principal purpose of the chang:
control agreements is to provide executive officgith appropriate incentives to remain with the @amy before, during and after any che
in control transaction by providing the executivifioers with security in the event their employmestterminated or materially chan¢
following a change in control. By providing thigty of security, the change in control agreements dresure that the executive officers sup
any potential change in control transaction thay tma in the best interests of Vermilli@nstockholders, even while the transaction mayte
uncertainty in the executive officerpersonal employment situation. The Compensatiomr@ittee believes that the payment of salary
benefits for one year for the chief executive @ficnine months for other NEOs and six months fheoexecutive officers is reasonable
appropriate to achieve the desired objectives @btjreements.

Perquisites and Other Benefitfhe Company NEOs patrticipate in its standard employee benefibgrams including medical, dental, |
short-term and longerm disability insurance, and flexible spendingamts. In addition, the Company offers a healthease reimburseme
program to its NEOs, and its Chief Executive Officeceives a monthly cash car allowance.

Interrelationship of Compensation Elements

The Compensation Committee does not adhere to figichulas when determining the amount and mix ofmpensationelement:
Compensation elements for each executive are redéwa manner that optimizes the execusvantribution to the Company and reflect
evaluation of the compensation paid by the Compaogmpetitors. The Compensation Committee reviestis burrent pay and the opportul
for future compensation to achieve an appropriaite metween equity incentive awards and cash paysnienbrder to meet its objectiv
However, prior stock compensation gains are nofsicemed in setting future compensation levels. Wiie of compensation elements
designed to reward recent results and motivate-teng performance through a combination of casheandty incentive awards.

Tax and Accounting Considerations

Section 162(m) of the Internal Revenue Code (thed&) disallows a tax deduction to publidigld companies for certain compensatic
excess of $1,000,000 paid to the corporaochief executive officer and three other officésther than the chief financial officer) whu
compensation is required to be reported the Comipastgckholders pursuant to the Securities Exchahgieof 1934. Certain performance-
based compensation approved by Vermillfoatockholders, including option grants under td@@2Stock Plan, generally is not subject tc
deduction limit. It is the Compensation Committep@icy to maximize the effectiveness of the Comparexecutive compensation in 1
regard.

The Company has granted stock options as incestoak options in accordance with Section 422 ofGbee subject to the volume limitatic
contained in the Code. Generally, the exercisendheentive stock option does not trigger any rextion of income or gain to the holder. If
stock is held until at least one year after the dditexercise (or two years from the date the oapagranted, whichever is later), all of the ¢
on the sale of the stock, when recognized for iredax purposes, will be capital gain, rather thadimary income, to the recipie
Consequently, the Company does not receive a tduatien. For stock options that do not qualify mseintive stock options, the Compan
entitled to a tax deduction in the year in which #tock options are exercised equal to the spretageln the exercise price and the fair m:
value of the stock for which the stock option wasreised. The holders of the nqonalified stock options are generally taxed on #am
amount in the year of exercise.
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Named Executive Officer Compensation

President and Chief Executive Offic. On December 31, 2005, Vermillion entered into eanployment agreement with Ms. Page a
President and Chief Executive Officer. Under thente of her employment agreement, Ms. Page had itial ibase salary of $350,000,
adjusted by the Board of Directors from time todjrwas eligible for a bonus of up to 50.0% of hasévsalary that is based on the achieve
of reasonable performancelated goals as determined by the Board of Dirsctbad an initial option grant to purchase 40,808res
Vermillion’s common stock at $9.00 per share; aad An annual car allowance of $10,000. Ms. Pageiployment with Vermillion was for
unspecified duration and constituted “at-wik¥mployment. At the option either of Vermillion orsMPage, with or without notice, -
employment relationship may be terminated at amg tiwith or without cause (as defined in the empient agreement) or for any or no ca
If Vermillion terminates Ms. Pages employment feasons other than for cause or Ms. Page termihateemployment for good reason
defined in the employment agreement), Ms. Page @penuting a release of claims in favor of Vermiilis common stock at $9.00 per sh
and had an annual car allowance of $10,000. Ms='Bagmployment with Vermillion is for an unspectfigluration and constitutes “at-will”
employment. At the option either of Vermillion orsMPage, with or without notice, the employmeratiehship may be terminated at any ti
with or without cause (as defined in the employmegteement) or for any or no cause. If Vermilli@emninates Ms. Page’employment fc
reasons other than for cause, or if Ms. Page tettmsnher employment for good reason (as defingdeiremployment agreement), Ms. P.
upon executing a release of claims in favor of ihion, will be entitled to receive (i) continuedapment of base salary for a period o
months, (ii) immediate vesting of 24-months of apgions previously granted by Vermillion in additito a 24month period after terminati
to exercise any or all of her vested options tochase Vermillions common stock; and (iii) continued health and alebenefits paid t
Vermillion until the earlier of 12nonths after termination or the time that Ms. Palgiains employment with reasonably comparable ttel
health and dental benefits. Additionally, if Ms.ge&s employment is terminated by Vermillion for reasaher than for cause or by her
good reason with the lidonth period following a change in control (as defl in the employment agreement), Ms. Page wileive
(i) continued payment of base salary for a peribtizomonths, (ii) immediate 100% vesting of anyrthmvested options previously grantec
Vermillion in addition to a period after terminatiat the discretion of Vermillion to exercise anyadl of her vested options to purch
Vermillion’s common stock; and (iii) continued health and aeenefits paid by Vermillion until the earlier 82 months after termination
the time that Ms. Page obtains employment withaeakly comparable or better health and dental lisn&fs. Pages employment agreem:
also contains a “nonsolicitation” clause, which\pdes that, in the event that Ms. Pagemployment is terminated, she is prohibited
directly or indirectly soliciting or encouraging yaemployee or contractor of the Company or itsliafs to terminate employment with
cease providing services to the Company or itéiats; and prohibited from soliciting or interfiegi with any person engaged by the Com|
as a collaborator, partner, licensor, licensee,degnsupplier, customer or client to the Compangetriment. On November 18, 2C
Ms. Pages employment agreement was amended and restatefleict her current annual base salary of $364#&@Dto comply with (or t
exempted from) the applicable requirements of 8actD9A of the Internal Revenue Code of 1986, asraied. As a result of the bankrup
severance amounts became due to Ms. Page, whosked t resign from the Company on March 27, 2@d&r she was asked to resi
Ms. Page worked as a consultant for Vermillion fritarch 2009 to January 2010. Pursuant to the tefitise consulting agreement betw
Vermillion and Ms. Page, she was paid $230 per faruner services as a consultant.

Other Named Executive OfficerEmployment of the other NEOs other than Ms. Rage for an unspecified duration and constituteda/t
employment, allowed the NEO by notifying the Compan the Company with or without notice to termm#te NEOS employment with tf
Company at any time and for any reason whatsoé\agordingly, upon a termination, the NEOs othernthds. Page would receive th
accrued salary, earned bonus, unreimbursed expansesther entittements to the date of terminatioriess the Compensation Commi
determined to provide additional severance payméntaddition to their initial base salaries andiah option grant to purchase share:
Vermillion’s common stock, the NEOs were eligible for a boasis percentage of their base salary based orckiieevament of reasonal
performance-related goals as determined by thedBafaDirectors.

On August 26, 2008, Vermillion entered into sepakanployee severance agreements with Dr. Fung anghdrter. Each severance agreel
provides certain severance benefits to the emplayeke event that Vermillion terminates the empleg employment without cause or
employee resigns from his employment for good nea3be severance benefits provided for in the agest¢s with Dr. Fung and Dr. Shol
include (i) continued payment of the employe®ase salary, as then in effect, payable overriadoef nine months following the date
termination, (ii) immediate, accelerated vesting 2f months of any options previously granted by rvion to the employee ai
(iii) continuation of health and dental benefitsoilgh COBRA premiums paid by Vermillion directly toee COBRA administrator for a peri
of nine months following the date of terminatioradd severance agreement also provides that, iewbet the employes’employment

terminated by Vermillion for reasons other thanseaor by the employee for good reason within thenb2th period following a change
control, then, in addition to the severance besefiscribed above, any then-unvested shares urdmnillion’s stock option plans then held
the employee will fully vest immediately upon thatel of such termination. Payment of the severaeoefits under these agreements wil
conditioned on the employee’s continued complianith the provisions of each employsgroprietary information and inventions agreetr
and will be delayed as required by Section 409#hefinternal Revenue Code of 1986, as amended.
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As a result of the bankruptcy, severance amourtdarbe due to Dr. Shorter, who was asked to resgn the Company on March 27, 2009.
severance amounts became due to Dr. Fung, whaegsigom the Company on March 19, 2009. After bisignation, Dr. Fung worked a
consultant for Vermillion from September 2009 toJary 2010. Based on the consulting agreement leetWermillion and Dr. Fung, he w

paid $137.50 per hour for his services as a comstult

The compensation earned by the NEOs for the yemlsdeDecember 31, 2008 and 2007 was as follows:

