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PART I

FORWARD-LOOKING STATEMENTS

Vermillion, Inc. (“Vermillion”) and its wholly ownd subsidiaries (collectively, the “Companyias made statements in Part | Itel
“Business”; Part Il Item 7, “Management’s Discussand Analysis of Financial Condition and Resuft©perations”;and other sections of tl
Annual Report on Form 10-K that are deemed forwaoiing statements for purposes of the safe hgobmrisions under the Private Securi
Litigation Reform Act of 1995. We claim the protiect of such safe harbor, and disclaim any interdghdigation to update any forwatdeking
statement. You can identify these statements bydni-looking words such as “may,” “will,” “expect,intend,” “anticipate,” “believe,”
“estimate,” “plan,” “could,” “should” and “contindeor similar words. These forwandoking statements may also use different phradée
have based these forward-looking statements on geament’s (“we,” “us” or “our”)current expectations and projections about futvents
Examples of language found in forward-looking staats include the following:

» projections of our future revenue, results of opens and financial conditior

» anticipated efficacy of our products, product depehent activities and product innovatio
» competition and consolidation in the markets inahhive compete

» existing and future collaborations and partnerst

» the utility of biomarker discoverie

» our belief that biomarker discoveries may have wigstic and/or therapeutic utilit

« our plans to develop and commercialize diagnosststthrough our strategic alliance with Quest Bisgics, Incorporated Ques
Diagnostic”);

* our ability to comply with applicable governmengudations;

» our ability to expand and protect our intellectpedperty portfolio;

* anticipated future losse

» expected levels of expenditur

» expected market adoption of our diagnostic testduding the OVAI® ovarian tumor triage tes*"OVAL");
« our ability to obtain reimbursement for our diagmogests, including OVA1

» forgiveness of the outstanding principal amountthefsecured line of credit by Quest Diagnos

* accounting treatment of revenue from our agreem@htQuest Diagnostict

» the period of time for which our existing financi@sources, debt facilities and interest incomé el sufficient to enable us
maintain current and planned operations;

* market risk of our investmenti

Such statements are subject to significant riskk warcertainties, including those identified in Plaltem 1A, “Risk Factors”that coul
cause actual results to differ materially from #@sojected in such forwalddoking statements due to various factors, inclgdinr ability tc
generate sales after completing development ofndistic products; our ability to manage our operptéxpenses and cash resou
consistently with our plans; our ability to seca@equate funds on acceptable terms to executeusimdss plan; our ability to develop
commercialize diagnostic products using both oterital and external research and development ressupur ability to obtain marl
acceptance of OVAL or future diagnostic produats|uding the risk that our products will not be quatitive with products offered by ott
companies, or that users will not be entitled teiee adequate reimbursement for our products ftord party payers such as private insuri
companies and government insurance plans; ourtyahbii successfully license or otherwise successfplbrtner with third parties
commercialize our products; our ability to obtaimyaegulatory approval for our future diagnostioguicts; and our ability to protect ¢
promote our proprietary technologies. We believes iimportant to communicate our expectations to iouestors. However, there may
events in the future that we are not able to adelyrgredict or that we do not fully control thaiutd cause actual results to differ mater
from those expressed or implied in our forward-iogkstatements.



Table of Contents

ITEM1. BUSINESS
Company Overview

We are dedicated to the discovery, developmentcamimercialization of novel highalue diagnostic tests that help physicians diag,
treat and improve outcomes for patients. Our t@s#sntended to help guide decisions regardingpatreatment, which may include decisi
to refer patients to specialists, to perform addai testing, or to assist in the selection ofdpgr A distinctive feature of our approach i
combine multiple biomarkers into a single, repdeahdex score that has higher diagnostic accutlay its constituents. We concentrate
development of novel diagnostic tests in the fiedfl®@ncology, hematology, cardiology and wongehkealth, with the initial focus on ovar
cancer. We also intend to address clinical questietated to early disease detection, treatmepores, monitoring of disease progress
prognosis and others through collaborations wistdileg academic and research institutions.

Our lead product, OVA1, was cleared by the Unitedtes Food and Drug Administration (“FDAYn September 11, 2009. OV
addresses a clear unmet clinical need, namelyrtheypgical identification of women who are at higskrbof having a malignant ovarian turr
Numerous studies have documented the benefit efredfof these women to gynecologic oncologiststfair initial surgery. Prior to ti
clearance of OVAL, no blood test had been cleayeithé FDA for physicians to use in the meargical management of ovarian adnexal ma
OVAL is a qualitative serum test that utilizes fivell-established biomarkers and proprietary FEdared software to determine the likelih
of malignancy in women over age 18, with a pelvassfor whom surgery is planned. OVA1 was develdpealigh large pretinical studie
in collaboration with numerous academic medicateenencompassing over 2,500 clinical samples. OwA4 fully validated in a prospect
multi-center clinical trial encompassing 27 sites reflecbf the diverse nature of the clinical centersvaich ovarian adnexal masses
evaluated. The results of the clinical trial dentoated that among nogynecologic oncologists, OVAL, in conjunction witlinical evaluatior
was able to identify 91.7% of the malignant ovattiamors and to rule out malignancy negative pradictalue (“NPV”)with 93.2% certaint
Recently, at the 2010 International Gynecologic cgarSociety Meeting, data were presented demoimgrtiie high sensitivity of OVAL fi
epithelial ovarian cancers; OVAL detected 95/9@hefial ovarian cancer cases for a sensitivity @09, including 40/41 stage | and stac
epithelial ovarian cancers, for an overall senijtiof 97.6% for early stage epithelial ovarian cars, as compared to 65.9% for CA125 u
the ACOG cutoffs. The improvement in sensitivity sMaven greater among premenopausal women; for Og@dsitivity for early stag
epithelial ovarian cancer was 92.9% and for CAlsitivity was 35.7%. Overall, OVA1 detected 7684malignancies missed by CAL:
including all advanced stage malignancies. OVAdasindicated for use as a screening or stand-al@gnostic assay.

In addition to OVAL, we have development programsther clinical aspects of ovarian cancer as a&lh peripheral arterial disease
the field of peripheral arterial disease, we halantified candidate biomarkers that may help tatifie individuals at high risk for a decrea:
ankle-brachial index score, which is indicativetloé likely presence of peripheral arterial dise&¥e. have initiated an intendee study t
develop and validate a muttiarker algorithm for the assessment of individwlsisk for peripheral arterial disease. This alttpon will be
specifically directed at a primary care populationwhich the peripheral arterial disease blood (E¢ASCLIR™") is expected to be us
Subsequent to this study, we intend to discuss thigh=DA the appropriate submission pathway, whigy be PMA, 510(k) clearance, or 510
(k) de novo clearance. We have also initiated mlqieriments intended to identify markers with haljhical specificity that may compleme
OVAL. These experiments are early stage and we yeivi® establish a regulatory pathway for thiseptial product (“OVA2™"),

Current and former academic and research institatibat we have or have had collaborations witluge the Johns Hopkins Univers
School of Medicine (“JHU"); the University of Tex&4.D. Anderson Cancer Center (“M.D. Anderson”); Usisity College London (“UCL);
the University of Texas Medical Branch
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(“UTMB"); the Katholieke Universiteit Leuven; Clinic of Gyrdagy and Clinic of Oncology, Rigshospitalet, Copagen University Hospit
(“Rigshospitalet”); the Ohio State University Res#aFoundation (“OSU”); Stanford University (“Standl”); and the University of Kentucl
(“UK™).

On July 22, 2005, we entered into a strategicratBaagreement (the “Strategic Alliance Agreemewith Quest Diagnostics to deve
and commercialize up to three diagnostic tests foomproduct pipeline (the “Strategic AllianceThe Strategic Alliance Agreement was st
expire on the earlier of (i) the thrgear anniversary of the agreement, which was JRJy2208, and (ii) the date on which Quest Diagioe
commercializes three diagnostic tests. On July2P08, the Strategic Alliance Agreement was amendezktend the term of the agreemer
end on the earlier of (i) September 1, 2008 andhé date on which Quest Diagnostics commercigltheee diagnostic tests. On Octobe!
2008, the Strategic Alliance Agreement was amendegktend the term of the agreement to end on &hkee of (i) September 1, 2009 ¢
(i) the date on which Quest Diagnostics makesttited development election. On October 7, 2009, $tiategic Alliance Agreement w
amended to extend the term of the agreement tooanithe earlier of (i) October 7, 2012 and (ii) tthete on which Quest Diagnostics
commercially launched three licensed laboratoristeader the Strategic Alliance Agreement. On Nadveni0, 2010, we further amended
Strategic Alliance Agreement (the Strategic Alliankgreement and the July 21, 2008, October 24, 20@8ber 7, 2009 and November
2010 amendments are collectively referred to asAneended Strategic Alliance Agreementt) give Quest Diagnostics the exclusive rigt
commercialize OVAL for up to three additional yefimsn the period as specified in the Strategicaklte Agreement and to establish royal
fees, and other payments related to the performah@VA1l. To date, Quest Diagnostics has selecteridiagnostic tests to commercial
VASCLIR and OVAL.

We were originally incorporated in California on d2enber 9, 1993, under the name Abiotic System#$4drnch 1995, we changed ¢
corporate name to Ciphergen Biosystems, Inc. amdiay 2000, we reincorporated in Delaware. We hadimitial public offering in Septemb
2000. On November 13, 2006, we sold assets andtitleg of our protein research tools and collaltiwe services business (thénstrumen
Business Sale”), to Bio-Rad Laboratories, Inc. ¢4ad”), in order to concentrate our resources on developlimjcal protein biomarke
diagnostic products and services. On August 21720@& changed our corporate name to Vermillion, @a March 30, 2009, we filed
voluntary petition for relief under Chapter 11 dflé 11 of the United States Code (the “BankrupBxyde”)in the United States Bankrup
Court for the District of Delaware (the “Bankruptcyourt”). Subsequently, on January 22, 2010, the confirmatioder issued by tl
Bankruptcy Court approving our Second Amended RifiReorganization under Chapter 11 dated Janua®0%p became final and
conditions precedent to January 22, 2010 werefigatior waived. Accordingly, we emerged from bargtay protection under Chapter 11
January 22, 2010.

OVAL was launched on March 9, 2010 by Quest Diaticmsinder the terms of the Strategic Alliance Agnent. On March 11, 2010,
Medicare contractor Highmark Medicare Services anged that it would cover OVAL in its reimbursemprigram. On September 20, 2(
we announced that OVA1l was CE marked, a requirefoemnarketing the test in the European Union. OMAds satisfied all certificatit
requirements to complete its declaration of conftyrm

The Diagnostic Market

The economics of healthcare demand improved altotatf resources which can be derived through disgaevention, early detectior
disease leading to early intervention, and diagadgbls that can triage patients to more appro@iiaerapy and intervention. According to
May 2009 In Vitro Diagnostics Market Analysis 2020924 report, the worldwide market for in vitro dmgtics (“IVDs”) in 2008 wa
approximately $40.0 billion. Visiongain predictsathihe market will generate nearly $60.0 billior2Bi 4.

We have chosen to concentrate primarily in the safaoncology, hematology, cardiology and wonsehgalth. Demographic trer
suggest that, as the population ages, the burden fhese diseases will increase and the demanduality diagnostic, prognostic a
predictive tests will increase. In addition, thaseas generally
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lack quality diagnostic tests and, therefore, wieke patient outcomes can be significantly impibby the development of novel diagno
tests.

Our focus on translational proteomics enables uaddress the market for novel diagnostic tests ghmatiltaneously 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 diseasesomplex. We believe that effort:
diagnose cancer and other complex diseases hded failarge part because the disease is heterogera the causative level (i.e., n
diseases can be traced to multiple potential ajiek) and at the human response level (i.e., eatikidual afflicted with a given disease
respond to that ailment in a specific manner).

Consequently, measuring a single protein biomarken multiple protein biomarkers may be altered icomplex disease is unlikely
provide meaningful information about the diseasg¢estWe believe that our approach of monitoring emaibining multiple protein biomarke
using a variety of analytical techniques will allosw to create diagnostic tests with sufficient gafity and specificity about the disease stal
aid the physician considering treatment optiongfttients with complex diseases.

Ovarian Cancer

Background.Commonly known as the “silent killervarian cancer leads to approximately 15,000 desdbh year in the United Sta
Approximately 20,000 new ovarian cancer cases mgndsed each year, with the majority of the p&tiem the late stages of the diseas
which the cancer has spread beyond the ovary. tmfately, ovarian cancer patients in the late staifjehe disease have a poor progn
which leads to the high mortality rates. Accordinghe American Cancer Society, when ovarian caiscdiagnosed 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 canceieptd are diagnosed before the tumor has spreaideuthe ovary. For ovarian can
patients diagnosed in the late-stages of the disélas 5-year survival rate falls to as low as 18%.

While the diagnosis of ovarian cancer in its eatlgtages greatly increases the likelihood of sahfrom 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. Bl guidelines from the Society of Gynecologicc@agists (the “SGO™and thi
American Congress of Obstetricians and Gynecolpdf®tCOG”) recommend referral of women with malignant ovatiamors to specialisi
Unfortunately, today, only about one third of womeith these types of tumors are operated on byialis, in part because of inadeqt
tests and procedures that can identify such maligjea with high sensitivity. Accordingly, an unnadinical need is a diagnostic test that
provide adequate predictive value to stratify patewvith a pelvic mass into those with a high w$knvasive ovarian cancer versus those w
low risk of ovarian cancer, which is essentialifoproving overall survival in patients with ovariaancer.

Although ovarian adnexal tumors are relatively cammmalignant tumors are less so. Screening studie® indicated that t
prevalence of ovarian adnexal tumors in postmengglanomen can be as high as 5 percent. Ovariarxadhemors are thought to be e
more common in premenopausal women, but there are monpersistent, physiologic ovarian tumors in this dgmaphic. Using cens
estimates of 110 million women over the age of A& a 5% prevalence rate, this implies that oves fnillion women are experiencing ovai
adnexal tumors at any given time. Although manthete do not present to the physician or are nuteraing enough to warrant surgery, tt
that do require evaluation of the likelihood of igakncy could potentially benefit from the use ofA1L.

The ACOG and the SGO have issued guidelines toptglpicians evaluate ovarian adnexal tumors foignahcy. These guidelines t:
into account menopausal status, CA125 levels, agdigal and imaging

4
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findings. However, these guidelines have notabletsbmings because of their reliance on tools wihain weaknesses. Most notably,

CA125 blood test, which is cleared by the FDA ofdy monitoring for recurrence of ovarian cancernegative in up to 50% of early st:
ovarian cancer cases. Moreover, CA125 can be eévat diseases other than ovarian cancer, includiegign ovarian tumors a
endometriosis. These shortcomings limit the CA1R®e tests utility in distinguishing benign from malignantvarian tumors or for use

detection of early stage ovarian cancer. Transwehgiltrasound is another diagnostic modality usét watients with ovarian tumors. Attem
at defining specific morphological criteria thancaid in a benign versus malignant diagnosis haded the morphology index and the ris|
malignancy index, with reports of 4M% predictive value. However, ultrasound intergtienh can be variable and dependent on the exme
of the operator. Accordingly, the ACOG and SGO gliites perform only modestly in identifying earbage ovarian cancer and malignanc
pre-menopausal women. Efforts to improve detectibeancer by lowering the cutoff for CA125 (the “Miied ACOG/SGO Guidelines”
provide only a modest benefit, since CA125 is abserabout 20% of epithelial ovarian cancer cases ia poorly detected in early st:
ovarian cancer.

Clinical Development To address this documented unmet clinical neednitiated an ovarian cancer biomarker discoverygpam. Ir
August 2004, we, along with collaborators at JHWGLWand M.D. Anderson, reported in@ancer Researcipaper the discovery of thr
biomarkers that, when combined with CA125, providedgher diagnostic accuracy for early stage ovadancer than other biomarke
including CA125 alone. The three biomarkers thatregorted in the August 200@ancer Researcpaper formed the basis of an expar
panel of biomarkers that together have demonstnagidstratification value in a series of studiagdlving over 2,500 clinical samples fri
more than five clinical sites. Data presented atdine 2006 Annual Meeting of the American SocitZlinical Oncology demonstrated
portability of this biomarker panel among differesiinical groups, indicating its potential validigcross various testing populations. [
presented at the March 2007 Annual Meeting of tl@0Sdescribed results from a cohort study. We wdie &€ demonstrate in 5
consecutively sampled women, a significant incréasthe positive predictive value using its biomarlpanel over the baseline level. 7
translates into the potential to enrich the conediain of ovarian cancer cases referred to the gglpgic oncologist by more than twofold.