Change in
Pension Value
and
Nongqualified
Deferred
Non-Equity Compensatior
Stock Option Incentive Plan All Other
Name and Principal Position Year Salary Bonus  Award Awards (3) Compensation (4 Earnings Compensatior Total
Gail S. Page 200¢ $364,55( $— $—  $207,10¢ $ — 3 — $ 29,27¢1) $600,93
Director, President and Chie — 108,15( — 30,50§1)
Executive Officer (Principal 2007  360,95¢ —  309,00¢ 808,62!
Executive Officer,
Eric T. Fung, M.D., Ph.D. 200¢ 220,55( — 91,16¢ — — 1,205(2) 312,91
Vice President and Chief — 76,00¢ 38,70( — 5,2752)
Scientific Officer 2007 215,45 — 335,43¢
Simon C. Shorter, Ph.D. 200¢ 204,55( — 49,25] — — 1,772(2) 255,57
Vice President, Corporate == 63,52¢ 30,45( 2,2242)
Business Development 2007  203,45¢ _ 299.66:
Stephen T. Lundy 200¢ 98,02¢ — 27,82¢ — — 2,06¢(2) 127,92:
Former Senior Vice President 144,20t 37,74¢ 24,25¢ — 12,7342)
of Sales and Marketing 2007 _ 218,941

(1) Amount represents Ms. P¢s health expense reimbursement program of $538 candallowance of $28,740 for the year er
December 31, 2008, and car allowance of $30,508hyear ended December 31, 2C
(2) Amount represents health expense reimbursementgm
(3) The amounts under Option Awards reflect the ddlarount recognized for financial statement reporpigposes for the years en
December 31, 2008 and 2007, in accordance wittei@ait of Financial Accounting Standard No. 123 )are-Based PaymentSe:
StockBased Compensation section of Note 11, EmployeeefBeRlans, of the audited consolidated financitesnents and tl
accompanying notes in Part Il Item“Financial Statements and Supplementary ”, of this Annual Report on Form -K
(4) Amount represents annual performance bo
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For the years ended December 31, 2008 and 200N\ HE@s did not exercise any stock options. The auotiihg equity awards held by
NEOs as of December 31, 2008, were as follc

Name

Gail S. Pag:

Eric T. Fung, M.D.

Ph.D.

Simon C. Shorter,
Ph.D.

Option Awards Stock Awards
Equity
Equity Incentive
Incentive Plan

Plan Awards:

Awards: Market or
Number of Payout

Equity Value of

Number of Incentive Plar Market Unearned Unearned
Number of Securities Value of Shares, Shares,
Securities Underlying Awards: Number of Shares ot Units or Units or

Underlying Unexercise( Number of Shares or Units Units of Other Other
Unexercisec Securities Option Option Stock that Rights that Rights that
Options — Underlying Exercise Expiration of Stock that

Options - Unexer- Unearned have not have not have not have not
Exercisable cisable Options Price Date (1) Vested Vested Vested Vested
13,02( 111,98( — $ 2.3C 7117/1¢ — — — —
14,99¢ 21,00: — 14.7( 4/25/17 — — — —
15,62 9,37¢ — 12.0C 6/6/1¢€ — — — —
29,99¢ 10,00( — 9.0C 12/19/1¢ — — — —
12,50( — — 21.9C 8/4/1¢ — — — —
9,99¢ — — 29.6( 2/8/1¢ — — — —
24,99¢ — — 92.7(C 1/7/14 — — — —
4,16¢€ 35,83¢ — 2.3C 7117/1¢ — — — —
9,99¢ 14,00: — 14.7( 4/25/17 — — — —
4,687 2,81 — 12.0C 6/6/1€ — — — —
99¢ — — 9.0C 12/19/1: — — — —
2,00¢ — — 21.9(C 8/4/1¢ — — — —
2,201 79¢€ — 18.0( 4/5/1¢ — — — —
85C 14¢ — 37.0C 9/15/1¢ — — — —
2,49¢ — — 74.7( 6/3/1< — — — —
1,99¢ — — 86.4( 4/1/1¢ — — — —
1,00( — — 96.0( 6/4/1% — — — —
1,50( — — 43.5( 2/12/1: — — — —
50C — — 45.3( 6/5/12 — — — —
49¢ — — 56.0(C 11/8/11 — — — —
59¢ — — 63.8( 6/7/11 — — — —
43C — — 34.8¢ 5/3/1C — — — —
2,08: 17,917 — 2.3C 7117/1¢ — — — —
1,87¢ 2,62t — 14.7( 4/25/17 — — — —
4,687 2,81: — 12.0C 6/6/1¢€ — — — —
1,00( — — 9.0C 12/19/1¢ — — — —
1,50( — — 21.9( 8/4/1¢ — — — —
1,10C 40C — 18.0( 4/5/1¢ — — — —
6,37¢ 1,12¢ — 36.8( 9/19/1¢ — — — —

(1) Stock options vest ratably on a monthly basis @/éB month period, commencing on the date of thatgEach option expires 10 ye
after the date of the grant or, in the case ohaeritive stock option, such shorter term as mayrbeided in the applicable agreeme

Director Compensation

Outside directors (i.e., noemployee directors) are compensated for their seras (1) a member of the Board of Directors, @)eanber of ar
committee of the Board of Directors, (3) a chairaofy committee of the Board of Directors and (4) BExecutive Chairman of the Boarc
Directors. Periodically, the Compensation Committegiews and determines the adequacy of the cuoemipensation program for outs
directors, and based upon the results of theiryaiglthe Compensation Committee will make reconda#ans in regards to the compense
program for outside directors to the Board of Dioes. Effective June 11, 2008, the compensatiognara for outside directors, as approve:
the Board of Directors, was as follows:

» each new outside directors receive an option g@purchase 25,000 shares of Vermil’s common stock, which vests mon
over a 2-month period, upon attendance of their first Baafr@irector¢ meeting;

« continuing outside directors receive an annualooptirant to purchase 18,000 shares of Vermilsacommon stock, which ve
monthly over a 1-month period, on the date of the Annual Meetin@lo&reholders

» the Executive Chairman of the Board of Directorseiees an annual option grant to purchase 10,08festof Vermillions commo



stock, which vests monthly over a-month period, on the date of the Annual Meetin@lareholders

» the chairperson of the Audit Committee receivesaanual option grant to purchase 5,000 shares omM&n’s common stoc
which vests over a -month period, on the date of the Annual MeetinGbéreholders
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the chairperson for each the Compensation Committee the Nominating and Governance Committee vesedn annual opti
grant to purchase 2,500 shares of Vermillion’s camnstock, which vests over a fnth period, on the date of the Anr
Meeting of Shareholders; al

continuing outside directors receive, at his ordtaice, either: (1) payment in the amount of $20,&ith payments being made
a quarterly basis on the last day of each caleqdarter, as long as such person continues to agtdit®ctor, or (2) an additior
option to purchase 12,500 shares of Vermi's common stock

Effective July 1, 2008, all of the outside direstoexcept for Mr. Hamilton, had elected to recdhvar annual compensation in the form o
option to purchase shares of Vermillion’s commatktin lieu of cash.

The compensation program for outside directorsagsoved by the Board of Directors, from June ZH)72 through June 10, 2008, wa:

follows:

each new outside director receives an option doaptirchase 2,500 shares of Vermil’s common stock, which vests monthly ¢
a 2¢-month period, upon attendance of their first Baafr®irector’ meeting;

continuing outside directors receive an annualosptirant to purchase 1,250 shares of Vermilsoobmmon stock, which ve
monthly over a 1-month period, on the date of the Annual Meetin@lo&reholders

the Executive Chairman of the Board of Directorserees an annual option grant to purchase 1,00@sldd Vermillions commo
stock, which vests monthly over a-month period, on the date of the Annual Meetin@lb&reholders

the chairperson of the Audit Committee receiveammual option grant to purchase 500 shares of \lig@n’s common stock, whi
vests over a }month period, on the date of the Annual Meetin@lbéreholders

the chairperson for each the Compensation Committiee the Nominating and Governance Committee vesein annual optir
grant to purchase 250 shares of Vermillion’s comrstmtk, which vests over a I@enth period, on the date of the Annual Mee
of Shareholders; ar

continuing outside directors receive, at his ordtaice, either: (1) payment in the amount of $20,&ith payments being made
a quarterly basis on the last day of each caleqdarter, as long as such person continues to amtdit®ctor, or (2) an additior
option to purchase a number of shares of Vermiliaommon stock., which are determined by Vermilliorhave a valuation «
the date of grant equal to approximately $20,(

Vermillion reimburses its directors who are notoatsficers or employees of the Company for experisesrred in attending any Board
Directors or committee meeting. Directors who ds® afficers or employees of the Company are nobmensated for attending Boarc
Directors or committee meetings.

Employee directors, who meet the eligibility reguirents, may participate in Vermillion’s 2000 EmpeyStock Purchase Plan.
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The compensation earned by Vermillion’s outsidedtors for the year ended December 31, 2008 whslaws:

Nonqualified
Non-Equity Deferred
Incentive Plan Compensatior
Fees Earned ol Stock Option All Other
Name Paid in Cash (1 Awards Awards (2) Compensatior Earnings Compensatior Total
Judy Brune $ — $ — $ 6,666 $ — $ — — $ 6,66¢
James S. Burr — — 29,575 — — — 29,57,
Michael J. Callagha — — 9,33( — — — 9,33(
Kenneth L. Conwa' — — 36,78t — — — 36,78t
Rajen K. Dala — — 32,62¢ — — — 32,62¢
John F. Hamiltot 15,00( — 13,20¢ — — — 28,20¢
James L. Rathmar — — 41,78! — — — 41,78:
John A. Younc — — 29,571 — — — 29,57%

(1) All outside directors, except John F. Hamiltoncedel to receive their fees for the year ended Déeerdl, 2008, in the form of options

purchase Vermillio’'s common stock in lieu of cas

(2) The amounts under Option Awards reflect the dadlerount recognized for financial statement reporpingposes for the years en
December 31, 2008 and 2007, in accordance wittei®tait of Financial Accounting Standard No. 123 )are-Based PaymentSe:
StockBased Compensation section of Note 11, EmployeeefieRlans, of the audited consolidated financigtesments and tl
accompanying notes in Part Il Iltem“Financial Statements and Supplementary ”, of this Annual Report on Form -K
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ltem 12.  Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matter:

The following table sets forth certain informatikmown to Vermillion, Inc. (“Vermillion”)regarding beneficial ownership of its common s
on a post 1-fottO reverse split basis as of December 31, 2008i) lmach person known by Vermillion to be the bésiaf owner of more the
five percent of the outstanding shares of its comistock as of December 31, 2008, (ii) each directo¥ermillion as of December 31, 20
(iii) each named executive officer of Vermillion a§ December 31, 2008, and (iv) the directors arecetive officers of Vermillion as
December 31, 2008 as a group. All shares are dutbj¢ice named person’s sole voting and investrpewter unless otherwise indicated.

Beneficial ownership is determined in accordancth whe rules of the Securities and Exchange Comaomgshe “SEC”).Shares of commic
stock, which are issued and outstanding, are deémled beneficially owned by any person who hashares voting or investment power v
respect to such shares. Shares of common stockahécissuable upon exercise of options or warrargsleemed to be issued and outstai
and beneficially owned by any person who has oresheoting or investment power over such shareg ibtthe options or warrants in quest
are exercisable within 60 days of December 31, 2868, in any event, solely for purposes of catindpthat persors percentage ownershig
Vermillion’s common stock (and not for purposesalculating the percentage ownership of any oteesqn).

The number of shares of Vermilliantommon stock deemed outstanding and used irethenginator for determining percentage ownershi
each person equals (i) 6,383,916 shares of comtoch sutstanding as of December 31, 2008, plusuich number of shares of common s
as are issuable pursuant to options, warrants wvertible securities held by that person (and edioly options, warrants and convert
securities held by other persons) which may beotsed within 60 days of December 31, 2008.

Number of Percentage o
Common Stock Outstanding
Shares Shares
Beneficially Beneficially
Name and Address of Beneficial Owne Owned Owned

Beneficial Owners more than 5%:

Falcon Technology Partners, L(P@

102 Atlee Circle

Berwyn, PA 1931: 402,11- 6.3(C
Highbridge International LL@®)

c/o Highbridge Capital Management LLC

9 West 57 Street, 27 Floor

New York, NY 1001¢ 465,47 7.2¢
Ironwood Investment Manageme®

21 Custom House Street, Suite 240

Boston, MA 0211( 838,22° 13.1:
OppenheimerFunds, In®®

6803 South Tucson Way

Centennial, CO 8011 639,10: 10.01
Phronesis Partners, L.0®)

180 E. Broad Street #1704

Columbus, OH 4321 878,15: 12.9¢
Quest Diagnostics Incorporat®)®)

1290 Wall Street West

Lyndhurst, NJ 0707 1,271,07. 18.71

Directors and Named Executive Officers

James S. Burn®

AssureRX, LLC

7264 Columbia Road, Suite 600

Manville, OH 4503¢ 29,19 &
Kenneth J. Conwa®

Starfire Venture

15 Eagles Nest

Scituate, MA 0206t 30,001 *
Rajen K. Dalal®

Auviir, Inc.

2463 Faber Place

Palo Alto, CA 9430: 35,657 @

John F. Hamiltor(10)
540 Liberty Street
San Francisco, CA 941: 11,66¢ *



James L. Rathmanh(L
Falcon Technology Partners, L.P.
102 Atlee Circle
Berwyn, PA 1931:

John A. Younc(®2)
Page Mill Investors
167 S. San Antonio Road, Suite 7
Los Altos, CA 9402-3055

Eric T. Fung, M.D., Ph.C3)

Gail S. Pag4

Simon C. Shorte(s)

All Directors and Executive Officers as a Group(10 persons(e)

* Less than 1%

99

501,11

63,19¢
39,29¢
133,93
21,00:
870,12!

1.71

2.0¢
*

12.81
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(1)
(@)

3)

(4)

Based on filings by such owner with the St

Excludes 142,857 shares issuable upon the exetisarrants which are not exercisable within 60slaf December 31, 2008, becs
conversion is not permitted if the holder and i§liates would beneficially own in the aggregateom than 4.99% of Vermilliow’
outstanding common stock following such conversidn. Rathmann, the Executive Chairman of Vermill®moard of Directors fro
December 2005 to March 25, 2009, is the generahgaof Falcon Technology Partners, L.P. and hés\gating and investment pow
over the shares and warrants held by Falcon Teoggdtartners, L.F

Excludes 438,095 shares issuable upon the exestisarrants and 555,000 shares issuable upon csioweof 7.00% Notes which ¢
not exercisable within 60 days of December 31, 2@@®ause, in each case, conversion is not pediftthie holder and its affiliat
would beneficially own in the aggregate more thaf9% of Vermillion's outstanding common stock following such conver.
Highbridge Capital Management, LLC is the tradingmager of Highbridge International LLC and has mgttontrol and investme
discretion over the securities held by Highbridgeetnational LLC. Glenn Dubin and Henry Swieca contHighbridge Capit:
Management, LLC and have voting control and investindiscretion over the securities held by Highipeidnternational LLC. Each

Highbridge Capital Management, LLC, Mr. Dubin and.®8wieca disclaims beneficial ownership of theusiies held by Highbridg
International LLC.

Includes (i) 1,110 shares owned by Baring Globap@tunities Fund, (ii) 5,000 shares owned by OFtitational Global Opportunitit
Fund, and (iii) 632,992 shares owned by Oppenhei@&iebal Opportunities Fund. Excludes (i) 632 shasssable upon the exercise
warrants owned by Baring Global Opportunity Funi), 2,504 shares issuable upon the exercise ofamésrowned by OFI Institutior
Global Opportunities Fund, and (iii) 347,480 shasssiable upon the exercise of warrants owned hye@peimer Global Opportuniti
Fund, in each case, which are not exercisable nvibidays of December 31, 2008, because conveissioot permitted if the holder a
its affiliates would beneficially own in the aggetg more than 4.99% of Vermillion'outstanding common stock following s
conversion. OppenheimerFunds, Inc. is the investnavisor to Baring Global Opportunities Fund, OFRistitutional Globe
Opportunities Fund and Oppenheimer Global OppatiesiFund and subevisor to Russell Alpha Global Opportunities Fifticese fou
funds collectively referred to as the “Oppenheinuends”). Frank Jennings, Senior Vice President of InvestmehiOppenheimerFunt
Inc., exercises voting and investment authorityrahe shares and warrants owned by the Oppenheimdst Mr. Jennings disclail
beneficial ownership of such shares and warri
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(5)

(6)

(7)
(8)
(9)
(10)
(11)

(12)

(13)
(14)
(15)

Includes 389,542 shares issuable upon the exeofisearrants which are exercisable within 60 daydDetember 31, 2008. James
Wiggins is the general partner of Phronesis PasirieP. and exercises sole voting and investmenmtraloover the shares and warr:
owned by Phronesis Partners, L