OVAL1™ Ovarian Tumor Triage Test In January, 2007, we commenced our medtiter prospective clinical trial to demonstrate
clinical performance and utility of OVA1, which wagveloped based on the studies described aboeecliftical study population came fri
institutions with primary care physicians, gynegits (“non-GO”), and/or gynecologic oncologistsG(Q"). The clinical study subje
enroliment centers were representative of instingi where ovarian tumor subjects potentially undeaggynecologic examination. 1
specimens were collected at 27 demographically ensites that included large and small medical esnfeniversities/community hospita
clinics that specialize in womesn’ health, small gynecology/obstetrics groups, gglugy/oncology practices, and HMO groups.
performance of OVA1 was determined based on 51&iakke subjects who underwent surgery to removecaiiented ovarian tumor and
whom a pathology result was available. Physiciapsevasked, based on the information they had, winicluded physical, radiologic, a
laboratory results, whether they believed the patied cancer (“Clinical AssessmentBhysicians were not provided with OVA1 scon
making this determination. After surgery, the spem was examined by a surgical pathologist perimeutlinical practice. The ability
physicians to predict malignancy without OVA1 wasmpared to the ability of physicians or OVAl (“Duflksessment”Yto predic
malignancy. With Dual Assessment, which included AQY 80.0% of cancers missed by clinician impressidone were detected. D
Assessment, which included OVAL, had greater segitgiand negative predictive value than Clinicags®ssment alone and the metric
clinical performance were 91.7% and 93.2%, respelgti We obtained FDA clearance of OVA1 on Septeniie 2009. OVAL is the first a
only FDA-cleared test to be used in the pre-sutgigaluation of ovarian adnexal tumors.

Results from the clinical trial were presentedhat 2010 Annual Meeting of the SGO. A presentatigri-ted Ueland, M.D., Associe
Professor of Gynecologic Oncology at the UniversifyKentucky’s Markey Cancer Center, demonstrated that the AGGG/ guideline
detected only 77% of ovarian malignancies andttatModified ACOG/SGO Guidelines improved detectioronly 80%. Moreover, detecti
of early stage
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ovarian cancer was only 47%. A second presentagomonstrated that among ngyrecologic oncologists, OVAL, in conjunction witlnical
impression, improved detection of malignancy to 926t 72% using clinical impression alone amongeuds evaluated by nogynecologi
oncologists. Among these patients, detection afestaovarian cancer was 79%.

Additional results from the clinical trial were gented at the 2010 International Gynecologic Caismriety (IGCS) meeting. Tt
presentation reported that OVAL had overall sensitfor ovarian cancer of 92.5%, as compared t®@&8for CA125 using cutoffs establist
in the ACOG criteria for adnexal mass evaluatiod &m.0% for CA125 using cutoffs in the modified AGQriteria. Additionally, data we
presented demonstrating the high sensitivity of QMér epithelial ovarian cancers; OVAL detectedd85pithelial ovarian cancer cases f
sensitivity of 99.0%, including 40/41 stage | atalge Il epithelial ovarian cancers, for an ovesalhsitivity of 97.6% for early stage epithe
ovarian cancers, as compared to 65.9% for CA12Gguiie ACOG cutoffs. The improvement in sensitivitlas even greater amc
premenopausal women; for OVA1, sensitivity for gastage epithelial ovarian cancer was 92.9% andCiai25, sensitivity was 35.7!
Overall, OVA1 detected 76% of malignancies missg@B125, including all advanced stage malignand@¢Al is not indicated for use a
screening or stand-alone diagnostic assay.

Health economic analysis indicates that anticipdtedefits of OVAL include i) more appropriate refds of women with high risk
malignancy to a gynecologic oncologist and fewdemrals of women at low risk of malignancy; ii) fewsecond surgeries as a result ¢
initial surgery by a generalist on a woman with alignant tumor; iii) reduced need for a backup sorg(i.e. specialist) during a surgery t
generalist; iv) more appropriate and efficient atistration of intraperitoneal chemotherapy; v) lengurvival, associated with better qualit
life. Studies directed at demonstrating these htsnafe currently being designed.

Other ovarian cancer indications We have identified markers that may assist physgia determining prognosis and/or recurre
These markers require additional validation, whichlanned for the years ending December 31, 268i®@11. We have a research and lic
agreement with JHU to evaluate markers that proirggoved specificity in the detection of ovariaancer. Candidate markers are curre
being assessed in small, pilot sample sets. Mamensonstrating high specificity will then be asses@ larger, clinical samples sets. |
anticipated that pilot results of these studied ba reported in early 2011 at a major cancer mgethdditionally, we have a research
license agreement with Rigshospitalet (Copenhadeafa have been generated that show that a cedanination of markers can sepa
ovarian cancer patients into those with good pregnfsom those with poor prognosis. These reswtsetbeen submitted for publication ar
patent application has been filed.

Peripheral Arterial Disease

Peripheral arterial disease (“PADPepresents atherosclerosis of the lower extremitiesl is generally reflective of systel
atherosclerotic disease and is therefore a ristorfdor adverse cardiac events such as myocandiatdtion and stroke. This disease aff
between 8t2 million Americans, and the number of people d@sed with PAD is expected to increase concurremitly the rising number
people diagnosed with diabetes. The American Hessociation and the American College of Cardiolbgye identified three demographic
risk for PAD: smokers 50 years of age or olderpdiics 50 years of age or older; and the elderly&drs of age or older. Collectively, 1
represents tens of millions of Americans.

PAD is most commonly diagnosed using the anklethehindex (“ABI"), which is performed using a handheld Doppler. Blpogssure
are measured in the arm and at the ankles andhtioe(ankle/arm) is calculated. Naffected individuals should have a ratio of 0.Qjrate!
while individuals with a ratio of less than 0.9 alefined as having PAD. Although the ABI has goedsstivity and specificity for PAD, i
implementation into routine clinical practice hameh hampered by poor physician adoption, genebabause of the need to utilize spe
equipment by a specially trained technician andniteed to have the patient lie supine in an examoimabom for 10 to 30 minutes prior to
administration of this test. Additionally, studies
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have shown that the ABI is often performed incdtyed herefore, a blood test that can be more nalyi implemented would be beneficia
identifying people at increased risk for PAD.

In collaboration with John P. Cooke, M.D., Ph.DRmafessor and Associate Director of the Stanfaacd@vascular Institute at Stanf
University School of Medicine, we have performedhban initial discovery study and a first validatistudy that has resulted in
identification of blood markers that could assisthie diagnosis of PAD. These findings form theésata novel blood diagnostic test for PAD.

The results of these studies, including the pubiboaof two blood markers for PAD, were publishedthie August 2007 oline issue ¢
the peer-reviewed journal Circulation, which is lisiiied by the American Heart Association (the “AHAIhdependent validation of the
initial findings was subsequently published in theerreviewed journal Vascular Medicine in 2008. Thisdst, which encompassed *
individuals, confirmed the elevation of the two miarkers in subjects with PAD. Moreover, the stukdgvged that a panel of markers impro
the identification of subjects with PAD and was gdementary to available data, including the AHAr&core. In this study, subjects wit
moderate AHA risk score but elevated PAD biomasaare had almost a 7 times increased likelihodaaefng PAD than if they had a norr
PAD biomarker score.

We have initiated an intended-use study to validat®ultimarker algorithm for the assessment of individwlsisk for PAD. Thi
algorithm will be specifically directed at a pringagare population in which VASCLIR is expected ® Used. We have engaged the Colo
Prevention Center to perform this trial with useT®olorado Prevention Center is a renowned Acad&eagearch Organization that has a fi
in cardiovascular clinical trials and is led by William Hiatt, who is currently the Novartis Fouattbn endowed professor for cardiovasc
research in the Department of Medicine, Universitfolorado Denver School of Medicine with appoietits in cardiology and geriatrics
a clinical focus in vascular medicine. Subsequerthis study, we intend to discuss with the FDA #pgpropriate submission pathway, wt
may be PMA, 510(k) clearance, or 510(k) de novareece. Quest Diagnostics has accepted the PARgesdevelopment program undet
terms of the Amended Strategic Alliance Agreement.

Commercialization

We expect to commercialize and sell diagnosticstéshich may consist of reagents and/or proprietafyware) in one or both of t
phases. One phase, referred to as the laborateploged test (“LDT")phase, will involve the sale of certain reagenthi¢v may be in tr
form of proprietary software) to certain customeosipled with the grant to such customer of a sehBe to utilize the reagent in a laboratory-
developed test using the methodology covered byraterant license(s) obtained from our collabost@n LDT would comprise multip
reagents (such as assay test kits, software, @r edagents), some of which would be supplied byamsl would be utilized by clinic
laboratories to develop and perform “home bréatforatory tests in laboratories federally regudaiader the Clinical Laboratory Improvem
Amendments of 1988 (“CLIA"). In the other phasefereed to as the IVD phase, we plan to sell FEldared devices (which may comp
multiple reagents such as assay test kits, soffwargther reagents).

Under the terms of the Amended Strategic Alliangge®ment, Quest Diagnostics has the right to comialeze up to three diagnos
tests from our product pipeline. To date, Questgbastics has selected two tests, VASCLIR and OVAUrsuant to the Amended Strate
Alliance Agreement, Quest Diagnostics will have tlog-exclusive right to commercialize each of the tedter than OVAL on a worldwi
basis, with exclusive commercialization rights acle exclusive territory, as this term is definedhie Amended Strategic Alliance Agreem
beginning on the date each test is first commaereidland ending on the third anniversary of the da&t such test is cleared or approved b
FDA. Quest Diagnostics has the nexelusive right to commercialize OVAL on a worldeitlasis, with exclusive commercialization right
each exclusive territory, beginning on the date Q\M#as first commercialized and ending on the fétiniversary of the date that OVAL \
cleared by the FDA, with the right to extend thelesivity period for one additional year. Theselasive territories include the United Sta
India, Mexico, and the United Kingdom.



Table of Contents

Customers

In the United States, the IVD market can be segetkitito three major groups: clinical reference tabaries, the largest of which :
Quest Diagnostics and Laboratory Corporation of Acae hospital laboratories; and physician offidestially, substantially all of our reven
in the United States will be generated throughicdihreference laboratories, and Quest Diagnostitde the major customer. We will atter
to penetrate hospital laboratories and physicidices, when appropriate. Outside the United Stdédmratories may become customers, e
directly with us or via distribution relationshipstablished between us and authorized distributors.

Research and Development

Our research and development efforts center ordigmovery and validation of biomarkers and combamet of biomarkers that can
developed into diagnostic assays. We do this préummtly through collaborations we have establisiw@éti academic institutions such as Jl
Rigshospitalet, and Stanford as well as throughracthresearch organizations (“CRO’s)ch as PrecisionMed and the Colorado Preve
Center.

Scientific Background

Genes are the hereditary coding system of livigaonisms. Genes encode proteins that are respofailidellular functions. The study
genes and their functions has led to the discogEnew targets for drug development. Industry sesirestimate that, within the human genc
there are approximately 30,000 genes. Althoughptiaary structure of a protein is determined byeaeg the active structure of a protei
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 oaktiip between gene activity and disease. Howevany diseases are manifested n
the genetic level, but at the protein level. Thenptete structure of modified proteins cannot besxdeined by reference to the encoding ¢
alone. Thus, while genomics provides some inforomatibout diseases, it does not provide a full wtdrding of disease processes. W
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 deoxyribeimacid (“DNA”). Cells perforn
their normal biological functions through the géntstructions encoded in their DNA, which resuttghe production of proteins. The proc
of producing proteins from DNA is known as generesgion or protein expression. Differences in vorganisms result from variability
their genomes, which can affect the types of gengsessed and the levels of gene expression. Eatlofcan organism expresses ¢
approximately 10% to 20% of the genome. The typeeaf determines which genes are expressed anarttwint of a particular prote
produced. For example, liver cells produce diffénamoteins 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 1
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 lseaechers 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 puatglithat are used to detect thousands of individoaiponents present in hun
derived specimens. However, the vast majority es¢hassays are used specifically to identify sipgiéein biomarkers. The developmen
new diagnostic products has been limited by thepdexkity of disease states, which may be causetharacterized by several or many prot
or posttranslationally modified protein variants. Diagriosissays that are limited to the detection ofnglsi 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.

Our Solution

Our studies, particularly in ovarian cancer, haieg us a better understanding of both the dispatieophysiology and the host respo
By using multiple biomarkers, we are able to bettearacterize the disease and host response heteitg In addition, by examining spec
biomarkers with greater resolution, for examplestgmanslational modifications, we believe we can ioyar the specificity of our diagnos
biomarkers because these modifications reflect bwhpathophysiology and host response. This ismaptished using novel protein analy
tools coupled with multivariate statistical anasysioftware to identify combinations of specific iiarkers leading to commercialization
disease-specific assays.

We are applying translational proteomics reseadevelopment tools, and methods to analyze biolbgnfarmation in an attempt
discover associations between proteins, proteirants, proteirprotein interaction and diseases. We intend to ldpveew diagnostic tes
based on known and newly identified protein markerbelp physicians predict an individuapredisposition for a disease in order to b
characterize, monitor progression of and select@pjate therapies for such disease. Our goal detelop novel diagnostic tests that adc
unmet medical needs, particularly in stratifyingi@ats according to the risk of developing a disedsmving a disease or failing a spe:
therapy for a disease.

Addressing the Heterogeneity of Disease

Our strategy is to create a diagnostics paradigrhithbased on risk stratification, multigd@marker testing and information integrat
This strategy is based on the belief that any §ipetisease is heterogeneous and, therefore, elyima single disease biomarker to provi
simple “yes-no"answer is likely to fail. We believe that effortsdiagnose cancer and other complex diseases héed in large part becat
the disease is heterogeneous at the causative fegahing that most diseases can be traced topteufiotential etiologies, and at the hut
response level, meaning that each individual aéfticwith a given disease can respond to that allimea specific manner. Consequer
diagnosis, disease monitoring and treatment dewiséan be challenging. This heterogeneity of deseasl difference in human respons
disease and/or treatment underlies the shortconofigsngle biomarkers to predict and identify madigeases. A better understandin
heterogeneity of disease and human response isssgdor improved diagnosis and treatment of ndisgases.

Validation of Biomarkers Through Proper Study Desig

Analysis of peereviewed publications reveals almost daily repatsnovel biomarkers or biomarker combinations aidged witt
specific diseases. Few of these are used clinicAlywith drug discovery, preliminary research feseail to canvass sufficient variation
study populations or laboratory practices and,effuee, the vast majority of candidate biomarkeiktfabe 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
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validate for a number of reasons, which can bediyoaassified into pre-analytical and analyticattors. Preanalytical factors include stu
design that does not mimic actual clinical pragticelusion of the wrong types of control individsiaand demographic bias (usually see
studies in which samples are collected from a simgstitution). Analytical factors include poor ¢om over laboratory protocols, inadeqt
randomization of study samples and instrumentatiases (for example, higher signal early in theeexpental run compared to later in
experimental run). Finally, the manner in which tlea are analyzed can have a profound impacteoretlability of the statistical conclusions.

When designing clinical studies, we begin with thieical question, since this drives the downstregimical utility of the biomarker
With the starting point of building validation inthe discovery process, we design our studies dtude the appropriate cases and co
groups. We further incorporate an initial validaticomponent even within the discovery component. plfeEe an emphasis on multi-
institutional studies, inclusion of clinically ref@nt controls, using qualified and trained opemtorrun assays and collect data. For examg
an August 2004 cancer research paper, which desctie first three biomarkers in the ovarian camgaerel, there were more than !
specimen samples taken from five hospitals thatvesralyzed. In the development of OVAL, we analyzede than 2,500 samples from 1
additional medical centers prior to initiating thepspective ovarian clinical study for submissiontie FDA. Additionally to date, we he
examined over 600 samples in our PAD program. laly@ing the complex proteomics data, we take a t&apview of statistice
methodologies, choosing to use a variety of apgres@and looking for concordance between approadhkisg the view that biomarke
deemed significant by multiple statistical algomithare more likely to reflect biological conditiotsn mathematical artifacts.

Through biomarker discovery efforts conducted preiantly from 2000 through 2007, we have amassequbréfolio of candidat
biomarkers identified in retrospective sample s8is. research and development efforts are now snéistused on validating these biomarl
in prospective studies. During the period from 2@@dugh 2008, we conducted a muénter prospective clinical trial to determine thiaical
performance of OVA1, which was submitted to the F&rAJune 19, 2008, and cleared by the FDA on Seqefi, 2009. We have additio
markers for ovarian cancer that we plan to evalaat validate. Additionally, we have several biokeas for PAD that we are beginning
assess prospectively in an intended-use study.ltRdgam this study are expected in the second ¢fa011.

We are also evaluating in-licensing opportunities diomarkers in relevant disease arédss approach requires less infrastructure
internal resources than establishing and maintgiam internal platfornariven biomarker discovery program. Additionally allows us to b
platform-agnostic and potential biomarkers forigehsing could be proteins, genes, or other typesalytes.

Our research and development expenses were $30848q@ $2,346,000 for the years ended Decemb&03D, and 2009, respectively.

Commercial Operations

Upon clearance of OVA1, we initiated efforts diexttat building a commercial infrastructure, inchglihe hiring of sales and market
expertise and contracting with reimbursement sgistsa These sales representatives work with cgllea at Quest Diagnostics to ider
opportunities for communicating the benefits of OM# general gynecologists and gynecologic oncetegilike. Our success will also dep
on our ability to penetrate markets outside of thnted States. Towards that end, on September@ID),2ve announced that OVAL was
marked, a requirement for marketing the test inBhepean Union. OVAL has satisfied all certifioatrequirements to complete its declare
of conformity.
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Reimbursement

In the United States, revenue for diagnostic testses from several sources, including ttpatty payers such as insurance companie
government healthcare programs, such as Medicatéviicaid. On March 12, 2010, we announced thghhtiark Medicare Services,
Medicare contractor that has jurisdiction over rolgisubmitted by Quest Diagnostics for OVAL, willveo OVAL. This local covera
determination from Highmark Medicare Services ealiy provides national coverage for patients diecbin Medicare as well as Medici
Advantage health plans. We have worked togethdr @Qitest Diagnostics to obtain coverage and reinelnoesit from private payers across
country. As of January 1, 2011, twelve independ&oeCross BlueShield plans, representing more ##amillion lives, provide coverage -
OVAL. In total, including Medicare and other priggpayers, approximately 68 million patients haveeas and coverage for OVA1L. ~
Company and Quest Diagnostics are pursuing covdrageadditional payers.