Includes 410,476 shares issuable pursuant to warexercisable within 60 days of December 31, 2Qh&st Diagnostics Incorporatei
a publicly-held company. Quest Diagnostics Incoaped’s executive officers are responsible for runnirgylibsiness of the company .
thus, exercise voting and investment control okiershares and warrants are owned by Quest Diagadstiorporatec

Includes 29,191 shares issuable upon exercisetiminspexercisable within 60 days of December 3032

Includes 29,807 shares issuable upon exercisetiminspexercisable within 60 days of December 3032

Includes 35,657 shares issuable upon exercisetmingpexercisable within 60 days of December 3082

Includes 11,666 shares issuable upon exercisetiminspexercisable within 60 days of December 3082

Includes (i) 61,927 shares issuable upon exerdisgptions exercisable within 60 days of December&108, and (ii) 402,114 sha
owned by Falcon Technology Partners, L.P. Excluté®,857 shares owned by Falcon Technology ParthePs,issuable upon t
exercise of warrants which are not exercisableiwid® days of December 31, 2008, because conveisioot permitted if the holder a
its affiliates would beneficially own in the aggetg more than 4.99% of Vermillian'outstanding common stock following s
conversion. Mr. Rathmann, the Executive Chairmavefmillion’s Board of Directors from December 2005 to MarchZ®09, is th
general partner of Falcon Technology Partners, &nid.has sole voting and investment power ovesliages and warrant

Includes 13,944 shares held in family trusts an¢R®P shares issuable upon exercise of options ieabte within 60 days
December 31, 2008. Mr. Young and his spouse are foistees of the family trusts and share votind mvestment control over t
shares held in such trus

Includes 37,035 shares issuable upon exercisetiminspexercisable within 60 days of December 3032

Includes 130,552 shares issuable upon exercisptiming exercisable within 60 days of December 3082

Includes 20,251 shares issuable upon exercisetmingpexercisable within 60 days of December 3082
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ltem 13.  Certain Relationships and Related Transactions, an®irector Independence

For the years ended December 31, 2008 and 200%iNien, Inc. (“Vermillion”) and subsidiaries’ (ctdctively referred to as the “Company”
did not engage in nor does the Company currentpgses to engage in any transaction or seriesrolasitransactions to which the Comp.
was or is to be a party in, which the amount inedhexceeds $120,000 and in which any director,gixecofficer, holder of more than 5%
Vermillion’s common stock or any member of the immediate faofieny of the foregoing persons had or will havdirect or indirect mater
interest other than (1) compensation agreementsotra arrangements, which are described in Phltelin 11, “Executive Compensation”
under the section entitled “Compensation Discussioth Analysis—Named Executive Officer Compensatiohthis Annual Report on For
10-K, and (2) the transactions described below.

Relationship with Quest Diagnostics Incorporated
Strategic Alliance Agreement

Quest Diagnostics Incorporated (“Quest)a significant stockholder of Vermillion. On Jug, 2005, Vermillion and Quest entered in
strategic alliance agreement (the “Strategic Atmgreement”) to develop and commercialize uphted diagnostic tests from Vermillie’
product pipeline (the “Strategic Alliance”). Ther&@egic Alliance Agreement was set to expire onghiier of (i) the thregear anniversary
the agreement, which was July 22, 2008, and @)date on which Quest commercializes three diagntests. On July 21, 2008, Vermilli
and Quest amended the Strategic Alliance Agreenteaktend the term of the agreement to end on dniéee of (i) September 1, 2008 ¢
(i) the date on which Quest commercializes thee¢hdiagnostic tests. On October 24, 2008, Vermilkmd Quest amended the Strat
Alliance Agreement to extend the term of the age®@nto end on the earlier of (i) September 1, 2889 (ii) the date on which Quest make
third development election. On October 7, 2009, nvition and Quest amended the Strategic Alliancaeggnent (the Strategic Allian
Agreement and the July 21, 2008, October 24, 20@BQ@ctober 7, 2009, amendments are collectivelgrrefl to as theAmended Strateg
Alliance Agreement”fo extend the term of the agreement to end ondheeof (i) October 7, 2012 and (ii) the datewhich Quest makes
third development election. On October 7, 2009,mviion and Quest amended the strategic allianceergent to extend the term of
agreement to end on the earlier of (i) October0a,22and (ii) the date on which Quest commercialthesthree diagnostic tests. To date, C
has selected only two diagnostic tests, which laeeperipheral artery disease (“PAD”) blood test ASCLIR™") and the OVA1™ ovarie
tumor triage test (the “OVAL Test”), to commerdali Pursuant to the Strategic Alliance AgreemengsDwill have the noexclusive right t
commercialize these tests on a worldwide basi$y @itlusive commercialization rights in territori@iere Quest has a significant presenc
up to five years following commercialization. Asrpaf the Strategic Alliance, there is a royaltyasmgement under which Quest will |
royalties to Vermillion based on fees earned by spdier applicable diagnostic services, and Vermilwill pay royalties to Quest based
Vermillion’s revenue from applicable diagnostic products. at@,dno such royalties have been earned by eitimey. ofThe Company has a
agreed to enter into a supply agreement with Quedér which the Company will sell instruments andsumable supplies to Quest (to be |
for performing diagnostic services), which the Camyp will purchase from Bio-Rad Laboratories, In®i¢-Rad”) under the manufacture ¢
supply agreement.

Under this Strategic Alliance Agreement, Questthasexclusive right to perform up to three anabpecific reagent (“ASR”Jaboratory test
Upon obtaining clearance from the United StatesdFand Drug Administration (“FDA”),Vermillion will begin manufacturing in viti
diagnostic (“IVD”) test kits that Quest will purchase. Quest will h#étve exclusive right for up to five years, follogimommercialization «
each respective diagnostic test kit (the “Excludhexiod”), to perform such ASR laboratory tests and market Bt kits purchased frc
Vermillion in the United States, Mexico, the Unitkthgdom and other countries where Quest operatdimiaal laboratory, and noaxclusive
rights to commercialize these diagnostic testikithe rest of the world, subject to a royalty fdalgato Vermillion.

During the ASR phase for a given ASR laboratory, t&sd as long as the Exclusive Period continuesmilion will sell ASRs and grant rigt
to perform such ASR laboratory tests to Quest ghdraeference laboratories, hospitals and medigats in countries where Quest does
operate a clinical laboratory. Once the VD phasgitis for a given ASR laboratory test in the Exislederiod, the Company will sell IVD t
kits and Surface Enhancement Laser Desorption/dioiz (“SELDI”) instruments to Quest. At the end of the Exclusieed? with respect -
any 1VD test kit, Quest’s exclusive right to perfoASR laboratory tests using such diagnostic téstik become norexclusive. In addition 1
continuing to sell IVD test kits to Quest, the Camp will also sell IVD test kits to commercial dital laboratories in the United Sta
Mexico, the United Kingdom and other countries viahigere exclusive to Quest during the Exclusive derln addition to working throug
Quest, Vermillion intends to seek partnershipsdommercialization purposes with traditional IVD goamies and/or with clinical referer
labs in territories where Quest does not have sikadurights.
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Credit Agreement

In connection with the Strategic Alliance Agreemepuest agreed to provide Vermillion with a $10,000 secured line of credit, whiclk
collateralized by certain of Vermilliog’intellectual property and may only be used fgmpant of certain costs and expenses directly re:l
the Strategic Alliance. Under the terms of thisused line of credit, the interest rate is at thienprrate plus 0.5% and is payable monthly.
secured line of credit also contains provisions @uest to forgive portions of the amounts borrowtkdt corresponds to Vermilliog’
achievement of certain milestones related to dewveémnt, regulatory approval and commercializationestain diagnostic tests. The amoun
be forgiven and the corresponding milestones thatm¥lion must achieve are (i) $1,000,000 for eagiplication that allows a licens
laboratory test to be commercialized with a maximeinthree applications for $3,000,000; (ii) $3,dm80 for the earlier of FDA clearance
the first diagnostic test kit or commercializatiohthe first diagnostic test kit; and (iii) $2,0000 upon each FDA clearance of up to
subsequent diagnostic test kits but no later tihenfirst commercialization of each such diagnotgit kit, with a maximum forgiveness
$4,000,000 for two diagnostic test kits. As amendadOctober 7, 2009, in the event Vermillion failsachieve these certain milestones
principal amount outstanding related to each nolestnot achieved and any unpaid interest of thiarsel line of credit will become due ¢
payable on October 7, 2012. Vermillion has drawnttia secured line of credit in monthly incremenfs$417,000 on the last day of e
month during the first two years of the Strategitiafice. The outstanding principal balance of #esured line of credit was $10,000,00
December 31, 2008 and 2007. Accrued interest payahited this secured line of credit was $35,0@0%67,000 as of December 31, 2008
2007, respectively. Interest expense related wgbcured line of credit was $560,000 and $790f@0the years ended December 31, 200¢
2007, respectively. From the inception of the &gt Alliance through December 31, 2008, Vermilliwas spent $10,000,000 of the amo
drawn on inhouse research and development, as well as ccditias with others, directed towards achieving mhigestones. Under tl
Amended Strategic Alliance Agreement, the term taedmaturity of the preetition $10,000,000 secured line of credit agregmeth Ques
were extended through October 7, 2012. Quest @szed to honor the milestone provisions in the metline of credit agreement provid
for a reduction in the principal amount of the lagon the achievement of certain milestones (irioya reduction of $3,000,000 in connec
with the recent FDA clearance of the OVA1 Test)eaccrued but unpaid interest on the secured fineedit is paid in full.