Competition

The diagnostics industry in which we operate is getitive and evolving. There is intense competitonong healthcare, biotechnolt
and diagnostics companies attempting to discovedidates for potential new diagnostic products.SEheompanies may:

» develop new diagnostic products in advance of wmorcollaborators
» develop diagnostic products that are more effeaiveos-effective than those developed by us or our coliatoos;
« obtain regulatory clearance or approval of theagdiostic products more rapidly than us or our baltators; ol

» obtain patent protection or other intellectual gy rights that would limit the ability to develognd commercialize, or
customer’ ability to use our or our collaborat’ diagnostic product:

We compete with companies in the United States amtad that are engaged in the development and eattatization of nowve
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 by meuw collaborators, such as biomarker specifigeass or diagnostic test kits. Also, clini
laboratories may offer testing services that ampetitive with the products sold by us or our dodieators. For example, a clinical labora
can either use reagents purchased from manufastatkeer than us or use its own internally developsjents to make diagnostic test
clinical laboratories make tests in this manner doparticular disease, they could offer testingzises for that disease as an alternativ
products sold by us used to test for the same shis@he testing services offered by clinical labmias may be easier to develop and m:
than test kits developed by us or our collaborab@sause the testing services are not subjecetsamme clinical validation requirements
are applicable to FDA-cleared or approved diagodsst kits.

Intellectual Property Protection

Our intellectual property includes a portfolio ofed, coewned or licensed patents and patent applicatidasf December 31, 201
our patent portfolio included 52 issued United &apatents, 93 pending United States patent afipliea and numerous pending pa
applications and issued patents outside the UrStties. These patents and patent applicationsieretadl to several areas of technol
important to our business, including our Surfacetidhced Laser Desorption/lonization (“SELDt#&chnology, diagnostic applications, pro
biochips, instrumentation, software and biomarkditse issued patents covering the SELDI and masstrepeetry technologies expire
various times from 2012 to 2025. As part of thetrbnment Business Sale, we entered into a crossd&agreement with BiBad pursuant
which we retained the right to commercially exptbibse proprietary rights, including SELDI techrgloin the clinical diagnostics market. °
clinical diagnostics market includes laboratoriegyaged in the research and development and/or memoé of diagnostic tests us
biomarkers, commercial clinical laboratories, htalpiand medical clinics
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that perform diagnostic tests. We have been graeetlsive rights to commercialize the proprietaghts in the clinical diagnostics mar
during a five-year exclusivity period that endshovember 13, 2011. After the end of the fiwear period, we will share exclusive rights v
Bio-Rad. The Company and BRad each have the right to engage in negotiatiatistive other party for a license to any improvetaén the
proprietary rights created by the other party.

We own, license or hold options to license the miateelated to biomarkers developed using SELDhrietogy. As of December &
2010, we were maintaining and/or had license talidgynostic patent application families. These idelapplications in the areas of can
cardiovascular disease, infectious disease, negevdeative disease and womeihlealth. On March 31, 2009, we were issued patemibe
7,510,842, “Biomarker for ovarian and endometrehaer: hepcidin”. On October 20, 2009, we wereddspatent number 7,605,00%)se o
biomarkers for detecting ovarian cancedh June 29, 2010, we announced that the USPTOskasd a notice of allowance to us of a pi
entitled “Biomarkers for Alzheimer’s disease”. Candary 11, 2011, we were issued patent number 7,88 &ntitled “Bete2 microglobulin a
a biomarker for peripheral artery disease”. Thempatlaims are directed to Beta-2 microglobulin ai@marker combinations that include Beta-
2 microglobulin for the diagnosis and managemenpeipheral artery disease and to the measurenfetiiteobiomarkers by a variety
methods, including mass spectrometry and immungas¥aFebruary 2, 2011, we announced that the USRadissued a notice of allowal
to us of a patent entitled “Biomarkers for breastaer.”

Outstanding material patents for OVAL are describetie table below:

Territory General Subject Matter Expiration Date
United States Use of biomarkers for detecting ovar 8/7/2025
cancel

Under the terms of a research collaboration agraemih the Johns Hopkins University School of Mgde, we were required to f
JHU $600,000, $618,000 and $637,000 for the yeading December 31, 2008, 2009 and 2010, respegtivel June 2010, the resea
collaboration agreement was amended by extendmgetim and reducing the payments to $300,000 fd6 2$400,000 for 2011, $400,000
2012 and $100,000 for 2013. In conjunction with dineendment, JHU forgave the previously outstandmgunts we owed of $623,000, wt
we recognize as a reduction to research and dawelopexpenses straight line over the term of theratad agreement. Collaboration ¢
under the JHU collaboration were $400,000 and ®8IBfor the years ended December 31, 2010 and 266@ectively. Collaboration co
under the JHU collaboration are included in redeaand development expenses. In addition, undertehmas of the amended reses
collaboration agreement, we are required to paygteater of 4% royalties on net sales of diagndstits using the assigned patents or a
minimum royalties of $50,000. Other institutionsdacompanies from which we hold options to licensteliectual property related
biomarkers or are a daventor on applications include UCL, M.D. Anders&tK, OSU, McGill University (Canada), Eastern Vit Medica
School, Aaron Diamond AIDS Research Center, UTMBteBorg University (Sweden), University of Kuopibir{land), The Katholiek
Universiteit Leuven (Belgium) and Rigshospitalet.

In connection with the Instrument Business Saleswuldicensed to BidRad certain rights to the core SELDI technologyuse outside
the clinical diagnostics field. We retained exchesrights to the license rights for use in thedief clinical diagnostics for a fivgear perioc
after which the license will be co-exclusive instliield. The rights to the SELDI technology areided through royaltysearing sublicens
from Molecular Analytical Systems, Inc. (“MAS"MAS holds an exclusive license to patents diretdeitie SELDI technology from the owr
Baylor College of Medicine. MAS granted certainhtig under these patents to its wholly owned suasati, IllumeSys Pacific, Inc. a
Ciphergen Technologies, Inc. in 1997. We obtaingthér rights under the patents in 2003 througHiceiises and assignments execute
part of the settlement of a lawsuit between us, MABNICyte and T. William Hutchens. Together, thblicenses and assignments provid
rights to develop, make and have made, use, sgibit, market and otherwise exploit products amdises covered by
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the patents throughout the world in all fields apglications, both commercial and ncommercial. The sublicenses carry the obligatiopat
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”).Under oubbcense with Bio-Rad, BidRac
agreed to pay the royalties directly to MAS under license rights.

On July 10, 2007, we entered into a license antessnt agreement with Health Discovery CorporafttDC”) pursuant to which w
licensed more than 25 patents covering HOS&lipport vector machine technology for use with[3IEechnology. Under the terms of the H
Agreement, we receive a worldwide, royalty-freensexclusive license for life sciences and diagnaatiplications of the technology and h
access to any future patents resulting from thesdyitig intellectual property in conjunction witlsel of SELDI systems. Pursuant to the +
Agreement, we paid $200,000 to HDC upon entry it® agreement on July 13, 2007, $100,000 three hmofullowing the date of tl
agreement on October 9, 2007, and $150,000 twelwethm following the date of the agreement on Jul2®08. The remaining $150,C
payable under the HDC Agreement, which was due tivfrur months following the date of the agreement pagable as of December
2008, was subsequently paid on January 22, 20 HDC Agreement settled all disputes between thagamy and HDC.

Manufacturing

We are the manufacturer of OVA1. Components of OVi#dude reagents for each of the component asssygell as the OvaCafc
software. Because we do not directly manufactueecdhmponent assays, we are required to maintajplysagreements with manufacturer:
each of the assays. As part of our Quality Systeemgent lots for these assays are tested to ettseyemeet specifications required
inclusion in OVAL. Only reagent lots determinedusyas having met these specifications are pernfittegse in OVAL.

Environmental Matters
Medical Waste

We have been subject to licensing and regulaticdeufederal, state and local laws relating to thadting and disposal of medi
specimens and hazardous waste as well as to thty saifd health of laboratory employees. We formepgrated laboratories located in eac
our former facilities in Fremont, California, thast lease for which expired on August 31, 2010. [@boratories were operated in mate
compliance with applicable federal and state land l@gulations relating to disposal of all laborgtepecimens. We utilized outside vent
for disposal of specimens. We cannot eliminaterigie of accidental contamination or discharge ang @esultant injury from these materi:
Federal, state and local laws and regulations gother use, manufacture, storage, handling and siidpd these materials. We could be sul
to damages in the event of an improper or unautedrielease of, or exposure of individuals to, fdmas materials. In addition, claimants r
sue us for injury or contamination that resultsrfrour use, or the use by third parties, of thesteri@s, and our liability may exceed our ti
assets. Compliance with environmental laws and latigns is expensive, and current or future envitental regulations may impair «
research, development or production efforts.

Occupational Safety

In addition to its comprehensive regulation of saf@ the workplace, the Federal Occupational Saéetd Health Administration h
established extensive requirements relating to plade safety for healthcare employers whose workeay be exposed to blodubrne
pathogens such as HIV and the hepatitis virus. &megulations, among other things, require worlctiza controls, protective clothing ¢
equipment, training, medical followp, vaccinations and other measures designed tonime exposure to chemicals and transmission ¢
blood-borne and airborne pathogens. Although we belieaewe are currently in compliance in all materéspects with such federal, state
local laws, failure to comply could subject us nil of the right to conduct business, fines, arahpenalties and other enforcement actions.

13



Table of Contents

Specimen Transportation

Regulations of the Department of Transportatiom, liternational Air Transportation Agency, the Rullealth Service and the Po:
Service apply to the surface and air transportadfasiinical laboratory specimens.

Government Regulation

General. Our activities related to diagnostic products arehave the potential to be, subject to regulatorgrsight by the FDA und
provisions of the Federal Food, Drug and Cosmeticahd regulations thereunder, including regulaigoverning the development, market
labeling, promotion, manufacturing and export of ptoducts. The Food, Drug and Cosmetic Act reguihat medical devices introducec
the United States market, unless exempted by régojabe the subject of either a prearket notification clearance, known as a 51
clearance or 510(k) de novo clearance, or a PMAADWas cleared by the FDA on September 11, 200®utiee 510(k) de novo guidelin
OVAL was the first and is currently the only FDAeated blood test for the poperative assessment of ovarian tumors. We haveyet
established a regulatory pathway for our futureeptial products such as VASCLIR and OVA2. Clinistlidies to support either a 51(
submission or a PMA application would need to bademted in accordance with FDA requirements. If BHi2A indicates that a PMA
required for any of our potential future clinicabducts, the application will require extensivenidal studies, manufacturing information .
likely review by a panel of experts outside the F[&4ditionally, the FDA will generally conduct ageapproval inspection for PMA devices.

Even in the case of devices like analyte spec#iagents (“ASRs”)which may be exempt from 510(k) clearance or PMArapa
requirements, the FDA may impose restrictions omketing. Our potential future ASR products may leédsonly to clinical laboratorie
certified under the CLIA to perform high complexitysting. In addition to requiring approval or ckazce for new products, the FDA n
require approval or clearance prior to marketingdpcts that are modifications of existing produatshe intended uses of these prodi
Additionally, the FDA will generally conduct a pegproval inspection for PMA devices. Our suppliensinufacturing facilities are, and, if ¢
when we begin commercializing and manufacturing products ourselves, our manufacturing facilitie#l Wwe, subject to periodic a
unannounced inspections by the FDA and state ageffimi compliance with Quality System Regulatiot33Rs”). Additionally, the FDA wil
generally conduct a prapproval inspection for PMA devices. Although wdide that we and our suppliers will be able to rape ir
compliance with the FDA QSRs for ASRs, we cannot assure that we or qaplisus will be in or be able to maintain compliarin the future
We have never been subject to an FDA inspectioncandot assure that we will pass an inspectioand when it occurs. If the FDA belie
that we or our suppliers are not in compliance \aipiplicable laws or regulations, the FDA can issuirm 483 List of Observations, warn
letter, detain or seize our products, issue a recdice, enjoin future violations and assess @witl criminal penalties against us. In addi
approvals or clearances could be withdrawn undeaicecircumstances.

Any customers using our products for clinical uselie United States may be regulated under CLIAchis intended to ensure -
quality and reliability of clinical laboratories ithe United States by mandating specific standardhe areas of personnel qualificatic
administration, participation in proficiency tegfirpatient test management, quality control, gua#gsurance and inspections. The regula
promulgated under CLIA establish three levels afjdiostic tests - namely, waived, moderately comatekhighly complex and the standar
applicable to a clinical laboratory depend on el of the tests it performs. Medical device lamsgl regulations are also in effect in man
the countries in which we may do business outsgiddnited States. These range from comprehensiieedapproval requirements for somi
all of our potential future medical device produdttsrequests for product data or certificationse humber and scope of these requiremen
increasing. In addition, products which have ndtheen cleared or approved for domestic commedisatibution may be subject to the FI
Export Reform and Enhancement Act of 1996 (“FDERA”)

FDA Regulation of Cleared Tests. Once granted, a 510(k) clearance or PMA approval place substantial restrictions on how
device is marketed or to whom it may be sold. ANides cleared by the FDA
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are subject to continuing regulation by the FDA aedain state agencies. As a medical device matwx, we are also required to regi
and list our products with the FDA. We are requiteget forth and adhere to a Quality Policy arfteptegulations. In addition, we are requ

to comply with the FDAS QSRs, which require that our devices be manufedtand records be maintained in a prescribed mawitie respec

to manufacturing, testing and control activitiegldiionally, we may be subject to inspection byefied and state regulatory agencies. Non-
compliance with these standards can result in, gnaher things, fines, injunctions, civil penaltiescalls, total or partial suspensior
production. Further, we are required to comply viDA requirements for labeling and promotion. Framaple, the FDA prohibits cleared
approved devices from being promoted for uncleanednapproved uses. Labeling and promotional dis/iare subject to scrutiny by
FDA, which prohibits the marketing of medical deascfor unapproved uses. Additionally, the FDA maguire us to perform certain post-
marketing studies (“Post-market Surveillance”) éify or validate the clinical performance of FDAeared tests.

In addition, the medical device reporting regulatieequires that we provide information to the FDAemever evidence reasone
suggests that one of our devices may have causeshtributed to a death or serious injury, or wheeraalfunction has occurred that woulc
likely to cause or contribute to a death or seriojgy if the malfunction were to recur.

Foreign Government Regulation of Our Products. We intend to obtain regulatory approval in othenrttoies to market our tests. E
country maintains its own regulatory review proget®iff regulations, duties and tax requirememspduct standards, and label
requirements. We have retained the services oEthergo Group and TUV SUD America Inc. to assisbum efforts to satisfy the regulat
requirements necessary for commercialization iroger

Employees

As of March 31, 2009, in connection with our volayt petition for relief (the “Bankruptcy Filing'inder the Bankruptcy Code with
Bankruptcy Court and in an effort to conserve cashreduced our staff to three ftilthe employees, including two employees in researa
development and one employee in general and adnaitive. As of December 31, 2009, we had two finle employees, including o
employee in research and development and one es®loy general and administrative. Additionally, wad engaged as indepenc
contractors several former employees and execataeagement members.

On September 11, 2009, we received clearance ddvdrl 510(k) PreMarket Application Notification from the FDA. On Nember 2<
2009, we filed our Plan of Reorganization and isate Statement with the Bankruptcy Court, whicls @mended on December 3, 2009.
Second Amended Plan of Reorganization was appréwyedur unsecured creditors on January 6, 2010, anthe Bankruptcy Court «
January 7, 2010. We emerged from bankruptcy unterBankruptcy Code on January 22, 2010. As pathefSecond Amended Plan
Reorganization, we completed a private placemdrtafa?,327,869 shares of our common stock to amaf investors for gross proceed:
$43,050,000. In connection with these events, weeased our staff to 26 fuilme employees worldwide as of December 31, 2016. alg
engage independent contractors from time to timer €uccess will depend in large part on our abildyattract and retain skilled &
experienced employees.

Code of Ethics for Executive Officers

We have adopted a Code of Ethics for Executived®ffi. We publicize the Code of Ethics for Execu®fécers by posting the policy
our website, www.vermillion.com. We will disclose our website any waivers of, or amendments toGmade of Ethics.
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Information About Us

We file annual reports, quarterly reports, spedabrts, proxy and information statements, andratifermation with the Securities a
Exchange Commission (the “SEC”). You may read asyany material we file with the SEC at the SE®@ublic Reference Room locate
the following address:

100 F Street, NE
Washington, DC 20549

You may obtain information on the operation of 8FeC’s Public Reference Room by calling the SEC-800-SEC0330. The SEC al:
maintains an Internet website, www.sec.gov, thattaios reports, proxy and information statements|, ether information regarding issu
that file electronically with the SEC.