In connection with the Compars/Chapter 11 bankruptcy filings, on October 16,2@8e Bankruptcy Court gave final approval for Mélion
to enter into a Debtor-In-Possession Credit andistgcAgreement (the “Loan Agreementilith Quest and to assume under Section 365 ¢
United States Bankruptcy Code (the “Bankruptcy Cpdlee Amended Strategic Alliance Agreement. In cotipacwith the assumption of t
Amended Strategic Alliance Agreement, Vermilliorsalassumed certain other agreements with Quededeta the Amended Strate
Alliance Agreement, including the pre-petition waats for the purchase of Vermillismntommon stock. Under the Loan Agreement, Que!
agreed to provide a debtor-in-possession loan ton\le@n of up to $1,500,000 (the “DIP Financinghe DIP Financing is secured by a1
lien on substantially all of Vermillios’ assets and bears interest at the prime rateOph36 per annum. The DIP Financing matures &
effective date of a plan of reorganization or Fely28, 2010, if earlier. Under the Loan Agreemaérgrmillion is bound by customa
affirmative and negative covenants, including cardgs with respect to the use of the funds provide®uest, and customary events of de
- including non-payment, breach of covenants anderizh breach of the Amended Strategic Alliance égnent -that may result |
acceleration of outstanding amounts, if any, urtderLoan Agreement. The Company received $400,0@@muthis agreement on October
2009. On January 22, 2010, the Company repaid486,800 and interest of $4,000.
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Amendments to 2005 Stock Purchase Agreement

In connection with the Strategic Alliance Agreemeérermillion sold 622,500 shares of its common ktaod a warrant to purchase up tc
additional 220,000 shares of its common stock aithexercise price of $35.00 per share and expiratate of July 22, 2010, to Quest for
proceeds of $14,954,000. The related stock purchgssement provided certain registration rightsergby Quest may demand that its sk
of Vermillion’s common stock be registered undex 8ecurities Act of 1933 by Vermillion, or Questyreect that its shares of Vermillian’
common stock be included in another registratiatestent under the Securities Act of 1933 if filggMermillion, subject to various conditiol
On January 12, 2006, the warrant to purchase 2@Gb8res of Vermillion’s common stock held by Queas amendetb clarify that the tot:
number of shares of Vermillioe’common stock purchased pursuant to the stoclhasecagreement and issuable upon exercise of thar
will at no time exceed 19.90% of the total numbEpuatstanding shares of Vermilliom’'common stock, provided that Quest may, priorr
concurrently with the exercise of the warrant, selth number of shares of Vermilliencommon stock that, after the exercise of the am
and such sale of shares, Quest would not own rhare19.90% of Vermillion’s common stock.

On August 29, 2007, Vermillion completed a privptacement sale of 2,451,309 shares of its comnmrk thd warrants to purchase up t
additional 1,961,047 shares of its common stock &it exercise price of $9.25 per share and expiratate of August 29, 2012, to a grou
new and existing investors for $20,591,000 in gnosxceeds (collectively referred to as the “Audg2&t 2007, Private Placement Saléfi)
connection with Quest’participation in the August 29, 2007, PrivatecBfaent Sale, Vermillion amended the warrant to lpage an addition
220,000 shares of Vermillios’common stock that was originally issued to Qoesiuly 22, 2005. Pursuant to the terms of the amemt, th
exercise price for the warrant to purchase 22040@0es of Vermilliors common stock was reduced from $35.00 per sh&#23®0 per sha
and the expiration date of was extended from JR|y2P10, to July 22, 2011.

2007 Securities Purchase Agreement

On August 29, 2007, Vermillion completed a privptacement sale of 2,451,309 shares of its commmrk stnd warrants to purchase up t
additional 1,961,047 shares of its common stock &it exercise price of $9.25 per share and expiratate of August 29, 2012, to a grou
new and existing investors for $20,591,000 in gnmsxceeds (collectively referred to as the “Audg2&t 2007, Private Placement Saldf).
connection with the August 29, 2007 Private Plagansale, Quest acquired an additional 238,095 star&ermillion’s common stock and

additional warrant to purchase 190,476 shares omiflgon’s common stock for $2,000,000. The related stockh@ase agreement provic
certain registration rights, whereby Quest may dehat its shares of Vermillios’common stock be registered under the Securitigdy
Vermillion, or Quest may elect that its shares efiillion’s common stock be included in another registrastatement under the Securi
Act if filed by Vermillion, subject to various coitins. On August 29, 2007, Vermillion entered irtdetter agreement with Quest whet
(i) Vermillion agreed that the shares of its comnsbock, including the shares of its common stockiable upon the exercise of warre
issued in the July 22, 2005, private placement af@uest would be deemed “registrable securitiggfer the registration rights provision:
the July 22, 2005 stock purchase agreement withsQuaad (i) Quest waived its registration rightghwrespect to such shares under
August 29, 2007, securities purchase agreement.

Relationship with Highbridge International LLC

In connection with the August 29, 2007, PrivatecBlaent Sale, Highbridge International LLC (“Higldge”) purchased 547,619 share:
Vermillion’s common stock and a warrant to purch438,095 shares of Vermillios’common stock for $4,600,000. The related stockhas:
agreement provided certain registration rights, nehg Highbridge may demand that its shares of Viiomis common stock be registe
under the Securities Act by Vermillion, or Highlgielmay elect that its shares of Vermillis@ommon stock be included in another registr.
statement under the Securities Act if filed by Vilion, subject to various conditions. Vermillioras exercised this right in connection with
filing of Vermillion’s registration statement related to the AugustZ®)7 Private Placement Sale. As of December 318 206 200"
Highbridge held $11,100,000 in principal of the 0B® senior convertible notes due September 1, 2€id “Highbridge 7.00% Note}”
Accrued interest related to the Highbridge 7.00%eNavas $259,000 and $259,000 as of December 88, &0d 2007, respectively. Intel
expense related to the Highbridge 7.00% Notes W88 $00 and $911,000 for the years ended Decenih@088 and 2007, respectively.
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Relationship with Phronesis Partners, L.P.

In connection with the August29, 2007, Private cBlaent Sale, Phronesis Partners, L.P. (“Phronegistthased 486,928 shares
Vermillion’s common stock and a warrant to purchd86,542 shares of Vermillios’common stock for $4,090,000. Additionally, Veriih
amended its shareholder rights agreement to rern@applicability of the purchase rights providedreunder with respect to the purch
sale and issuance of the shares of its common stodkhe warrant to purchase additional sharetssafdmmon stock held by Phronesis.
October 12, 2007, at the request of Phronesis, M@mamended the warrant to purchase 389,542eshaf its common stock to remove
provision limiting Phronesis’ ability to exercisis warrant to purchase additional shares of Veionils common stock if it would beneficia
own more than 4.99% of Vermilliog’ outstanding common stock following such exercidee related stock purchase agreement pro
certain registration rights, whereby Phronesis mayand that its shares of Vermillien¢common stock be registered under the Securitid
by Vermillion, or Phronesis may elect that its &saof Vermillion's common stock be included in another registrastatement under t
Securities Act if filed by Vermillion, subject toavious conditions. Phronesis has exercised thilst rig connection with the filing
Vermillion’s registration statement related to thegust 29, 2007 Private Placement Sale.

Relationship with Falcon Technology Partners, L.P.

In connection with the August 29, 2007, PrivatecBtaent Sale, Falcon Technology Partners, L.P. ¢dfalTechnology Partnersfjurchase
178,571 shares of Vermillion’s common stock andaarant to purchase 142,857 shares of Vermilsaasommon stock for $1,500,000. Ja
L. Rathmann is a general partner of Falcon TechgyoRartners and the Executive Chairman of VernmilsoBoard of Directors. The rela
stock purchase agreement provided certain reg@traights, whereby Falcon Technology Partners ehayand that its shares of Vermillian’
common stock be registered under the Securitiesbjc¥ermillion, or Falcon Technology Partners magcethat its shares of Vermilliog’
common stock be included in another registratiatesient under the Securities Act if filed by Velioil, subject to various conditions. Fali
Technology Partners has exercised this right imeotion with the filing of Vermillions registration statement related to the Augus2P9;
Private Placement Sale.