In addition, we make available free of charge unither Investors Relation section of our website, wwasmillion.com, the Annu
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 Securiigzchange Act of 1934, as amended (“Exchange Ast'joon as reasonably practicable
we have electronically filed such material withfarnished it to the SEC. The information contairedour website is not incorporated
reference in this Annual Report on Form 10-K andusth not be considered a part of this Annual ReparfForm 10K. You may also obta
these documents free of charge by submitting aemritequest for a paper copy to the following adsire

Investor Relations

Vermillion, Inc.

12117 Bee Caves Road, Building Two, Suite 100
Austin, TX 78738

ITEM 1A. RISK FACTORS

You should carefully consider the following rislcttas and uncertainties together with all of théext information contained in tr
Annual Report on Form -K, including our audited consolidated financiaagments and the accompanying notes in Part 1l BefiFinancial
Statements and Supplementary Dafalie risks and uncertainties management describlesviere the only ones we face. Additional risks
uncertainties not presently known to us or thattwerently deem immaterial may also adversely affegtbusiness.

Risks Related to Our Business

We expect to incur a net loss for fiscal 2011.dfave unable to generate significant product acénising revenue in the future, we may n
achieve profitability.

We have experienced significant operating losseh gaar since our inception and we expect to igcnet loss for fiscal year 2011. (
losses have resulted principally from costs inaliireresearch and development, sales and markditiggtion, and general and administra
costs associated with our operations, bankruptdeu@hapter 11 and test development.

Our ability to commercialize OVA1 and other potehtliagnostic tests is heavily dependent on owategic alliance with Quest Diagnostics.

Quest Diagnostics has an exclusive license to df¢Al as a clinical laboratory test in the US, Mzmxi Britain and India throug
September 11, 2014, which may be extended for ditiahl year beyond September 11, 2014. In additi@uest Diagnostics is expecte:
have a similar exclusive license with respect to WASCLIR test for a three year period followingeatance by the FDA, as well as v
respect to one additional test developed by wmndf to the extent, Quest Diagnostics exercisedeiglopment option with respect to any ¢
test on or before October 7, 2012. Consequentlyability to generate revenue from these testhiésé regions is heavily dependent on G
Diagnostics and its ability to market and offergheests in its clinical laboratories.
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We expect that for the foreseeable future neaitlypfabur revenue will be derived from Quest Diagiessand will depend on the numbe
OVAL tests performed by Quest Diagnostics andelmehbursement rate for performing those tests, warehoutside of our control.

We expect that nearly all of our revenues for tbeegeeable future will be derived through our sgat partnership with Que
Diagnostics and will be based on the number of OV\édts performed by Quest Diagnostics and the ngisgiment rate received by Qu
Diagnostics for those tests. On November 10, 20d entered into an Amendment No. 4 to our Stratédiance Agreement with Que
Diagnostics (the “Amendment No. 4"Under the terms of the Amendment, we are to be ga@ for each OVAL performed by Qu
Diagnostics, as well as a 33% royalty of Quest DBimgics’ gross margin from performing OVAL1. Amendment Ngrévides for a month
payment by Quest Diagnostics to us based on Quaghbstics’average reimbursement per OVA1 in the previous mddhder the terms
Amendment No. 4, royalty portion of our revenusubject to adjustment, either up or down, on aruahbasis within 60 days of end of e
calendar year based on Quest Diagnostaxgual reimbursement history for that calendar ydar the extent Quest Diagnostics is
reimbursed, is reimbursed at a lower than experagel or has reimbursement claims rejected, thaltyppymounts owed to us would
reduced. Any amounts owed by us to Quest Diagrostitt be deducted against payments owed to usitiwré periods. The number of te
performed by Quest Diagnostics and the amountioflrersements received by Quest Diagnostics in amgngperiod will be largely outside
our control. If Quest Diagnostics were to perforewér tests or receive less reimbursement per hast éxpected, it could have a matt
adverse effect on our revenue and results of dpesat

How we will recognize future revenue under the @dagnostics Strategic Alliance Agreement remainsertain and is likely to chang
which could affect our revenue in future periods.

As described in detail above, Amendment No. 4 chdrippe structure and calculation of the paymeriigaeceived by us from Qu
Diagnostics relating to OVAL. Given our limited corarcialization history with OVAL, our lack of expence with the new payment ter
contained in Amendment No. 4 and our inability tmW or control Quest Diagnostiagimbursement rates for OVAL, it may be difficudt s
to estimate the amount of the future royalties taedsize of any yeaghd adjustment. It is likely that we will be unabderecognize some or
of the revenue from the royalty payments to be iveckfrom Quest Diagnostics until we are bettereabl estimate the final royalty paym
amounts and the magnitude and effect of the amealculation and adjustment mechanism. Accordinigilg amount of revenue we will
able to recognize in any quarter could vary sigaitfitly, and the method used to calculate that nieveould be subject to change.

Failures to reimburse OVA1 or changes in reimbursenrates by third party payers and variances inmteursement rates could materic
and adversely affect our revenues and could réswdignificant fluctuations in our revenues.

A significant portion of our revenues are dependantthe amount Quest Diagnostics receives frond tharty payers for performi
OVAL1. Insurance coverage and reimbursement ratedidgnostic tests are uncertain, subject to changeparticularly volatile during the ec
stages of a newly commercialized diagnostic teMAD was commercially launched in March of 2010. feheemain questions as to w
extent third party payers, like Medicare, Medicait private insurance companies will provide cogeror OVAL and for which indicatior
Quest Diagnostics will likely experience volatility the coverage and reimbursement of OVAL dueotatract negotiation with third pal
payers and implementation requirements. Quest DiEtgs has advised us that the reimbursement amaduhts received from third pa
payers varies from payer to payer, and, in somes;dle variation is material. Third party payé@rsluding private insurance companies as
as government payers such as Medicare and Medicaid: increased their efforts to control the castization and delivery of healthce
services. These measures have resulted in redagedept rates and decreased utilization for therdistic test industry. From time to tir
Congress has considered and implemented changies kdedicare fee schedules in conjunction with katdcy legislation, and pricing for te
covered by Medicare is subject to change at ang.tReductions in the reimbursement rate of payeng @ccur in the future. Reductions in
price at which OVAL1 is reimbursed could have a makadverse effect on our
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revenues. If we and Quest Diagnostics working boltatively are unable to establish and maintairatirooverage and reimbursement
OVAL or if third party payers change their coveragereimbursement policies with respect to OVALr cevenues could be materially :
adversely affected.

We may need to raise additional capital in the fetheyond what we have raised in a followpublic offering on February 18, 2011, and i
are unable to secure adequate funds on terms aaiokepto us, we may be unable to execute our busjlas.

On February 18, 2011, we completed a followpublic offering of our common stock in which vgsued an additional 4 million sha
and raised $20.2 million in net proceeds. We belighat our current cash resources will be sufficiermeet our anticipated needs for at |
the next twelve months. However, we may need teeradditional capital beyond what we have raisetienfollow-on public offering in orde
to develop new or enhanced products or servicesease our efforts to discover biomarkers and dgvéhem into diagnostic products,
acquire complementary products, businesses or edmies. We may seek to raise additional capitsbbd what we have raised in the follow-
on offering through the issuance of equity or dedniurities, or a combination thereof, in the publiprivate markets, or through a collabore
arrangement or sale of assets. Additional finanoipgortunities may not be available to us, or #itable, may not be on favorable terms.
availability of financing opportunities will depenih part, on market conditions, and the outloakdar business. Any future issuance of ec
securities or securities convertible into equityldoresult in substantial dilution to our stockhexis, and the securities issued in such a fina
may have rights, preferences or privileges semidhdse of our common stock. If we raise additidonads by issuing debt, we may be sut
to limitations on our operations, through debt cwargs or other restrictions. If we obtain additiofiznds through arrangements v
collaborators or strategic partners, we may beireduo relinquish rights to certain technologiespeoducts that we might otherwise see
retain. If adequate and acceptable financing isanaflable to us at the time that we seek to radditional capital, our ability to execute
business plan successfully may be negatively ingohact

Leverage and debt service obligations may adveisfébget our consolidated cash flov

As of December 31, 2010, we had $5,000,000 of antbhg principal of our 7.00% Convertible Seniort&odue 2011 (the7:00%
Note<") and $7,000,000 outstanding under our secureddircredit with Quest Diagnostics.

Quest Diagnostics provided us with a $10,000,0@ursel line of credit, which was forgivable basedmuphe achievement of cert
milestones related to the development, regulatgyraval and commercialization of certain diagnogésts. As of our emergence fr
bankruptcy under the Bankruptcy Code, certain roless had been met and the principal balance ofehered line of credit was reduce:
$7,000,000. We are in discussions with Quest Diafie® regarding the achievement of an additiongd®1,000 forgiveness milestone relz
to OVAL under the terms of the Amended StrategicaAte Agreement. The $7,000,000 secured line editis secured by our assets, ar
senior to the outstanding $5,000,000 of the 7.008tedl As a result of this indebtedness, we haveipal and interest payment obligation
Quest Diagnostics. The degree to which we are égest could, among other things:

* make it difficult for us to obtain financing for wiang capital, acquisitions or other purposes arofable terms, if at al
* make us more vulnerable to industry downturns amdpetitive pressures; al
« limit our flexibility in planning for or reactingotchanges in our busine:
Our ability to meet our debt service obligationdl @epend upon our future performance, which wélsubject to financial, business

other factors affecting our operations, many ofalihare beyond our control. If we cannot meet ount dervice obligation, it would have
material adverse effect on our consolidated fira@mmosition.
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We may not succeed in developing additional diagm@soducts, and, even if we do succeed in devmgoadditional diagnostic products, t
diagnostic products may never achieve significambmercial market acceptance.

Our success depends on our ability to continueet@lbp and commercialize diagnostic products. Tieoensiderable risk in develop
diagnostic products based on our biomarker disgoeéforts, as candidate biomarkers may fail todetie results in larger clinical studies
may not achieve acceptable levels of clinical aacyr If we do succeed in developing additional dilic tests with acceptable performe
characteristics, we may not succeed in achieviggifstant commercial market acceptance for thosssteOur ability to successfu
commercialize diagnostic products, including OVA) depend on several factors, including:

» our ability to convince the medical community oéthafety and clinical efficacy of our products dheir advantages over exist
diagnostic products

* our ability to further establish business relatlips with other diagnostic or laboratory compantbat can assist in t
commercialization of these products in the US doba]ly; and

» the scope and extent of the agreement by Medicaddhardparty payers to provide full or partial reimburserneoverage for ol
products, which will affect patients’ willingness pay for our products and will likely heavily inBnce physiciangiecisions t
recommend or use our produc

These factors present obstacles to significant cerial acceptance of our existing and potentiagiidstic products, for which we w
have to spend substantial time and financial ressuto overcome, and there is no guarantee thatilMee successful in doing so. Our inabi
to do so successfully would prevent us from geirggaevenue from future diagnostic products.

The diagnostics market is competitive and we maybaamble to compete successfully, which would @eéle impact our ability to genere
revenue.

Our principal competition currently comes from tmany clinical options available to medical persdringolved in clinical decisio
making. For example, rather than ordering an OVAL & woman with an adnexal mass, obstetriciansegpiogists, and gynecolol
oncologists may choose a different clinical optmmnone at all. If we are not able to convince iclans that OVAL provides significe
improvement over current clinical practices, oullighbto commercialize OVAL would be adversely affed. In addition, competitors, suct
Fujirebio Diagnostics, Inc., Becton Dickinson, AriaCorporation, Correlogic Systems, Inc., and Atvth@bs have publicly disclosed that tl
have been or are currently working on ovarian cad@gnostic assays. Additionally, academic instius periodically report new findings
ovarian cancer diagnostics that may have commewgiale. Our failure to compete with any competitidiagnostic assay if and wt
commercialized could adversely affect our business.

We have priced OVA1 at a point that recognizesvhlee-added by its increased sensitivity for ovarian graincy. If others develog
test that is viewed to be similar to OVAL in effigabut is priced at a lower point, we and/or ouatggic partners may have to lower the
of OVA1 in order to effectively compete, which wdimpact our margins and potential for profitalilit

The commercialization of our diagnostic tests mayfiected adversely by changing FDA regulatioms], any delay by or failure of the FDA
approve our diagnostic tests submitted to the FE¥4 adversely affect our consolidated revenues ltesfioperations and financial conditic

The FDA cleared OVA1 on September 11, 2009. Ouvities related to diagnostic products are, or hthee potential to be, subject
regulatory oversight by the FDA under provisionshaf Federal Food, Drug and Cosmetic Act and réiguis thereunder, including regulatic
governing the development, marketing, labeling,nprton, manufacturing and export of our productaildfe to comply with applicak
requirements can lead to sanctions, including wéthel of products from the market, recalls, refusaduthorize government contracts, pro
seizures, civil money penalties, injunctions arichgral prosecution.
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The Food, Drug and Cosmetic Act requires that nadievices introduced to the United States markdgss exempted by regulation
the subject of either a praarket notification clearance, known as a 510(krnce or 510(k) de novo clearance, or a PMA. Sofiraii
potential future clinical products may require @@y} or 510(k) de novo clearance, while others meuire a PMA. With respect to devi
reviewed through the 510(k) process, we may noketaa device until an order is issued by the FD#difag our product to be substantii
equivalent to a legally marketed device known aseglicate device. A 510(k) submission may involve presentation of a substantial vol
of data, including clinical data. The FDA may agtieat the product is substantially equivalent fredicate device and allow the product ti
marketed in the United States. On the other hdrelFDA may determine that the device is not sulist§nequivalent and require a PMA,
require further information, such as additionat eta, including data from clinical studies, befdris able to make a determination regar
substantial equivalence. By requesting additiondrimation, the FDA can delay market introductidnoar products. Delays in receipt of
failure to receive any necessary 510(k) clearamdeMA approval, or the imposition of stringent regtons on the labeling and sales of
products, could have a material adverse effectsoff the FDA indicates that a PMA is required &y of our potential future clinical produc
the application will require extensive clinical dteis, manufacturing information and likely review & panel of experts outside the Fl
Clinical studies to support either a 510(k) subinis®r a PMA application would need to be condudtedccordance with FDA requiremel
Failure to comply with FDA requirements could reésal the FDA's refusal to accept the data or the impositioneglulatory sanctions. V
cannot assure that any necessary 510(k) clearare®lA approval will be granted on a timely basisaball. To the extent we seek FDA 510
(k) clearance or FDA prexarket approval for other diagnostic tests, angylély or failure of the FDA to clear or approvegbaliagnostic tes
may adversely affect our consolidated revenues)teesf operations and financial condition.

If we or our suppliers fail to comply with FDA rdgements, we may not be able to market our prodant$ services and may be subjec
stringent penalties; further improvements to ouioar suppliers’ manufacturing operations may beuieed that could entail additional costs.

The commercialization of our products could be yeth halted or prevented by applicable FDA regaregi If the FDA were to view a
of our actions as nocempliant, it could initiate enforcement actionscls as a warning letter and possible impositiopefalties. In additio
analyte specific reagents (“ASRghat we may provide would be subject to a numbeFDA requirements, including compliance with
FDA'’s Quality System Regulations (“QSR¥yhich establish extensive requirements for qua#gurance and control as well as manufact
procedures. Failure to comply with these regulatioould result in enforcement actions for us oratential suppliers. Adverse FDA actii
in any of these areas could significantly increase expenses and limit our revenue and profitabiNe will need to undertake steps
maintain our operations in line with the FI¥NQSR requirements. Some components of OVA1 areifaetured by other companies and we
required to maintain supply agreements with thesepanies. If these agreements are not satisfattatye FDA, we will have to renegotii
these agreements. Any failure to do so would havedverse effect on our ability to commercialize A1V Our suppliers'manufacturin
facilities will be subject to periodic regulatonyspections by the FDA and other federal and stegelatory agencies. If and when we b
commercializing and assembling our products by elues, our facilities will be subject to the samspections. We or our suppliers may
satisfy such regulatory requirements, and any $aitdre to do so would have an adverse effect ancommercialization efforts.

If we fail to continue to develop our technologie® may not be able to successfully foster adomifoour products and services or deve
new product offerings.

Our technologies are new and complex, and are cutgjechange as new discoveries are made. Newwdiges and advancements in
diagnostic field are essential if we are to fosher adoption of our product offerings. Developmeithese technologies remains a subste
risk to us due to various factors, including thiestific challenges involved, our ability to fineh@ collaborate successfully with others worl
in the diagnostic field, and competing technologwsich may prove more successful than our tectgieto
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If we fail to maintain our rights to utilize intelttual property directed to diagnostic biomarkesg may not be able to offer diagnostic t
using those biomarkers.