Directors and Executive Officers

The Company has entered into indemnification agesgmwith each of its directors and officers, whiefjuire the Company to indemnify
directors and officers to the fullest extent petetitby law in the State of Delaware.

Review and Approval of Transactions with Relatedr§ens

The Companys written corporate governance guidelines reguirenambers of the Board of Directors to inform thedit Committee of th
Board of Directors of all types of transactionswetn themselves (directly or indirectly) and thar@any, prior to their conclusion, evel
such transactions are in the ordinary course oinkss. The Audit Committee reviews and approveseddited party transactions for wh
Audit Committee approval is required by applicable or the rules of the NASDAQ Stock Market or atheplicable rules. The guidelines ¢
provide that the Board of Directors should enstheg there is no abuse of corporate assets or unlaelfted party transactions. Vermillign’
corporate governance guidelines are posted unddnttestor Relations section of its websitgyw.vermillion.com

Director Independence

All directors, except for Ms. Page, are independbréctors as defined by Rule 4200(a)(15) of theSIAQ Stock Market listing standar
There is no family relationship between any directioexecutive officer of the Company, on the oaedy and any other director or execu
officer of the Company, on the other hand. Addiéilyy there are no arrangements or understandiatygeen any director or executive offi
and any other person pursuant to which he or sbevss to be selected as a director or officehefCompany.
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Iltem 14.  Principal Accounting Fees and Service

Fees for professional services rendered by PricaivatiseCoopers LLP, independent registered pubtioumting firm, to Vermillion, In
(“Vermillion™) and its wholly owned subsidiaries ditectively the “Company”)or the years ended December 31, 2008 and 200% w
follows:

2008 2007
Audit fees® $556,00( $591,00(
Audit-related fee® 23,00( 51,00(
Tax fees®) — 5,00(
All other fees® 2,00( —
Total $581,00( $647,00(

(1) Audit fees include fees for professional servicesdered in connection with the annual audit of @mmpan’s Annual Report ¢
Form 10-K, the reviews of the Company’s QuartergpBrts on Form 10-Q, and review of the Comparfgegistration Statements
Form -1 and Form -3.

(2) Audit-related fees include assurance related servicesnolitded in audit fees, including certain comptexnsactions entered into
proposed by the Compar

(3) Tax fees include fess for tax compliance, tax plag@and advisory services to the Company and fesmational subsidiarie

(4) All other fees include fess for reference matergaid publications

All audit, audit-related, tax and other serviceshick include all permissible nosudit services, provided to the Company
PricewaterhouseCoopers LLP for the year ended DieeeBl, 2008, were prpproved by the Audit Committee. Additionally, tAedit
Committee concluded that the provision of thosevises by PricewaterhouseCoopers LLP was compatilife the maintenance of t
independent registered public accounting firm’ssjpendence.

The Audit Committee is responsible for appointingmpensating, and overseeing the work of the inddg® auditor. The Audit Committ
has established a pre-approval procedure for dit amnd permissible noaudit services to be performed by Pricewaterhousp@s LLP. Th
pre-approval policy requires that requests forises/by the independent registered public accogriiim be submitted to the CompasyChie
Financial Officer (“CFQO”)or Chief Accounting Officer for review and approv#iny requests that are approved by the CFO or f
Accounting Officer are then aggregated and subchittethe Audit Committee for approval at a meetifighe Audit Committee. Requests n
be made with respect to either specific servicestype of service for predictable or recurringvisss.
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PART IV

ltem 15.  Exhibits, Financial Statement Schedule
(@) The following documents are filed as part of thisnial Report on Form -K.

1. The following consolidated financial statements/efmillion, Inc. and subsidiaries are filed as pafrthis Annual Report on Fol
10-K under Part Il Item - Financial Statements and Supplementary C

Page
Report of Independent Registered Public Accourf&imm 46
Consolidated Balance Sheets as of December 31,&0D200% 47
Consolidated Statements of Operations for the yeraded December 31, 2008 and 2 48
Consolidated Statements of Changes in Stockh¢ Deficit and Comprehensive Loss for the years er

December 31, 2008 and 20 49
Consolidated Statements of Cash Flows for the ye@iled December 31, 2008 and 2 5C
Notes to Consolidated Financial Stateme 51

2. All financial schedules have been omitted becatlme ihformation is inapplicable or presented in ttemsolidated financi
statements or notes thereto under Part Il Ite- Financial Statements and Supplementary [
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3. Exhibits:
Index to Exhibits
Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
2.1  Disclosure Statement for Debtor’s (Vermillion, I's¢.Plan of 8-K 000-31617 99.1 November 25, 20(C
Reorganization Under Chapter 11 of the BankruptogieCdated
November 24, 200
2.2  Disclosure Statement for Deb’'s (Vermillion, Inc’s) First Amender  8-K 00C-31617 99.1 December 4, 200
Plan of Reorganization Under Chapter 11 of the Bapticy Code
dated December 3, 20l
2.3  Findings of Fact, Conclusions of Law and Order @anifig Debtor's 8-K 000-31617 2.1 January 12, 2010
(Vermillion Inc.’s) Second Amended Plan of Reorgaion Under
Chapter 11 of the Bankruptcy Code dated Janua2@ 70
3.1  Fourth Amended and Restated Certificate of Incapon of 8-K 00C-31617 3.1 January 25, 201
Vermillion, Inc. dated January 22, 20
3.2  Third Amended and Restated Certificate of Incorponeof 8-K 00C-31617 3.1 March 3, 200¢
Vermillion, Inc.
3.3  Second Amended and Restated Certificate of Incatjmor of S-1 33314635 3.1 September 27, 20
Vermillion, Inc
3.4  Amended and Restated Bylaws of Vermillion, Incrifferly S-1/A  333-32812 3.4 August 24, 2000
Ciphergen Biosystems, Inc
4.1  Form of Vermillion, Inc's (formerly Ciphergen Biosystems, In S-1/A 33332812 4.1 August 24, 200!
Common Stock Certificat
4.2  Indenture between Vermillion, Inc. (formerly Cipgen Biosystems  S-3 335-10955¢ 4.1 October 8, 200
Inc.) and U.S. Bank National Association dated Astd@i?, 200:
4.3  First Supplemental Indenture between Vermilliore. land U.S. Bank 8-K 000-31617 10.1 December 17, 20C
National Association dated December 11, 2
4.4  Indenture between Vermillion, Inc. (formerly Cipgen Biosystems, 8-K 000-31617 4.1 November 21, 20(C
Inc.) and U.S. Bank National Association dated Nolser 15, 200t
4.5  Preferred Shares Rights Agreement between Vermijllioc. 8-A 000-31617 4.2 March 21, 2002

(formerly Ciphergen Biosystems, Inc.) and ContiaéStock Transfe
& Trust Company dated March 20, 2C
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Index to Exhibits

Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
4.6 Amendment to Rights Agreement between Vermilliow, (formerly  8-K 000-31617 4.4 July 28, 2005
Ciphergen Biosystems, Inc.) and Wells Fargo BanRk,. ated
July 22, 200¢
4.7 Second Amendment to Rights Agreement between Viomilinc. 8-K 00C-31617 4.5 October 4, 200!
(formerly Ciphergen Biosystems, Inc.) and WellsgeaBank, N.A.
dated September 30, 20
4.8 Third Amendment to Rights Agreement between VerarillInc. anc  8-K 00C-31617 10.1  September 12, 20
Wells Fargo Bank, N.A., dated September 11, z
10.1 Fourth Amended and Restated Investors Rights Ageeenatec S1 33332812 10.2  March 20, 200(
March 3, 200(
10.2 1993 Stock Option Pla S1 33:-32812 10.3  March 20, 200(
10.3 Form of Stock Option Agreeme S-1/A  333-32812 10.4  August 24, 200t
10.4 2000 Stock Plan and related form of Stock Optiomeggnen: S-1/A 33332812 10.5  August 24, 200t
10.5 Amended and Restated 2000 Employee Stock Purchas 1-Q 00C-31617 10.6 November 14, 20C
10.6  Vermillion, Inc. 2010 Stock Incentive Pl 8-K 00C-31617 10.1 February 12, 201
10.7 Ciphergen Biosystems, Inc. 401(k) P 10-K  00C-31617 10.7 March 22, 200¢
10.8 Registration Rights Agreement dated August 22, 260¥%ermillion, S-3 333-10955¢ 10.1  October 8, 2003
Inc.’s (formerly Ciphergen Biosystems, Inc.) 4.5@xnvertible
Senior Notes due September 1, 2
10.9 Form of Exchange and Redemption Agreement dated:iber 3 8-K 00C-31617 10.55 November 6, 200
2006, between Vermillion, Inc. (formerly CiphergBiosystems, Inc.
and certain holders of its 4.50% Convertible SeNotes due
September 1, 20C
10.10 Registration Rights Agreement dated November 1862Betweel 8-K 00C-31617 10.1 November 21, 20C
Vermillion, Inc. (formerly Ciphergen Biosystemsglhand Initial
Purchasers of its 7.00% Convertible Senior NotesSkeptember 1,
2011
10.11 Letter Agreement between Vermillion, Inc. (forme@jpherger S-1/A 3314635 10.46 November 27, 20C
Biosystems, Inc.) and Oppenheimer & Co. Inc. détedust 3, 200¢
10.12 Warrant with Oppenheimer & Co. Inc. dated Augus2@)6 S-1/A 33:-14635: 10.47 November 27, 20C
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Index to Exhibits