One aspect of our business plan is to develop ditgntests based on certain biomarkers, which aee ithe right to utilize throu
licenses with our academic collaborators, sucthaslbhns Hopkins University School of Medicine,nted University, and the University
Texas M.D. Anderson Cancer Center. In some casgscallaborators own the entire right to the biokess. In other cases, we oo the
biomarkers with our collaborators. If, for somese®, we lose our license to biomarkers owned éntirg our collaborators, we may not
able to use those biomarkers in diagnostic teftael lose our exclusive license to biomarkersoesied by us and our collaborators,
collaborators may license their share of the iatllal property to a third party that may compeith ws in offering diagnostic tests, wh
would materially adversely affect our consolidatedenues, results of operations and financial ¢oordi

We have $7,000,000 outstanding from the secureddincredit provided by Quest Diagnostics. If wi t@a achieve the milestones for
forgiveness of the secured line of credit set fanttour amended credit agreement with Quest Diatioeswe will be responsible for f
repayment of the secured line of credit on Octahet012.

As of December 31, 2010, we have $7,000,000 outsigrirom the secured lined of credit in connectigth the Strategic Alliance. Ov
a twoyear period, we borrowed monthly increments of $80@, totaling $10,000,000, and have paid all egethat was due. Funds from
secured line of credit were used for certain castd expenses directly related to the StrategicaAdie, with forgiveness of the repayn
obligations based upon our achievement of milestomdated to the development, regulatory approvel eommercialization of certe
diagnostic tests. On October 7, 2009, the Strat&ljmnce Agreement was amended to extend the tdrthe agreement to end on the earli
(i) October 7, 2012 and (ii) the date on which QuRisagnostics has commercially launched three Beentests under the Strategic Alliance
September 11, 2009, we announced our milestonexshient ofclearing OVAL with the FDA and, effective after teenergence fro
bankruptcy, reduced our principal obligations urither Amended Strategic Alliance Agreement to $7,000. We are in discussions with Qt
Diagnostics regarding the achievement of an aduiti$1,000,000 forgiveness milestone related to @\WAder the terms of the Amen:
Strategic Alliance Agreement. Should we fail toiagk the remaining milestones, we would be resppdm$or the repayment of the outstanc
principal amount and any unpaid interest on theurset line of credit on October 7, 2012, which coubdterially adversely affect c
consolidated results of operations and financiabdion.

If a competitor infringes on our proprietary rightere may lose any competitive advantage we may &sweeresult of diversion of our tin
enforcement costs and the loss of the exclusifiibyioproprietary rights.

Our success depends in part on our ability to raairdnd enforce our proprietary rights. We relyaocombination of patents, tradema
copyrights and trade secrets to protect our teclyyond brand. We have submitted a number of paigplications covering biomarkers t
may have diagnostic or therapeutic utility. Ourgmatapplications may or may not result in additigratents being issued.

If competitors engage in activities that infringe @ur proprietary rights, our focus will be divertand we may incur significant cost:
asserting our rights. We may not be successfussering our proprietary rights, which could resalour patents being held invalid or a ci
holding that the competitor is not infringing, eithof which would harm our competitive position. \6&nnot be sure that competitors will
design around our patented technology.

We also rely upon the skills, knowledge and expegeof our technical personnel. To help protectrights, we require all employe
and consultants to enter into confidentiality agmeats that prohibit the disclosure of confidentidbrmation. These agreements may
provide adequate protection for our trade secketswledge or other proprietary information in thesiet of any unauthorized use or disclos
If any
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trade secret, knowledge or other technology notepted by a patent were to be disclosed to or iexdégntly developed by a competito
could have a material adverse effect on our busjremsolidated results of operations and finarc@adition.

If others successfully assert their proprietaryhtigy against us, we may be precluded from making smtithg our products or we may
required to obtain licenses to use their technology

Our success depends on avoiding infringing on tlopnetary technologies of others. If a third pavtgre to assert claims that we
violating their patents, we might incur substantiasts defending ourselves in lawsuits againstggsaof patent infringement or other unlay
use of anothes proprietary technology. Any such lawsuit may hetdecided in our favor, and if we are found lialitenay be subject
monetary damages or injunction against using tblenglogy. We may also be required to obtain licensgder patents owned by third pal
and such licenses may not be available to us ommgially reasonable terms, if at all.

Current and future litigation against us could bestly and time consuming to defend.

We are from time to time subject to legal procegdiand claims that arise in the ordinary coursbusiness, such as claims brough
our clients in connection with commercial disputes)ployment claims made by current or former emgédsy and claims brought by tt
parties alleging infringement on their intellectpabperty rights. In addition, we may bring claiamgainst third parties for infringement on
intellectual property rights. Litigation may resuitsubstantial costs and may divert our atten¢éind resources, which may seriously harrr
business, consolidated results of operations arahfiial condition.

An unfavorable judgment against us in any legalceenling or claim could require us to pay monetaaynages. In addition,
unfavorable judgment in which the counterpartyvigaled equitable relief, such as an injunction)&dave an adverse impact on our licen
and sublicensing activities, which could harm ousibess, consolidated results of operations andatiolated financial condition.

On July 9, 2007, Molecular Analytical Systems filedawsuit in the Superior Court of California fitne County of Santa Clara nam
Vermillion and Bio-Rad as defendants (the “Statau€dawsuit”). Under the State Court lawsuit, MAS sought an uni§ipecamount ¢
damages and alleged, among other things, that evsndreach of its license agreement with MAS retato our SELDI technology as a re:
of our entry into a sublicense agreement with Rad. We filed a petition to compel arbitration, athiwas denied in the trial court. We t
filed our general denial and affirmative defensasAqril 1, 2008. The Company and BRad thereafter appealed the denial of the moti
compel arbitration, which appeal had the effecstafying the State Court lawsuit, which stay washierr extended in both the state trial
appellate courts when we filed for bankruptcy pete on March 30, 2009, a Voluntary Petition faglief under Chapter 11 in the Bankrug
Court. MAS filed a proof of claim on July 15, 2008,connection with our Chapter 11 bankruptcy peatiegs. The proof of claim mirrored
MAS lawsuit and asserted that we breached the Bi@l icense Agreement by transferring certain nedbgies to BioRad without obtainin
MAS'’s consent. MAS listed the value of its claimiagxcess of $5,000,000. On December 28, 2009%hjected to MASS Proof of Claim i
the Bankruptcy Court. On January 7, 2010, the Baptkly Court confirmed our Plan of Reorganizatioar the Court order confirming tr
Plan, our bankruptcy case will be closed when, glaith other requirements, a final, non-appealdgbtiyment is entered on MAS'claims
After the Plan of Reorganization was confirmed, M#&d a motion with the Bankruptcy Court askingadtabstain from hearing its proof
claim and asked the Bankruptcy Court to grant fdliem the automatic stay so that MAS could proceeth the State Court lawsuit
California. Over our objection, the Bankruptcy Ctogranted that motion on March 16, 2010. Thereafter California Court of Appeal set ¢
argument on our appeal of the trial court orderyétem our motion to compel arbitration for June 2010. The California Court of Appe
overturned the Superior Cowstdecision in an opinion dated July 9, 2010, andeid that the dispute be arbitrated before thecidl
Arbitration and Mediation Service (“*JAMS"MAS filed its demand for arbitration on Septemb®r 2010. The demand did not include
additional detail regarding MAS's claims, and sutbed the same complaint for unspecified damagesvids
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filed in the Superior Court in 2007. The partieséndegun to exchange initial disclosures in thét@ton, but JAMS has not yet set a sche
for resolution of MAS'’s claims, and management campredict the ultimate outcome of this matterhid time.

Our failure to meet our purchase commitments punsia a manufacture and supply agreement with Baal could adversely affect «
consolidated results of operations and financiatdition.

We are a party to a manufacture and supply agretewinBio-Rad, dated November 13, 2006, wherebyageeed to purchase from Bio-
Rad the ProteinChip Systems and ProteinChip Arregessary to support our diagnostics efforts. Utlieterms of the agreement, we v
required to purchase a specified number of ProtemSystems and ProteinChip Arrays in each of tree years following the date of
agreement. Pursuant to a letter from us to Bl dated May 2, 2008, we exercised our right nmiteate the agreement for convenience 1
180 days’ written notice. Consequently, terminatddnhe agreement became effective on October @33.2In our bankruptcy proceeding, Bio-
Rad filed a claim for approximately $1,000,000wk are unable to resolve this claim, it would hameadverse effect on our consolidated
flows.

Because our business is highly dependent on keyutwes and employees, our inability to recruit arethin these people could hinder
business plans.

We are highly dependent on our executive officerd eertain key employees. Our executive officeid legy employees are employe:
will by us. Any inability to engage new executivéficers or key employees could impact operationsdetay or curtail our resear
development and commercialization objectives. Tistiooe our research and product development effartsneed people skilled in areas ¢
as clinical operations, regulatory affairs andickhdiagnostics. Competition for qualified emplegds intense.

Our diagnostic efforts may cause us to have sicanifi product liability exposure.

The testing, manufacturing and marketing of meditiagnostic tests entail an inherent risk of pradiability claims. Potential produ
liability claims may exceed the amount of our irswe coverage or may be excluded from coverager tihelderms of the policy. Our existi
insurance will have to be increased in the futfinee are successful at introducing new diagnosticpcts and this will increase our costs
the event that we are held liable for a claim ar damages exceeding the limits of our insurancesage, we may be required to m
substantial payments. This may have an adversetaifeour consolidated results of operations, fam@ncondition and cash flows, and n
increase the volatility of our common stock price.

Business interruptions could limit our ability tperate our busines

Our operations, as well as those of the collabosatm which we depend, are vulnerable to damageterruption from fire; natur.
disasters, including earthquakes; computer virusesjan error; power shortages; telecommunicatidarés; international acts of terror; &
similar events. Although we have certain businesiouity plans in place, we have not establishédranal comprehensive disaster reco
plan, and our backp operations and business interruption insuranag not be adequate to compensate it for losses ae suffer. /
significant business interruption could resultosdes or damages incurred by us and require wsat® ©r curtail our operations.

If we fail to maintain proper and effective intetreantrols, our ability to produce accurate and éiy financial statements could be impail
which could adversely affect our business, opegat@sults, and financial condition.

We are required to comply with the management fazation requirements of Section 404 of the Sarkddeley Act of 2002. We a
required to report, among other things, controlaieficies that constitute a “material weaknessthanges in internal controls that, or tha
reasonably likely to, materially affect internalntmls over financial reporting. A “material wealssé is a deficiency or combination
deficiencies that results in a reasonable postiltiiat a material misstatement of the annual @rim consolidated financial statements will
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not be prevented or detected. If we fail to corgina comply with the requirements of Section 404, might be subject to sanctions
investigation by regulatory authorities such as3eC. If we fail to remedy any material weakness, @nsolidated financial statements |
be inaccurate, which could adversely affect ouinmss, operating results, and financial condition.

Legislative actions resulting in higher complianoasts are likely to adversely affect our future smlidated results of operations, financ
position and cash flow:

Compliance with laws, regulations and standardsire) to corporate governance and public disclgsaootuding the Sarbanedxley Act
of 2002, and new regulations adopted by the SE€emulting in increased compliance costs. We,dlkether public companies, are incur
expenses and diverting employees’ time in an etfotomply with Section 404 of the Sarbari@dey Act of 2002. We have completed
process of documenting our systems of internalrobrind have evaluated our systems of internalrobnBeginning with the year end
December 31, 2004, we have been required to assesisuously our compliance with Section 404 of Berbane®©xley Act of 2002. W
expect to continue to devote the necessary resguirneuding internal and external resources, fgpsut our assessment. In the future, il
identify one or more material weaknesses, or odependent registered public accounting firm is et attest that our report is fairly ste
or to express an opinion on the effectiveness ofirternal controls over financial reporting, tleisuld result in a loss of investor confidenc
our financial reports, have an adverse effect on stack price and/or subject us to sanctions oestigation by regulatory authoriti
Compliance with these evolving standards will reBulncreased general and administrative expeasdsnay cause a diversion of our time
attention from revenue-generating activities to pbamce activities.

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

In March 2010, President Barack Obama signed thierRaProtection and Affordable Care Act, as amenbg the Health Care a
Education Affordability Reconciliation Act (collagtly, the “PPACA”), which makes changes that are expected to signifjcanpact thi
pharmaceutical and medical device industries. Begmin 2013, each medical device manufacturer aNe to pay a sales tax in an ami
equal to 2.3 percent of the price for which sucufiacturer sells its medical devices. The PPACA ateindates a reduction in payments
clinical laboratory services paid under the Medic&linical Laboratory Fee Schedule of 1.75% for flears 2011 through 2015. T
adjustment is in addition to a productivity adjustihto the Clinical Laboratory Fee Schedule. Initimiul to the PPACA, the impact of whi
cannot be predicted given its recent enactmentanent lack of implementing regulations or intefpre guidance, a number of states are
contemplating significant reform of their healtheaolicies. We cannot predict whether future healté initiatives will be implemented at
federal or state level, or the effect any futurgidiation or regulation will have on us. The taxeposed by the new federal legislation 1
result in decreased profits to us, and lower reirsdments by payers for our tests, all of which m@wersely affect our business.

We are subject to environmental laws and poterti@losure to environmental liabilities.

We are subject to various international, federatesand local environmental laws and regulatitvas govern our operations, includ
the handling and disposal of nbazardous and hazardous wastes, the recycling reatinent of electrical and electronic equipmend
emissions and discharges into the environmentufgaiio comply with such laws and regulations ca@sult in costs for corrective acti
penalties or the imposition of other liabilities.eVdre also subject to laws and regulations thabgapiability and cleamyp responsibility fc
releases of hazardous substances into the envirdntdeder certain of these laws and regulationgjraent or previous owner or operato
property may be liable for the costs to remedia®ahdous substances or petroleum products on morifsoproperty, without regard to whet
the owner or operator knew of, or caused, the coimation, as well as incur liability to third pas affected by such contamination.
presence of, or failure to remediate properly, ssghstances could adversely affect the value aedahility to transfer or encumber si
property. Based on currently available informatialthough there can be no assurance, we
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believe that such costs and liabilities have notdrad will not have a material adverse impact anconsolidated results of operations.

Risks Related to Owning our Stock
The liquidity and trading volume of our common ktowy be low.

The liquidity and trading volume of our common $tdas at times been low in the past and may agaiow in the future. If the liquidi
and trading volume were to fall, this could imptu trading price of our shares and adversely affecability to issue stock and for holder
obtain liquidity in their shares should they desoeell.

Our stock price has been, and may continue to igd\hvolatile, and an investment in our stock cbsuiffer a decline in value.

The trading price of our common stock has beenlyigblatile and could continue to be subject to evitlictuations in price in respor
to various factors, many of which are beyond ountie®, including:

» failure to significantly increase revent

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

» failure to achieve, or changes in, financial esteady securities analys

* announcements or introductions of new product®orices or technological innovations by us or aampetitors;

* publicity regarding actual or potential discoveriddiomarkers by other:

e comments or opinions by securities analysts or nstjickholders

« conditions or trends in the pharmaceutical, biotebdbgy and life science industrie

* announcements by us of significant acquisitionsdindstitures, strategic partnerships, joint veesusr capital commitment

» developments regarding our patents or other irtieisd property or that of our competito

» litigation or threat of litigation

» additions or departures of key personi

* limited daily trading volume; an

» economic and other external factors, disastersises

In addition, the stock market in general and theketafor diagnostic technology companies, in paitic, have experienced signific

price and volume fluctuations that have often beerelated or disproportionate to the operatinggrarnce of those companies. These k
market and industry factors may seriously harmrtaket price of our common stock, regardless of aparating performance. In the p

following periods of volatility in the market pricef a companys securities, securities class action litigatios lofien been instituted.
securities class action suit against us could r@sslubstantial costs, potential liabilities ahé tiversion of our attention and our resources.

Anti-takeover provisions in our charter, bylaws and ktasder rights plan and under Delaware law couldkaa third party acquisition of t|
Company difficult.

Our certificate of incorporation, bylaws and stogkler rights plan contain provisions that could m#kmore difficult for a third party
acquire us, even if doing so might be deemed beaéfoy our stockholders. These provisions coutditlithe price that investors might
willing to pay in the future for shares of our
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common stock. We are also subject to certain pimvisof Delaware law that could delay, deter omvpreg a change in control of the Comp:
The rights issued pursuant to our stockholder sigin will become exercisable the tenth day aftperson or group announces acquisitic
15% or more of our common stock or announces cornemant of a tender or exchange offer the consuromati which would result
ownership by the person or group of 15% or moreusfcommon stock. If the rights become exercisahke holders of the rights (other than
person acquiring 15% or more of our common stodK)be& entitled to acquire, in exchange for thehtij exercise price, shares of our comt
stock or shares of any company in which we are etergith a value equal to twice the rights’ exezqisice.

Because we do not intend to pay dividends, oukbtaders will benefit from an investment in our eoom stock only if it appreciates in valt

We have never declared or paid any cash dividendsuo common stock. We currently intend to retaim future earnings, if any,
finance the expansion of our business and do np¢axto pay any cash dividends in the foreseealiled. As a result, the success o
investment in our common stock will depend entinghpn any future appreciation. There is no guaetitat our common stock will appreci
in value or even maintain the price at which owestors purchased their shares.

We may need to sell additional shares of our comstock or other securities in the future beyond twwha have raised in a follown public
offering on February 18, 2011 to meet our capieguirements which could cause significant dilution.