Exhibit Incorporated by Reference Filed

Number Exhibit Description Form File No. Exhibit Filing Date Herewith

10.13 Warrant with Oppenheimer & Co. Inc. dated Novenmtigr200€ S-1/A 33314635 10.48 November 27, 20C

10.14 Engagement Letter between Vermillion, Inc. (forpeZiphergen S-1/A 333414635 10.48 November 27, 20C
Biosystems, Inc.) and Oppenheimer & Co. Inc. détedust 3, 200¢

10.15 Placement Agent Agreement between Vermillion, (farmerly S-1/A 333414635 10.61 November 27, 20C
Ciphergen Biosystems, Inc.) and Oppenheimer & 6o. dated
March 28, 200°

10.16 Securities Purchase Agreement by and among Veomjllnc. and th  S-1 333414635: 10.57 September 27, 20
purchasers party thereto dated August 23, :

10.17 Form of Warran 10-Q 00C-31617 10.51 November 14, 20C

10.18 Form of Securities Purchase Agreement between emilnc. and 8-K 000-31617 10.1 December 29, 20C
the purchasers party thereto dated December 24,

10.19 Employment Agreement between Gail Page and Veonillinc. 10-K 000-31617 10.39 March 17, 2006
(formerly Ciphergen Biosystems, Inc.) dated Decen®ie 200~

10.20 Amended and Restated Employment Agreement betwadisGPage  8-K 00(-31617 10.1 November 19, 20C
and Vermillion, Inc. dated November 13, 2(

10.21 Employment Agreement between Sandra A. GardineNamdhillion, 8-K 00C-31617 10.1  April 22, 2010
Inc. dated April 19, 201

10.22 Form of Severance Agreement between key executiygayees ani 8-K 00C-31617 10.1  August 29, 200!
Vermillion, Inc.

10.23 Separation Agreement and Release between Debraungrand 8-K 000-31617 10.1  November 5, 200
Vermillion, Inc. dated November 1, 20!

10.24 Form of Proprietary Information Agreement betweear¥illion, Inc.  S-1/A  333-32812 10.9 August 24, 2000
(formerly Ciphergen Biosystems, Inc.) and certdiitemployee:

10.25 Consulting Agreement between Richard G. Taylor dernillion, 8-K 00C-31617 10.1  August 29, 200!

Inc. dated August 26, 20(
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Exhibit
Number

Index to Exhibits

Exhibit Description

Incorporated by Reference

Filed

Form

File No.

Exhibit

Filing Date

Herewith

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

Lease Agreement between Vermillion, Inc. (formeZiphergen
Biosystems, Inc.) and John Arrillaga, Trustee ef dbhn Arrillaga
Survivor's Trust and Richard T. Peery, Trusteehef Richard T. Peery
Separate Property Trust, dated January 28, 20@0Aarendment No.
dated August 8, 20C

MAS License Agreement with IllumeSys Pacific, Idated April 7,
1997

MAS License Agreement with Ciphergen Technologies, (formerly
ISP Acquisition Corporation) dated April 7, 19

Settlement Agreement and Mutual General Releassmtlyamong
Vermillion, Inc. (formerly Ciphergen Biosystemscl) lllumeSys
Pacific, Inc., Ciphergen Technologies, Inc., Molacnalytical
Systems, Inc., LumiCyte, Inc. and T. William Hutosedated May 28,
2003

Assignment Agreement by and among Vermillion, [ficrmerly
Ciphergen Biosystems, Inc.), lllumeSys Pacific, lt@iphergen
Technologies, Inc., Molecular Analytical Systems;.] LumiCyte, Inc.
and T. William Hutchens dated May 28, 200

License Agreement between Vermillion, Inc. (formetiphergen
Biosystems, Inc.) and Molecular Analytical Systeins, dated
May 28, 2003 1

Collaborative Research Agreement between Unive&itjege
London, UCL Biomedica plc and Vermillion, Inc. (foerly Ciphergen
Biosystems, Inc.) dated September 22, 20

Distribution and Marketing Agreement between Velianil, Inc.
(formerly Ciphergen Biosystems, Inc.) and CipherBesystems KK
dated March 24, 19¢

Strategic Alliance Agreement between Vermilliorg.lformerly
Ciphergen Biosystems, Inc.) and Quest Diagnosticsrporated dated
July 22, 200¢

111

S-1/A

S-1/A

S1

1C-K

S-1/A

8-K

3333281:

33¢&-3281:

33:-3281:

00031611

00031611

00031611

00C-31617

3333281:

00031611

10.12

10.23

10.24

99.2

99.3

99.4

10.54

10.26

10.44

September 27, 20!

August 24, 200
August 24, 200

June 11, 2003

June 11, 2003

June 11, 2003

March 17, 200¢

September 22, 20!

July 28, 2005
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Index to Exhibits

Exhibit Incorporated by Reference Filed

Number Exhibit Description Form File No. Exhibit Filing Date Herewith

10.35 Amendment to Strategic Alliance Agreement betweemllion, 8-K 000-31617 10.2 October 21, 2009
Inc. and Quest Diagnostics Incorporated dated @ct@p200¢

10.36 Stock Purchase Agreement between Vermillion, lfarnferly 8-K 00C-31617 10.45 July 28, 200¢
Ciphergen Biosystems, Inc.) and Quest Diagnosticsrporated
dated July 22, 200

10.37 Warrant between Vermillion, Inc. (formerly CiphergBiosystems, 8-K 000-31617 10.46 July 22, 2005
Inc.) and Quest Diagnostics Incorporated dated 2R)y200=

10.38 Amendment to Warrant between Vermillion, Inc. (femhy 8-K 000-31617 10.2 August 29, 2007
Ciphergen Biosystems, Inc.) and Quest Diagnosticsrporated
dated August 29, 20C

10.39 Letter Agreement between Vermillion, Inc. and QuUeisignostics S-1  33:-14635: 10.38 September 27, 20
Incorporated dated August 29, 2C

10.40 Credit Agreement between Vermillion, Inc. (forme€yphergen 8-K 000-31617 10.47 July 28, 2005
Biosystems, Inc.) and Quest Diagnostics Incorpdrdtged July 22,
2005

10.41 DebtorIn-Possession Credit and Security Agreement bet 8-K 00C-31617 10.1 October 21, 200
Vermillion, Inc. and Quest Diagnostics Incorporatkded
October 7, 200!

10.42 Memorialization Agreement between Vermillion, liffarmerly S-1  333414635: 10.40 September 27, 20!
Ciphergen Biosystems, Inc.) and Quest Diagnosticerporated
dated January 12, 20l

10.43 Patent Security Agreement between Vermillion, (farmerly 8-K 00C-31617 10.48 July 28, 200¢
Ciphergen Biosystems, Inc.) and Quest Diagnosticerporated
dated July 22, 200

10.44 Asset Purchase Agreement between Vermillion, foecrerly 1l4a 000-31617 Annex A September 12, 20i
Ciphergen Biosystems, Inc.) and Bio-Rad Laborasoiliec. dated
August 14, 200t

10.45 Amendment to Asset Purchase Agreement between Wlierminc. S-1  333-14635¢ 10.47 September 27, 20!

(formerly Ciphergen Biosystems, Inc.) and Bio-Rabbratories,
Inc. dated November 13, 20
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Exhibit
Number

Index to Exhibits

Exhibit Description

Incorporated by Reference

Filed

Form

File No.