On February 18, 2011, we completed a follomwpublic offering of our common stock in which vgsued an additional 4 million sha
and raised approximately $20.2 million in net pext® As of December 31, 2010, we had 10,657 ,56resttd our common stock outstanc
and 1,013,983 shares of our common stock reseorefditure issuance to employees, directors anduttamgs pursuant to our employee st
plans, which excludes 849,485 shares of our comstmrk that were subject to outstanding optionsofABecember 31, 2010, 75,637 share
restricted stock to the certain Directors pursuarthe Debtors Incentive Plan and 6,252 shares of restrictetksdavards to certain employ:
pursuant to the 2010 Plan were not vested. Theseestvest ratably through June 2011. In additisnpfaDecember 31, 2010, warrant:
purchase 415,782 shares of our common stock wegstaoding at exercise prices ranging from $9.2%26.00 per share, with a weigh
average exercise price of $17.59 per share. Alddeaember 31, 2010, there were 250,000 sharesrofamumon stock reserved for issus
upon conversion of the 7.00% Notes.

The exercise or conversion of all or a portion of senior notes, outstanding options and warramd,the vesting of our restricted st
would dilute the ownership interests of our stoddbes. Furthermore, future sales of substantial wat®of our common stock in the pul
market, or the perception that such sales areyliteloccur, could affect prevailing trading pricglsour common stock and the value of
notes.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our principal facility is located in Austin, TexaBhe following chart indicates the facilities thaé lease, the location and size of ¢
facility and its designated use.

Approximate

Location Square Feet Primary Functions Lease Expiration Date

Austin, Texas 4,218 sq. fi Marketing, sales and administrati 2012
offices

Mountain View, California 2,442 sq. fi Research and development, clinical 201z

and regulatory office
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ITEM 3. LEGAL PROCEEDINGS
Molecular Analytical Systems, Inc. Litigatio

On July 9, 2007, Molecular Analytical Systems (“MASiled a lawsuit in the Superior Court of Califorrfiar the County of Santa Cle
naming Vermillion and Bio-Rad as defendants (th&t&Court lawsuit”)Under the State Court lawsuit, MAS sought an urifipecamount
damages and alleged, among other things, that evindareach of its license agreement with MAS fetato our SELDI technology as a re:
of our entry into a sublicense agreement with Rad. We filed a petition to compel arbitration, ethiwas denied in the trial court. We t
filed our general denial and affirmative defensasAgril 1, 2008. The Company and BRad thereafter appealed the denial of the moti
compel arbitration, which appeal had the effecstafying the State Court lawsuit, which stay washiemr extended in both the state trial
appellate courts when we filed on March 30, 2009phuntary Petition for Relief under Chapter 11lttie Bankruptcy Court. MAS filed a prc
of claim on July 15, 2009, in connection with ounapter 11 bankruptcy proceedings. The proof ofntlaiirrored the MAS lawsuit ai
asserted that we breached the Exclusive Licenseehgent by transferring certain technologies to Bam without obtaining MAS consen
MAS listed the value of its claim as in excess 5f0§0,000. On December 28, 2009, we objected to MASo0of of Claim in the Bankrupt
Court. On January 7, 2010, the Bankruptcy Courtfimoed our Plan of Reorganization. Per the Caudtrder confirming the Plan, ¢
bankruptcy case will be closed when, along witheottequirements, a final, non-appealable judgmemntered on MAS' claims. After th
Plan of Reorganization was confirmed, MAS filed ation with the Bankruptcy Court asking it to abst&iom hearing its proof of claim a
asked the Bankruptcy Court to grant relief from #sudomatic stay so that MAS could proceed with$tete Court lawsuit in California. O\
our objection, the Bankruptcy Court granted thatiomoon March 15, 2010. Thereafter, the Califor@@urt of Appeal set oral argument on
appeal of the trial court order denying our mottoncompel arbitration for June 17, 2010. The Catifa Court of Appeals overturned
Superior Cours decision in an opinion dated July 9, 2010, amtbiead that the dispute be arbitrated before JAMA&SMiled its demand fc
arbitration on September 15, 2010. The demand @idnelude any additional detail regarding MASlaims, and submitted the same comg
for unspecified damages that MAS filed in the Sigre€ourt in 2007. The parties have begun to exghdnitial disclosures in the arbitrati
but JAMS has not yet set a schedule for resoluwifoMAS’s claims, and management cannot predict the ukimatcome of this matter at t
time.

Bio-Rad Laboratories, Inc. Matters

On November 13, 2006, we completed the Instrumerttiriess Sale to BiRad. The Instrument Business Sale included our S
technology, ProteinChip arrays and accompanyingvsoé. Pursuant to the terms of the sales agreetentotal sales price was $20,000,!
of which $16,000,000 was paid by BiRad to us at the closing of the transaction on Wdar 13, 2006. A total of $4,000,000 was held
from the sales proceeds contingent upon our meegntgin obligations, of which $2,000,000 was sgbseatly paid to us in fiscal 2007 ug
the issuance by the United States Patent and Ttte@ffice of a reexamination certificate for UnitStates Patent No. 6,734,022. Fron
amounts held back, the remaining $2,000,000, stibjecertain adjustments, is being held in escrowerve as security for us to fulfill cert
obligations.

In connection with the Instrument Business Sale,antered into a letter agreement with Blad pursuant to which we agreec
indemnify Bio-Rad and its subsidiaries with respgectertain payments made by BRad in connection with the termination of employeéis
former subsidiary in the United Kingdom in the smonth period immediately following the Instrumenidhess Sale. On May 4, 2007, Bio-
Rad delivered a claim for indemnification under #ygeement for $307,000, which was paid out of @2,@00 held in escrow. In August 20
Bio-Rad also filed a proof of claim in the bankrupt@se for indemnification of the MAS lawsuit. Managerhis disputing the claim a
cannot predict the ultimate outcome of this madtethis time.

In connection with the Instrument Business Salealse entered into a manufacture and supply agneiewith Bio-Rad on November 1
2006, whereby we agreed to purchase ProteinChife®gsand ProteinChip Arrays (collectively, the “Baxch Tools Products”) from Bigad
Under the terms of the manufacture and
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supply agreement, we agreed to provide Bio-Radtgugr non-binding, twelvanonth rolling forecasts setting forth our anticgzhineeds fc
Research Tools Products over the forecast pericwafe permitted to provide revised forecasts asssary to reflect changes in demani
the products, and BiRad was required to use commercially reasonabtateffo supply amounts in excess of the applicédnlecast. Eithe
party was permitted to terminate the agreementdovenience upon 180 day®ior written notice, or upon default if the othgarty failed tc
cure such default within 30 days after notice thértn a letter from us to Bi®kad dated May 2, 2008, we exercised our right nmiteate th
November 13, 2006 manufacture and supply agreerieentonvenience upon 180 di' written notice. Consequently, termination of
agreement became effective on October 29, 200&8chober 2009, Bidrad filed a proof of claim in our bankruptcy casesdéd on certa
contract claims for approximately $1,000,000. We aftempting to resolve the contract claims ancetascrued for this contingency wit
general and administrative expense at Decembe2@®1) and 2009. Management cannot predict the uitimatcome of this matter at this tin

Health Discovery Corporation Litigatior

On June 26, 2006, Health Discovery Corporation (Gpfiled a lawsuit against Vermillion in the UnitedaBts District Court for tt
Eastern District of Texas, Marshall Division (th@durt”), claiming that software used in certain of our Prd@idip Systems infringes on thi
of its United States patents. HDC sought injunctielef as well as unspecified compensatory ancarobd damages, reasonable attomey’
fees, prejudgment interest and other costs. On #tubu2006, we filed an unopposed motion with tleeil€to extend the deadline for us
answer or otherwise respond until September 2, 2006 filed our answer and counterclaim to the camplwith the Court on Septembe
2006. Concurrent with our answer and counterclaimasfiled a motion to transfer the case to the hem District of California. On January
2007, the Court granted us motion to transfer #s=do the Northern District of California. The s met for a scheduled mediation on Me
2007. On July 10, 2007, we entered into a licemsk settlement agreement with HDC pursuant to whiehlicensed more than 25 pate
covering HDCS support vector machine technology for use with BEechnology. Under the terms of the HDC Agreemeve receive
worldwide, royalty-free, nomxclusive license for life sciences and diagnoapiplications of the technology and have accessyofature
patents resulting from the underlying intellectpedperty in conjunction with use of SELDI systerRsirsuant to the HDC Agreement, we |
$200,000 to HDC upon entry into the agreement dy 118, 2007, $100,000 three months following théedaf the agreement on Octobe
2007, and $150,000 twelve months following the daftéhe agreement on July 9, 2008. The remainingO¥I00 payable under the HI
Agreement, which was due twerfiyur months following the date of the agreement pagable as of December 31, 2008, was subseq
paid on January 22, 2010. The HDC Agreement setlledisputes between the Company and HDC.

Debtor's Incentive Plan

In connection with the Bankruptcy Filing, on Ap2il, 2009, we filed the Debtor’'s Motion for Entry afi Order Approving the Debtar’
Incentive Plan (the “Debtor’s Incentive Plardid Authorizing Payments thereunder pursuant t8&%b) and 503(b) of the Bankruptcy C
(the “Incentive Plan Motion")which sought to provide proper incentives to theedrs (Gail Page, John Hamilton and James E
collectively, the “Directors”}Yo help achieve a successful sale or restructwiribe Company. At a hearing on June 22, 2009Ckart entere
an Order approving the Incentive Plan Motion (threcéntive Plan Order”). The Debtsrincentive Plan is only triggered upon the ocaweeo
a qualified transaction defined as the closingrgf sale pursuant to section 363 of the BankruptogieCor the effectiveness of a Reorganiz:
Plan confirmed pursuant to section 1129 of the Bapticy Code. The Debta@’Incentive Plan payment was based upon a peraenfad\) the
gross proceeds of Asset Sales, both prior to ated tfe Food and Drug Administration approval af thvarian tumor triage test, and (B)
value of consideration - cash, debt and equitistributed pursuant to a confirmed Reorganizafen. In the end, the Incentive Plan O
provided that the Directors would receive: (i) zeoo Qualified Transaction Proceeds of 3,000,00Cess, (ii) 6% on Qualified Transact
Proceeds of $3,000,001 to $10,000,000, and (iii)@%€Qualified Transaction Proceeds of greater $EH000,000. While the Incentive P
Order provided us with the authority to make digttions under the Debtor’s Incentive Plan,
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we agreed as part of the Plan of Reorganizatisetk final judicial approval of the amounts to eédppursuant to the Debtarincentivi
Plan. On April 13, 2010, our counsel, the Offic@dmmittee of the Equity Security Holders, and thee€ors submitted a proposed settler
to the Bankruptcy Court. On April 14, 2010, aftemearing, an order was issued by the BankruptcytGmproving the Debtos’ Incentive Pla
Under the Debtos Incentive Plan, we were directed to distributeaggregate of $5,000,000 in cash and 302,541 sledresstricted stoc
having a fair value of $6,626,000 in Debtothcentive Plan payments to the Directors. Allrstestricted stock vests with respect to 1/24
the total distributed on each monthly anniversdrihe vesting commencement date, June 22, 2009tdtakDebtors Incentive Plan paymel
were allocated to Gail Page, James Burns and Jahmiltdn on a 60%-20%20% basis, respectively. The contingency was adeoufor upol
the occurrence of the qualified transaction on danid, 2010 when the Bankruptcy Courts issued dirooation order approving o
Reorganization Plan. For the year ended Decemhe2@®D, we incurred $9,969,000 under the termé&efDebtors Incentive Plan, of whic
$6,932,000 was recorded in Reorganization Itemshfemperiod prior to emerging from bankruptcy unther Bankruptcy Code and $3,037,
was recorded in general and administrative expefsethe period subsequent to emerging from bartksupnder the Bankruptcy Code.
April 2010, we distributed an aggregate of $5,000, cash to the Directors. We distributed 226,88dres of our common stock to
Directors under the Debtor’s Incentive Plan dutimg year ended December 31, 2010.

In addition, from time to time, we are involved liegal proceedings and regulatory proceedings arisiat of our operations. V
established reserves for specific liabilities imeection with legal actions that it deems to bebplide and estimable. Other than as discl
above, we are not currently a party to any procegdhe adverse outcome of which would have a nshtadverse effect on our financ
position or results of operations.

ITEM 4. [REMOVED AND RESERVED]
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PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Our common stock is traded on The Nasdaq Globak&tamder the symbol “VRML.”

On September 25, 2008, our common stock was delisten and suspended from trading on The Nasdadg&aparket as a result of @
noncompliance with the listing criteria under Magkace Rule 4310(c)(3). Upon delisting from The dls Capital Market, our common st
became immediately eligible for quotation and begranling over-the-counter (“OTC"pn Pink Quote, formerly known as Pink She
electronic quotation system (“Pink Quote”) on Segter 25, 2008, under the ticker symbol “VRML.PK'ftér a market makes’ application t
trade our common stock on the OTC Bulletin Board w@pproved by the Financial Industry Regulatoryhiuty, our common stock beg
trading on the OTC Bulletin Board under the tickgmbol “VRML.OB” on October 10, 2008.

In connection to our March 30, 2009 filing for eflunder the Bankruptcy Code in the Bankruptcy Gaur common stock began trad
under the ticker symbol “VRMLQ.OBbn April 6, 2009. On April 20, 2009, our common ctobegan trading under the ticker syn
“VRMQE.OB” as a result of us becoming a delinquent filer of quired financial reports to the SEC under treidhal Association ¢
Securities Dealers, Inc. (“NASD”) Rule 6530. After30€day grace period on May 20, 2009, our common steak delisted from the O1
Bulletin Board for noncompliance with NASD Rule &3Jpon delisting from the OTC Bulletin Board, aammmon stock became immedia
eligible for quotation and began trading on Pinko€@uunder the ticker symbol “VRMLQ.PKdn May 20, 2009. On January 27, 2010,
common stock began trading under the symbol “VRML.Ih connection with our emergence from bankruptcgtarrthe Bankruptcy Code
January 22, 2010.

On July 6, 2010, The Nasdaqg Stock Market LLC retisbur common stock on The Nasdaq Global MarketF€ruary 1, 2011, the
were 64 registered holders of record of our comsstook, including multiple beneficial holders andbdsitories, banks and brokers listed
single holder in the street name of each respediéyp®sitory, bank or broker. The closing price @f common stock on February 18, 2011
$5.28.

The following sets forth the quarterly high and Itrading prices as reported by The Nasdaq Globak&taPink Quote and OTC Bulle
Board for the periods indicated. Any prices reflegtOTC quotations are based on quotations betweaters, which do not reflect retail mark-
up, markdown or commissions, and do not necessafilsesent actual transactions.

2010 2009
High Low High Low
First Quarte! $34.0( $20.9( $ 0.9C $0.21
Second Quarte 29.0( 10.9¢ 1.2C 0.0z
Third Quartel 13.5C 4.9t 14.0C 0.01
Fourth Quarte 9.4¢ 4.5¢ 28.4¢ 9.5¢€

Dividends

We have never paid or declared any dividend oncootmon stock and we do not anticipate paying casbehds on our common stc
in the foreseeable future. If we pay a cash dividen our common stock, we also may be requiredjotipe same dividend on an @mverte:
basis on any outstanding preferred stock, warraatsyertible notes or other securities. Moreoves; preferred stock or other senior dek
equity securities to be issued and any future tfadilities might contain restrictions on our étyito declare and pay dividends on our com
stock. We intend to retain all available funds ang future earnings to fund the development andesijon of our business.
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Unregistered Sales of Equity Securities

On January 7, 2010, we closed a private placemansaction with a group of investors. We receivé48d,850,000 in gross proceeds fi
the sale of 2,327,869 shares of our common stoekpaice of $18.4932 per share. The shares of @mnwn stock issued in connection v
the private placement were exempted from the negish requirement pursuant to Regulation D of 8exurities Act. Accordingly, the
restricted shares were subject to the resale limits of Rule 144 under the Securities Act, asaadaction not involving a public offeri
because, among other things, the investors wemedited investors at the time of the transactiod appropriate legends were affixed to
instruments representing such securities issusddh transaction.

From November 30, 2009, through January 22, 20¥0exchanged 428,906 shares of our common stock7td00,000 in principal a
unpaid interest of $732,000 related to the conlertsenior notes due September 1, 2011. From Oc&ihe2009 through November 19, 2(
$4,400,000 in principal related to the 7.00% Notes converted into 220,000 shares of our commockstbhe offer and issuance of
securities was exempt from registration under $ac{(a)(9) of the Securities Act.

From November 24, 2009 to January 22, 2010, weangdd a total of 15,794 shares of our common gtarc®305,000 in principal ai
$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 8aci(a)(9) of the Securities Act.

From October 5, 2009, through April 12, 2010, wsuexd 990 shares of our common stock for $12,008 fre cash exercise of warre
dated August 3, 2006, with an exercise price of. @ 2er share (the “August 3 Warrantsijd 3,496 shares of our common stock fron
cashless exercise of 8,625 underlying common stbekes of the August 3 Warrants. From October 89 2through April 12, 2010, we isst
990 shares of our common stock for $12,000 fromctsh exercise of warrants dated November 15, 20i@6,an exercise price of $12.60
share (the “November 15 Warrants&nd 3,486 shares of our common stock from the eashéxercise of 8,625 underlying common ¢
shares of the November 15 Warrants. From SepteBthe2009, through March 4, 2010, we issued 392&t#0es of our common stock
$3,627,000 from the cash exercise of warrants dAteglist 29, 2007, with an exercise price of $9.25 ghare (the “2007 Warrantsgnc
521,213 shares of our common stock from the caslgrsrcise of 1,435,678 underlying common stockeshaf the 2007 Warrants. The o
and issuance of securities is subject to the réigai@tions of Rule 144 under the Securities Act.

On August 29, 2007, we completed a private placeésale of 2,451,309 shares of our common stockaawdrrant to purchase up to
additional 1,961,047 shares of our 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 grpssceeds. In connection with Quest Diagnosticdi@pation in this transaction, \
amended a warrant to purchase an additional 22G;68fes of our common stock that was originallyésisto Quest Diagnostics on July
2005. Pursuant to the terms of the amendment, #eant to purchase 220,000 shares of our commahk stas reduced from $35.00 per sl
to $25.00 per share and the expiration date wandert from July 22, 2010, to July 22, 2011. The,saffer and issuance of the securities
exempt from registration under Section 4(2) andRate 506 of Regulation D of the Securities Act,aagransaction not involving a puk
offering because, among other things, the investerg accredited investors at the time of the fatien and appropriate legends were aff
to the instruments representing such securitiee such transaction.

As partial consideration for services as placenag@nt in connection with the August 29, 2007 pevplacement sale, we issue
warrant to purchase up to 92,100 shares of our comstock with an exercise price of $9.25 per shakexpiration date of August 29, 201
Oppenheimer & Co. Inc. (“OppenheimerQur Board of Directors determined the value of swettrants to be equal to the price paid fol
warrants by the investors in the offering, or $1[25 warrant share, for an aggregate value of $005,The sale, offer and issuance ol
securities was exempt from registration under 8act(2) and/or Rule 506 of Regulation D of
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the Securities Act, as a transaction not invohangublic offering, because among other things, @pp&ner was an accredited investor a
time of the transaction and appropriate legende wéixed to the instruments representing suchrgesiissued in such transaction.

Equity Compensation Plan Information

We currently maintain three equibased compensation plans that were approved bgtookholders. The plans are the Amendec
Restated 2000 Stock Plan (the “2000 Plan”), the Aged and Restated 2000 Employee Stock Purchas€tR&f2000 ESPP")and the 201
Stock Incentive Plan (the “2010 Plan”).

2000 Plan.The authority of our Board of Directors to grantwnstock options and awards under the 2000 Planiteted in 2010. TF
Board of Directors continues to administer the 260én with respect to the stock options that renmeitstanding to our officers, employe
directors and a consultant. At December 31, 20i#€retwere 646,485 shares of stock options thatiremuistanding under the 2000 Plan.

2000 ESPP Subject to limits, all of our officers and emplogéa the United States are eligible to particigatthe 2000 ESPP. The 2(
ESPP operates in successive mignth offering and purchase periods. Participamtthé ESPP may purchase our common stock at thef
each purchase period at a purchase price equd.@8a8of the lower of the fair market value of owmmon stock at the beginning of
offering period or the end of the purchase peridte 2000 ESPP administrator may allow particip&amtsontribute up to 15.0% of their eligil
compensation to purchase stock under the 2000 ES&PBoard of Directors or a committee of our BoafDirectors administers the 2C
ESPP. The total amount of shares originally avéldbr purchase under the 2000 ESPP was 1,5050f9%hich 136,222 shares had b
purchased.

2010 Plan.The 2010 Plan is administered by the Compensatmmrg@ittee of the Board. Our employees, directorsl, @nsultants a
eligible to receive awards under the 2010 Plan. Z0&0 Plan permits the granting of a variety of @saincluding stock options, sh
appreciation rights, restricted shares, restristegre units, and unrestricted shares, deferree shwts, performance and caséttled award
and dividend equivalent rights. We are authorizedssue up to 1,322,983 shares of common stockyadae $0.001 per share under the -
Plan, subject to adjustment as provided in the 2BEN. At December 31, 2010, there were 203,000eshaf stock options that rem
outstanding under the 2010 Plan.

The number of shares of our common stock to beetssipon exercise of outstanding stock optionsyightedaverage exercise price
outstanding stock options and the number of stearaable for future stock option grants and staalards under equity compensation plar
of December 31, 2010, were as follows:

Number of
Securities
Remaining
Available for
Future
Number of Weighted- Issuance
Securities to Average Under Equity
be Issued Upol Exercise Compensatior
Price of
Exercise of Outstanding Plans
Outstanding (Excluding
Options, Options, Shares
Warrants and Warrants Reflected in
Plan Category Rights and Rights First Column)
Equity compensation plans approved by securitydrs| 849,48 $ 16.1:@ 1,013,98:3)
Equity compensation plans not approved by sechdtgers — — —
Total 849,48! $ 16.1c 1,013,98:

(1) Includes outstanding stock options for 646,485 ehaf our common stock under the 2000 Plan anddR03hares of our common st
under the 2010 Pla
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(2) Includes the weighted average stock price for antling stock options of $14.62 under the 2000 BRah$20.93 for the 2010 Ple
(3) Includes 1,013,983 shares of our common stocki®2010 Plan. No future awards shall occur unde000 Plan or the 2000 ESF

Performance Graph
Pursuant to SEC Release No. 333-8876 and Instnsctmltem 201(e)(6) of Regulation S-K, informatismot required.
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ITEM 6. SELECTED FINANCIAL DATA

The selected consolidated financial data preselgdalv for the fiscal years ended December 31, 20009, 2008, 2007 and 2006
derived from audited financial statements. The dataforth below should be read in conjunction ithnagemensg Discussion and Analy:
of Financial Condition and Results of Operationd auor financial statements and related notes theappearing elsewhere in this Anr
Report on Form 1@ On March 30, 2009, we filed a voluntary petititor relief under the Bankruptcy Code in the Bamitoy Court. Wi
operated our business and managed our propertigelasrs in possession while under the jurisdictidnthe Bankruptcy Court and
accordance with the applicable provisions of thekBaptcy Code and orders of the Bankruptcy Court.J@nuary 22, 2010, we emerged f
bankruptcy under the Bankruptcy Code. The seled#dal in this section are not intended to replacdinancial statements.

For the year ended December 31,
(In thousands, except per share data)
Consolidated Statements of Operations Data:

Revenue
Product
License
Service
Total revenu«®
Cost of revenue
Product
Service
Total cost of revenu®
Gross profil
Operating expense
Research and developmt
Sales and marketir
General and administrati\
Total operating expens:
Gain on sale of instrument busin«)
Loss from operation
Loss on extinguishment of de®)
Interest incom
Interest expens
Loss on investments in auction rate secur®
Change in fair value and exercise of warrants(
Debt conversion cos
Reorganization item®
Reorganization iten-related party incentive ple®
Other income (expense), r
Loss before income tax
Income tax benefit (expens
Net loss

Net loss per shai- basic and dilute
Shares used to compute basic and diluted net Byssogpnmon shar

34

2010 2009 2008 2007 2006
$ 306 $ — $ 10 $ — $11,29:
867 — — — —

— — 114 44 6,92:
1,17¢ — 124 44 18,21¢
88 — 4 — 5,81¢

— — 20 28 3,52(

88 — 24 28 9,33¢
1,087 — 10C 16 8,877
3,84¢ 2,34¢ 5,28¢ 8,321 11,47
2,857 45¢ 2,01¢ 2,067 12,56¢
8,98¢ 2,56% 7,30¢ 10,85¢ 10,66
15,68¢ 5,36¢ 14,61 21,24¢ 34,70:
— — — 1,61( 6,92¢
(14,602) (5369  (1451) (19,620  (18,89)
— — — — (1,48))
40 28 39¢ 734 84z
(491) (1,697) (2,035) (2,307) (2,25¢)
58 — (2,176) — —
4,35: (12,106) — — —
(141) (81¢) — — —
(1,677) (2,066) — — —
(6,937) — — — —
35¢ (20) (41) 69 (125)
(19,03)  (22,03) (18,370 (21,119 (21,919
— (11) 40 (16 (152)
$(19,03)  $(22,049  $(18,33()  $(21,28)  $(22,066
$ (189 $ (33) $ (28) $ (447) $ (6.09
10,40¢ 6,66 6,382 4,76E 3,64
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As of December 31
(In thousands)

Consolidated Balance Sheet Datz 2010 2009 2008 2007 2006
Cash and cash equivale(@® $22,91¢ $ 3,44( $ 2,464 $ 7,617 $17,71:
Investment in securitie — — — 8,87t —
Working capital (deficit 13,72¢ (63€) (3,727) 8,534 12,99¢
Total asset 24,03t 4,60¢ 3,85¢ 24,05 23,01¢
Long-term debt and capital lease obligations, includingent

portion 12,00( 17,76¢ 28,87¢ 28,667 25,51
Total stockholder equity (deficit) 4,61¢€ (27,31 (29,069 (11,462 (9,907
(1) The decrease in revenue for the year ended Dece3ah@007 compared to the same period in the gear was due to our sale of

(2)

3)

(4)

(5)

(6)
(7)

(8)
(9)

(10)

assets and liabilities of our protein research peteland collaborative services business tomBao-Laboratories, Inc. We did not begi
generate revenue from diagnostic products andegtlatensing until the year ended December 31, 2

The decrease in cost of revenue for the year eDeéedmber 31, 2007 compared to the same periocipribr year was due to our salt
the assets and liabilities of our protein resegmadducts and collaborative services business teR&id Laboratories, Inc. in Noveml|
2006 in order to concentrate our resources on dpi@ clinical protein biomarker diagnostic produeand services. The decrease in
of revenue was consistent with the decrease imtevéor the same perio

The gain on sale of instrument business for the gaded December 31, 2006 and 2007 was due tcateipkthe assets and liabilities
our protein research products and collaborativeiees business to B-Rad Laboratories, Inc. in November 20

The decrease in loss from operations from $14,61 the year ended December 31, 2008 to $5,36hé&ye¢ar ended December 31, 2
was due primarily to the bankruptcy filing in Mar@009 and the subsequent curtailment of operatons expenditures while unt
bankruptcy protectior

The loss on extinguishment of debt of $1,481 ferykar ended December 31, 2006 represents the emgesf $868 of unamortized d
discount and $613 of unamortized prepaid offeringtg related to the exchange of $27,500 of our dfvertible senior notes d
September 1, 2008 for $16,500 of 7% convertiblesaind $11,000 in cas

Loss on investment in auction rate securitias due to an other-than-temporary charge on invegtravailable-fosale of $2,176 for tt
year ended December 31, 20

Effective January 1, 2009, the adoption of the meaounting guidance resulted in the reclassificatibcertain outstanding warrants fr
stockholders'deficit to liability, which further required remaasment at the end of each reporting period. Téssited in the change
fair value and exercise of warrants for the yeacded December 31, 2009 and 20

Reorganization items include professional advigees and other costs directly associated with dwapfer 11 bankruptcy activitie
Reorganization items for the Debtihcentive Plan for the year ended December 310 2Bnounted to $6,932. We paid $5,000 in
and accrued $1,932 for the value of the vestediqmartof restricted stock under the Debsothcentive Plan prior to emerging fr
bankruptcy.

The increase in cash and cash equivalents fromd@3g4 December 31, 2009 to $22,914 at Decembe?2@®1Q was due to a privi
placement sale of 2,327,869 shares of our comnuuk $or net proceeds of $42,800 in January 2018agisof emerging from bankrupt
partially offset by operating and other expensesrired as well as the cash exercise of certairtandsg warrants
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

You should read the following discussion and anglys conjunction with our Consolidated Financigla&ments and related No
thereto, included on pages F-1 through F-37 of #hisiual Report on Form 10-K, and “Risk Factorsthich are discussed in Item 1A. ~
statements below contain forward-looking statemeiitisin the meaning of the Private Securities latign Reform Act. See “Forwarkdeoking
Statements” on page i.

Overview

Vermillion was originally incorporated in Califomion December 9, 1993, under the name Abiotic 8ystén March 1995, Abiot
Systems changed its corporate hame to Ciphergesy&&ms, Inc., and subsequently on June 21, 20@0ncorporated in Delaware. Under
name Ciphergen Biosystems, Inc., we had our ingiddlic offering on September 28, 2000. On Noveni3r2006, we sold the assets
liabilities of our protein research products antlatmrative services business to BRad, which allowed us to focus on the developmémoiuc
diagnostics tests. On August 21, 2007, Cipherges\Bitems, Inc. changed its corporate name to Vimmilinc. Effective at the close
business on March 3, 2008, we effected a 1 forel@nse stock split of our common stock. Accordingly share and per share amounts
adjusted to reflect the impact of the 1 for 10 reeestock split in this Annual Report on Form 10-K.

We are dedicated to the discovery, developmentcantmercialization of novel highalue diagnostic tests that help physicians diag,
treat and improve outcomes for patients. Our t@stsntended to help guide decisions regardingpatreatment, which may include decisi
to refer patients to specialists, to perform addi testing, or to assist in the selection ofdapgr A distinctive feature of our approach i
combine multiple markers into a single, reportaibldex score that has higher diagnostic accuracy ttsaconstituents. We concentrate
development of novel diagnostic tests in the fiedfl®@ncology, hematology, cardiology and wongehkealth, with the initial focus on ovar
cancer. We also intend to address clinical questietated to early disease detection, treatmepbree, monitoring of disease progres:
prognosis and others through collaborations wistdileg academic and research institutions.

Management (“we”, “us” or “our"toncentrates its development of novel diagnostitsti the fields of oncology, hematology, cardiy
and womers health, with the initial focus on ovarian candéfe also intend to address clinical questions edldad early disease detecti
treatment response, monitoring of disease progresgirognosis and others through collaborations vigading academic and rese:
institutions such as our strategic alliance agregmih Quest Diagnostics.

On March 30, 2009, we filed for relief under theapter 11 of the Bankruptcy Code. We emerged fromkihgptcy protection ¢
January 22, 2010, pursuant to the terms of a Jarmyat010 order entered by the Bankruptcy courtr@ygipg our Second Amended Plar
Reorganization under Chapter 11.

Our lead product, OVAL, was cleared by the FDA ept8mber 11, 2009. OVA1 addresses a clear unmmetallineed, namely the pre-
surgical identification of women who are at higbkrof having a malignant ovarian tumor. Numerouslists have documented the benef
referral of these women to gynecologic oncologiststheir initial surgery. Prior to the clearande@VAL, no blood test had been clearec
the FDA for physicians to use in the mergical management of ovarian adnexal masses. O¥A&lqualitative serum test that utilizes
well-established biomarkers and proprietary FEl@ared software to determine the likelihood of igredncy in women over age 18, wit
pelvic mass for whom surgery is planned. OVAl wasealbped through large padinical studies in collaboration with numerous deaic
medical centers encompassing over 2,500 clinicalpges. OVAL was fully validated in a prospectiveltinaenter clinical trial encompass
27 sites reflective of the diverse nature of thaichl centers at which ovarian adnexal masseswaatuated. The results of the clinical 1
demonstrated that among non-gynecologic oncolqd®\1, in conjunction with clinical
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evaluation, was able to identify 91.7% of the m@digt ovarian tumors and to rule out malignancy N#th 93.2% certainty. Recently, d
were presented at the 2010 International GynecolGgncer Society Meeting demonstrating the higlsitigity of OVAL for epithelial ovaria
cancers; overall OVA1 detected 95/96 epithelialr@racancer cases for a sensitivity of 99.0%, iditig 40/41 stage | and stage Il epithe
ovarian cancers, for an overall sensitivity of 98.tor early stage epithelial ovarian cancers, aspared to 65.9% for CA125 using the AC
cutoffs. The improvement in sensitivity was eveaajer among premenopausal women; for OVAL, seitgifor early stage epithelial ovari
cancer was 92.9% and for CA125, sensitivity was/®b6.Overall, OVA1l detected 76% of malighancies eids®y CA125, including ¢
advanced stage malignancies. OVAL is not indicliedse as a screening or stand-alone diagnostayas

In addition to OVAL, we have development programsther clinical aspects of ovarian cancer as a&ih peripheral arterial disease
the field of peripheral arterial disease, we halentified candidate biomarkers that may help tanifie individuals at high risk for a decrea:
ankle-brachial index score, which is indicativelu likely presence of PAD. We have initiated aefed-use study to validate a multarke
algorithm for the assessment of individuals at fskPAD.

Current and former academic and research institatibat we have or have had collaborations withugie the Johns Hopkins Univers
School of Medicine; the University of Texas M.D. derson Cancer Center; University College Londowe; tmiversity of Texas Medic
Branch; the Katholieke Universiteit Leuven; Climt Gynecology and Clinic of Oncology, Rigshospitateopenhagen University Hospital;
Ohio State University Research Foundation; Stanfbriversity; and the University of Kentucky.

OVA1 is currently being offered by Quest Diagnosti©n March 11, 2010, the Medicare contractor HigtkmMedicare Servici
announced that it would cover OVAL in its reimbumgat program. Under the terms of our strategiamdie agreement with Quest Diagnos
as amended, Quest Diagnostics is required to payfoeed payment of $50 per OVAL performed, as wasll33% of its “gross margirffom
revenue from performing OVAL, as that term is dedirin the strategic alliance agreement as amer@edst Diagnostics is the exclus
clinical laboratory provider of OVAL in its exclua territory, which includes the US, Mexico, Britadnd India through September 11, 2
OVALl was CE marked in September 2010, a requirefioemharketing the test in the European Union. @@agnostics has the right to ext:
the exclusivity period for an additional year begddeptember 11, 2014 on the same terms and camlithn estimated 6,155 OVALs hi
been performed from the launch on March 9, 2016utin December 31, 2010.