Exhibit

Filing Date

Herewith

10.46

10.47

10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

21.0

Stock Purchase Agreement between Vermillion, lfarnferly
Ciphergen Biosystems, Inc.) and Bio-Rad Laborasotiec. dated
November 13, 200

Transition Services Agreement between Vermilliow, I(formerly
Ciphergen Biosystems, Inc.) and Bio-Rad Laborasotiec. dated
November 13, 2006

Amendment No. 1 to Transition Services Agreemehwvéen
Vermillion, Inc. (formerly Ciphergen Biosystemsgclhand Bio-Rad
Laboratories, Inc. dated May 11, 2C

Amendment No. 2 to Transition Services Agreemehwvéen
Vermillion, Inc. (formerly Ciphergen Biosystemsgclhand Bio-Rad
Laboratories, Inc. dated June 15, 2!

Manufacture and Supply Agreement between Vermilllao.
(formerly Ciphergen Biosystems, Inc.) and Bio-Radbaratories, Inc.
dated November 13, 200¢€

Amendment No. 1 to Manufacture and Supply Agreerbetween
Vermillion, Inc. and Bi-Rad Laboratories, Inc. dated August 27, 2

Cross License Agreement between Vermillion, Inatrtferly
Ciphergen Biosystems, Inc.) and Bio-Rad Laborasotiec. dated
November 13, 2006

Sublicense Agreement between Vermillion, Inc. (ferty Ciphergen
Biosystems, Inc.) and Bio-Rad Laboratories, IndeddNovember 13,
2006

Letter Agreement between Vermillion, Inc. (forme@jpherger
Biosystems, Inc.) and Bio-Rad Laboratories, IndeddNovember 13,
2006

Sublease Agreement between Vermillion, Inc. (folgn@iphergen
Biosystems, Inc.) and Bio-Rad Laboratories, IntceddNovember 13,
2006 T

Subsidiaries of Registra

113

S-1

S-1/A

S-1/A

S-1

S-1/A

S-1/A

333-14635¢

335-14635¢

335-14635¢

333-14635¢

33&-14635¢

333-14635¢

333-14635¢

333-14635¢

335-14635¢

333-14635¢

10.48

10.53

10.50

10.51

10.56

10.53

10.58

10.13

10.55

10.60

September 27, 20

November 27, 20C

September 27, 20

September 27, 20

November 27, 20C

September 27, 20

November 27, 20C

September 27, 20

September 27, 20

November 27, 20C
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Index to Exhibits

Incorporated by Reference Filed
Exhibit File Filing
Number Exhibit Description Form No.  Exhibit Date Herewith
311 Certification of the Chief Executive Officer Pursiiao Section 302 of the Sarbanes- 4
Oxley Act of 200z
31.2 Certification of the Chief Accounting Officer Puesut to Section 302 of the Sarba- v
Oxley Act of 200z
32.0 Certification of the Chief Executive Officer and i€hAccounting Officer pursuant 1 1)
18 U.S.C. Section 1350, as adopted pursuant tacdBe2®6 of the Sarbanes-Oxley Act
of 2002
(1) Furnished herewit
1) Certain portions of this exhibit have been omittew filed separately with the Securities and Exgea€ommission. Confident

treatment has been requested with respect to suitted portions
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{dhe Securities Exchange Act of 1934, the regmthas duly caused this report tc
signed on its behalf by the undersigned, therednlp authorized.

Vermillion, Inc.

Date: May 20, 201 /s/  GAIL S. PAGE
Gail S. Page
Executive Chairperson, President and
Chief Executive Officer
(Principal Executive Officer)

Date: May 20, 2010 /s|  JOHNH. T RAN
John H. Tran
Vice President of Finance and
Chief Accounting Officer
(Principal Financial and Accounting Officer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
registrant and in the capacities and on the datisated.

Name Title Date
/sl GAIL S. PAGE Executive Chairperson, President and May 20, 2010
Gail S. Page Chief Executive Officer
(Principal Executive Officer
/s JOHNH. T RAN Vice President of Finance ai May 20, 201
John H. Tran Chief Accounting Officer
(Principal Financial and Accounting Office
/sl JAMESS. BURNS _ May 20, 2010
James S. Burns Director
/sl JoHNF. HAMILTON _ May 20, 2010
John F. Hamilton Director
/s/ _PETERS. RobDY _ May 20, 2010
Peter S. Roddy Director
/s/  WiLLiam C. WALLEN , PH .D. _ May 20, 2010
William C. Wallen, Ph.D. Director
s/ CARL S EVERINGHAUS _ May 20, 2010
Carl Severinghaus Director
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Vermillion, Inc. Subsidiaries
December 31, 2008

Subsidiary State/Country of Incorporation/Formation
lllumeSys Pacific, Inc California
Ciphergen Technologies, In California
Ciphergen Biosystems Lt United Kingdom
Ciphergen Biosystems A Denmark
Ciphergen Biosystems A Switzerlanc
Ciphergen Biosystems K Japar
Ciphergen Biosystems International, | Delaware
Ciphergen (Beijing) Biosystems Co., L China

Ciphergen Biosystems International, Inc. Subsidiags
December 31, 2008

Subsidiary State/Country of Incorporation/Formation
Ciphergen Biosystems Gmk Germany
Ciphergen Biosystems S.i Italy

Ciphergen Biosystems EUF France

Exhibit 21.0



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 Forn-K of Vermillion, Inc.;
2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts. under which such statements were made, ntgadisg with respect to the per
covered by this repor
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registrans other certifying officer(s) and | are responsifde establishing and maintaining disclosure cdstnd procedures |
defined in Exchange Act Rules 13a-15(e) and 15¢)] and internal control over financial repogtifas defined in Exchange Act Rt
13&15(f) and 15-15(f)] for the registrant and hav
(@) Designed such disclosure controls and procedumesaased such disclosure controls and procedurds tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardeng the reliability of financial reporting arile preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtiis report our conclusions ab
the effectiveness of the disclosure controls arstentures, as of the end of the period covered sy rdport based on st
evaluation; ant

(d) Disclosed in this report any change in the regit’s internal control over financial reporting thattorred during the registre's
most recent fiscal quarter (the registranburth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacmmmittee of the registramst’board of directors (or persons performing theveden:
functions):

(&) All significant deficiencies and material weaknesgethe design or operation of internal controtiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifrole in the registramst’
internal control over financial reportin

Date: May 20, 201! /s/ Gail S. Pag

Gail S. Page
Executive Chairperson, President and Chief Exeeuifficer



Exhibit 31.2

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

[, John H. Tran, certify that:

1. I have reviewed this annual report on Forn-K of Vermillion, Inc.;
2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts. under which such statements were made, ntgadisg with respect to the per
covered by this repor
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registrans other certifying officer(s) and | are responsifde establishing and maintaining disclosure cdstnd procedures |
defined in Exchange Act Rules 13a-15(e) and 15¢)] and internal control over financial repogtifas defined in Exchange Act Rt
13&15(f) and 15-15(f)] for the registrant and hav
(@) Designed such disclosure controls and procedumesaased such disclosure controls and procedurds tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardeng the reliability of financial reporting arile preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtiis report our conclusions ab
the effectiveness of the disclosure controls arstentures, as of the end of the period covered sy rdport based on st
evaluation; ant

(d) Disclosed in this report any change in the regit’s internal control over financial reporting thattorred during the registre's
most recent fiscal quarter (the registranburth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitacmmmittee of the registramst’board of directors (or persons performing theveden:
functions):

(&) All significant deficiencies and material weaknesgethe design or operation of internal controtiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifrole in the registramst’
internal control over financial reportin

Date: May 20, 201! /s/ John H. Tral

John H. Tran
Vice President of Finance and Chief Accounting €ff



Exhibit 32.0

Certification of the Chief Executive Officer and Chef Accounting Officer
Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarban€xxley Act of 2002
with Respect to the Annual Report on Form 10-K
for the Year Ended December 31, 2008

Pursuant to Section 906 of the Sarba®etey Act of 2002 (subsections (a) and (b) of secti350, Chapter 63 of Title 18, United States G,
each of the undersigned officers of Vermillion, .Ine Delaware corporation (the “Company”), doeshgrcertify, to the best of such officer
knowledge, that:

1. The Company’s annual report on Form 10-K for jlear ended December 31, 2008, (the “Form 10-Klly complies with th
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 -K fairly presents, in all material respects, theaficial condition and results of operations of

Company.
Date: May 20, 201 /sl Gail S. Pag
Gail S. Page
Executive Chairperson, President and Chief Exeeuifficer
(Principal Executive Officer
Date: May 20, 2010 /s/ John H. Tran

John H. Trar
Vice President of Finance and Chief Accounting €ffi
(Principal Financial and Accounting Office

The certification set forth above is being furnidles an Exhibit solely pursuant to Section 906hef $arbane®xley Act of 2002 and is n
being filed as part of the Form-K or as a separate disclosure document of the Coynpathe certifying officers