On February 3, 2011, we received an award of tvemtgr approved in November 2010, for the aggregate of $489,000 under {
Internal Revenue Service Qualifying TherapeuticcDigry Projects Grant Program for our OVA2 and P#&bgrams. The grant relates to 2
expenditures and was awarded to therapeutic omd#&ig discovery projects that show a reasonabtenpial to result in new therapies
diagnostic tests that address areas of unmet niedied or that prevent, detect or treat chroniaaute diseases and conditions.

On February 18, 2011 we completed a follompublic offering sale of 4,000,000 shares of cammon stock in an underwritten pul
offering at a price of $5.45 per share. We expettpmoceeds of the offering will be approximateB0$00,000 after deducting underwrit
discounts and expected offering expenses. Rotht@dpartners acted as the sole manager of theirgffeFhe underwriter has been grant
30-day option to purchase up to 500,000 additi@ha@res from the Company and 100,000 shares froallingsstockholder to cover over-
allotments, if any.

Critical Accounting Policies and Estimates

The notes to the consolidated financial statemenigain a summary of the Compasgignificant accounting policies that are presd
in Part Il Item 8, “Financial Statements and Supmatary Data”, of this Annual Report on Form KOWe believe that it is important to he
an understanding of certain policies, along with telated estimates that we are required to makeciording the financial transactions of
Company, in
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order to have a complete picture of the Comparfiriancial condition. In addition, in arriving #tese estimates, we are required to r
complex and subjective judgments, many of whichuide a high degree of uncertainty. The followingaisdiscussion of these criti
accounting policies and significant estimates esldb these policies.

Fair Value of Investmen

We classify all of our marketable securities aslabée-forsale. We carry these investments at fair valuesdagon the levels of inpt
described below. The amortized cost of securitieshis category is adjusted for amortization ofnpitems and accretions of discount:
maturity. Such amortization is included in interestome. Realized gains and losses are recordedristatement of operations. If we beli
that an other-than-temporary decline exists, @us policy to record a writdown to reduce the investments to fair value acdnakthe relate
charge as a loss on investments in auction ratgises.

Accounting Standards Codification (“ASC” or “Codifition”) 820 “Fair Value and Measurementigfines fair value as the excha
price that would be received for an asset or patdansfer a liability (an exit price) in the pripal or most advantageous market for the as:
liability in an orderly transaction between markatticipants on the measurement date. ASC 820edtablishes a fair value hierarchy wt
requires an entity to maximize the use of obseevabputs and minimize the use of unobservable sputten measuring fair value. 1
standard describes three levels of inputs that lneaysed to measure fair value:

Level 1 - Quoted prices in active markets for idmaitassets 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 primguiitilize 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.

If a financial instrument uses inputs that falldifferent levels of the hierarchy, the instrumerill e categorized based upon the lov
level of input that is significant to the fair valicalculation. Our financial assets measured atvidue on a recurring basis include secut
available for sale. Securities available for salduide money market funds at December 31, 2010aantion rate securities through June -
in private placements of credit linked notes.

Fair Value of Warrant:

Prior to January 1, 2009, common stock warranteewecorded in stockholders equity in accordancé WisC 815, Derivatives an
Hedging” and ASC 825, “Financial instruments.” Ha@e in June 2008, the Financial Accounting Stansld8dard (“FASB”)issued ne
guidance now codified in ASC 815 that clarifies treermination of whether an instrument (or an esdbd feature) is indexed to an entty’
own stock, which would qualify for classificatios a liability. The new guidance was effective fimahcial statements issued for fiscal y
beginning after December 15, 2008. The adoptiothefnew guidance on January 1, 2009, resulteddnréhlassification of certain of ¢
outstanding warrants from stockholdedsgficit to liability and a cumulative effect of alige in accounting principle on our accumulatedaite
In addition, the stock warrants are required tofdie valued at each reporting period, with the desin fair value recognized in «
consolidated statement of operations. We fair véh@ewarrants using a Black Scholes valuation mdsligice the outstanding common si
warrants are fair valued at the end of each reppnpieriod, any change in the underlying assumptiortbe Black Scholes valuation mor
including the volatility and price of our commomesk, may have a significant impact on our constdéiddinancial statements.
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Research and Development Cc

Research and development costs are expensed aethdldesearch and development costs consist plynoépayroll and related cos
materials and supplies used in the developmenewof products, and fees paid to third parties thatoot certain research and developr
activities on behalf of the Company. Software depaient costs incurred in the research and developofenew products are expense:
incurred until technological feasibility is estaghled.

Stock-Based Compensation

We account for stock options and stock purchadegigelated to our 2010 Stock Incentive Plan (@10 Plan”),2000 Stock Plan (tt
“2000 Plan”) and 2000 Employee Stock Purchase @ten“2000 ESPP under the provisions of ASC 718 which requiresrgengnition of th
fair value of stock-based compensation. The faineaf stock options and ESPP shares was estinugiad a BlackScholes option valuatis
model. This model requires the input of subjecigsumptions in implementing ASC 718 including expastock price volatility, expected |
and estimated forfeitures of each award. The falue of equitybased awards is amortized over the vesting petfiddeoaward, and we ha
elected to use the straigliie method of amortization. Due to the limited ambof historical data available to us, particyaslith respect t
stock-price volatility, employee exercise pattesing forfeitures, actual results could differ froor assumptions.

We account for equity instruments issued to nonleyges in accordance with the provisions of ASC @hf ASC 505, “Equity.’As &
result, the non-cash charge to operations foremployee options with vesting or other performacriteria 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 haveeffeet of changing compensation expenses.

Contingencies

We account for contingencies in accordance with ASG Contingencies (“ASC 450"ASC 450 requires that an estimated loss frt
loss contingency shall be accrued when informasieailable prior to issuance of the financial stagata indicates that it is probable tha
asset has been impaired or a liability has beenriad at the date of the financial statements anelnthe amount of the loss can be reaso
estimated. Accounting for contingencies such aallagd contract dispute matters requires us tmusgudgment. We believe that our accr
for these matters are adequate. Neverthelesscthal #oss from a loss contingency might diffemfrour estimates.

Income Taxe

Our income tax policy records the estimated futaseeffects of temporary differences between thebigsis 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 defetaadassets in the future, an adjustment t
deferred tax assets would increase net incomeesipéhiod such determination was made.

Recently Adopted Accounting Pronouncements

In April 2010, the FASB amended the authoritativedgnce addressing accounting for arrangementshichwa vendor satisfies
performance obligations over time, with all or atfmm of the consideration contingent on futurergsereferred to as “milestoned.he scop
of the new guidance is limited to milestones iraagements that involve research or developmentitiesi, such as achieving a specific re
from the
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research or development efforts. The amendmentiggsvguidance on the criteria that should be meti&ermining whether the milestc
method of revenue recognition is appropriate. Adagrcan recognize consideration that is continggran achievement of a milestone ir
entirety as revenue in the period in which the stdae is achieved only if the milestone meetsréttita to be considered substantive. A vel
that is affected by the amendment is required twide a description of the overall arrangementescdption of each milestone and rel:
contingent consideration, a determination of wheteach milestone is considered substantive, thtoradhat the entity considered
determining whether the milestone or milestonessatestantive, and the amount of consideration mgized during the period for the milest
or milestones. This amendment will be effective éar interim period ending March 31, 2011. The adment is not expected to hav
material impact on our financial position, resatoperations or cash flows.

In September 2009, the FASB issued ASU 2009Madltiple Deliverable Revenue Arrangeme@sSU 200913), which amended t
accounting standards for multiple element arrangesn®:

» provide updated guidance on whether multiple dedibikes exist, how the elements in an arrangementldtbe separated and h
the consideration should be allocat

* require an entity to allocate revenue in an arrarege using estimated selling prices (ESP) of eéainent if a vendor does not h:i
vendo-specific objective evidence of selling price (VSQIEXhirc-party evidence of selling price (TPE); a

» eliminate the use of the residual method and requivendor to allocate revenue using the relagllang price method

ASU 200943 is effective for fiscal years beginning aftendul5, 2010, which for the Company will be Janufary2011, with earl
application permitted. The adoption of ASU 2009id3hot expected to have a significant impact on @oenpanys consolidated financi
statements.

In February 2010, the SEC issued a policy statermedtstaff work plan regarding the potential useJoyted States issuers of finan
statements prepared in accordance with Interndtieimancial Reporting Standards (“IFRSTERS is a comprehensive series of accoul
standards published by the International Accoun8tendards Board. Under the proposed timelinecstt by the SEC, we could be require
the future to prepare financial statements in ataoce with IFRS, and the SEC is expected to malfetarmination in 2011 regarding
mandatory adoption of IFRS. We are currently assgsthe impact that this potential change would ehan our consolidated financ
statements, and will continue to monitor the depeient of the potential implementation of IFRS.

In January 2010, the FASB issued Accounting Statslalpdate (“ASU”) No. 2010-6rair Value Measurements and Disclosure®
amend the disclosure requirements related to rieguand nonrecurring fair value measurements. ABIOB requires new disclosures on
transfers of assets and liabilities between Leviglubted prices in active market for identical ésse liabilities) and Level 2 (significant ott
observable inputs) of the fair value measuremeatahthy, including the reasons and the timing ef tlansfers. Additionally, this guidar
requires a roll forward of activities on purchassales, issuance, and settlements of the assetdiadilities measured using significi
unobservable inputs (Level 3 fair value measures)eASU 20106 is effective for the Company on January 1, 2@&k@ept for the disclosu
on the roll forward activities for Level 3 fair wed measurements, which will become effective fer@mmpany on January 1, 2011. Other
requiring additional disclosures, adoption of thésv guidance did not have a material impact orfioancial statements.
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Results of Operations — Year Ended December 31, 2DAs compared to Year Ended December 31, 2009
The selected summary financial and operating datéemmillion for the years ended December 31, 2866 2009 were as follows:

Year Ended December 31, Increase (Decrease)
(dollars in thousands 2010 2009 Amount %
Revenue
Product $ 30¢ $ — $ 30¢€ —
License 867 — 867 —
Total revenu 1,17¢ — 1,17¢ —
Cost of revenue
Product 88 — 88 —
Total cost of revenu 88 — 88 —
Gross profil 1,087 — 1,087 —
Operating expense
Research and developmt 3,84¢ 2,34¢ 1,502 64
Sales and marketir 2,857 45k 2,40z 52¢
General and administrati\ 8,98¢ 2,562 6,42z 251
Total operating expens: 15,68¢ 5,36: 10,32¢ 195
Loss from operation (14,602 (5,369 (9,239 17z
Interest incom 40 28 12 43
Interest expens (491) (1,697 1,20¢ (72)
Gain on investments in auction rate secur 58 — 58 —
Change in fair value and exercise of warrants 4,35z (12,10¢) 16,45¢ (13€)
Debt conversion cos (142) (81¢ 67¢ (83)
Reorganization item (1,677 (2,06¢€) 38¢ (29
Reorganization item- related party incentive ple (6,932 — (6,932 —
Other income (expense), r 35¢€ (20) 37¢ (1,890
Loss before income tax (19,039 (22,03)) 3,00z (14)
Income tax benefit (expens — (11) 11 —
Net loss $(19,039 $(22,049) $ 3,01/ (14

Product Revenue Product revenue was $308,000 for the year endeérbeer 31, 2010. We recognized product revenueh®ryea
ended December 31, 2010 for sales of OVAL throughsDDiagnostics. OVAL was launched on March 902&1id thus there was no proc
revenue for the year ended December 31, 2009.

License Revenue License revenue was $867,000 for the year endee@rbeer 31, 2010. Under the terms of our secureddingedi
with Quest Diagnostics, $3,000,000 principal wagifcen upon the achievement of FDA approval for QVAhis amount is recognized
license revenue over the period of sales exclys®iiest Diagnostics received beginning on the O\tafnmercialization date of March
2010. Thus, there was no license revenue for the gieded December 31, 2009.

Cost of Product RevenueCost of product revenue includes royalties on mé¢sspaid to JHU, as well as sample acquisition lat
qualification costs related to the testing of reddets for the assays included in OVA1 to ensineytmeet the specifications required
inclusion. Product cost of sales was $88,000 ferytear ended December 31, 2010. There was no tpsbduct revenue for the year en
December 31, 2009.

Research and Development Expensd®esearch and development expenses represent mostsed to develop our technology and ¢
out clinical studies, and include personnel-relaeplenses, regulatory costs,
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reagents and supplies used in research and devetdgaboratory work, infrastructure expenses, idiclg allocated facility occupancy &
information technology costs, contract services attter outside costs. Research and developmenns@pealso include costs relatet
activities performed under contracts with our dodleators and strategic partners. Research andafeaeht expenses increased by $1,502
or 64%, for the year ended December 31, 2010 cosdpiarthe same period in 2009. This increase ircuw $774,000 increase in stdukse:
compensation, a $454,000 increase in persomahaied expenses due to the increased headcoanttedtemergence from bankruptcy unde
Bankruptcy Code, and a $137,000 increase in calidlom and clinical trial costs due to our develgmiin other clinical aspects of ovat
cancer as well as our intended-use study for PAR2s€ items were partially offset by a $206,000 ekese in depreciation expense. Stbeke:
compensation expense increased to $992,000 fyretreended December 31, 2010 compared to $21900@Pe same period in 2009.

Sales and Marketing ExpensesOur sales and marketing expenses consist primafilpersonnekelated expenses, education
promotional expenses, and infrastructure experisekiding allocated facility occupancy and inforimoat technology costs. These expel
include the costs of educating physicians, laboyafgersonnel and other healthcare professionalardayy OVALl. Sales and market
expenses also include the costs of sponsoringragnyy medical education, medical meeting partiégratind dissemination of scientific ¢
health economic publications. Sales and marketipgreses increased by $2,402,000, or 528%, foréhe gnded December 31, 2010 comp
to the same period in 2009. The increase was pityrdue to a $1,492,000 increase in personnel ardgnnelkelated expenses, reflecting
addition of fifteen sales and marketing employeethe year ended December 31, 2010, and a $54h0f€ase in marketing expenses rel
to the commercialization and launch of OVA1.

General and Administrative Expense$seneral and administrative expenses consist piliynafripersonnekelated expenses, professic
fees and other costs, including legal, finance acabunting expenses, and other infrastructure esqeerincluding allocated facility occupa
and information technology costs. General and aihinative expenses increased by $6,422,000, or 2586 the year endt
December 31, 2010 compared to the same perioddf. Zthe increase was primarily due to a $1,967i06kase in legal, audit and tax rele
services and a $573,000 increase in persomialed expenses. Personnel, consulting, legalf and tax related expenses increased d
significant efforts to bring current all periodieports required by the Exchange Act upon our enmegydrom bankruptcy. Stodbase
compensation expense was $831,000 and $328,00doyears ended December 31, 2010 and 2009, resgectUnder the terms of tl
Debtor’s Incentive Plan, we also incurred $3,037,000 kzte@ party incentive expenses during the year @fEember 31, 2010 for the ve
of the vested portions of restricted stock issued.

Interest Income.Interest income increased by $12,000, or 43%,Herytear ended December 31, 2010, compared to the pariod il
2009.

Interest Expenselnterest expense decreased by $1,200,000, or ti%he year ended December 31, 2010, compared:tsaime peric
in 2009. Interest expense in both periods consistegkly of interest related to our convertible isemotes and related party loterm debi
however, total debt outstanding at December 310 2@ds $12,000,000 compared to $17,765,000 at Deme&ih 2009 and our rate of intel
was reduced in 2010 compared to 2009.

Gain on Investment in Auction Rate SecuritiesGain on investment in auction rate securities éata$58,000 for the year enc
December 31, 2010 compared to none in the samedpfen 2009. The auction rate securities were goltlly 2010, eliminating our position
the investment.

Change in Fair Value and Gain from Exercise of Waants, Net.The change in fair value and gain from exercisevafrants c
$4,353,000 for the year ended December 31, 2010pwasarily due to the change in our stock priceimlyrthe year then ended. Effect
January 1, 2009, the adoption of the new accoumjiridance resulted in the reclassification of dartaitstanding common stock warrants f
stockholders’ deficit to liability, which furtheequired re-measurement at the end of each repgérigd.
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Debt Conversion Costs Debt conversion costs for the year ended DeceBitbeP010 totaled $141,000 compared to $819,00QHik
same period in 2009. During the year ended DeceBihe?009, we entered into exchange agreementsthétd.50% and 7.00% Note holc
that included a more favorable conversion rate @mgbto the original conversion rates under thsesf the 4.50% and 7.00% Notes.

Reorganization Items Reorganization items for the year ended Decembge?@0 totaled $1,677,000 compared to $2,066,00@hk
same period in 2009. Reorganization items includéegsional advisory fees and other costs direxgociated with our Chapter 11 bankru
activities.

Reorganization Items - Related Party Incentive PlanReorganization items for the year ended Decer@beP010 amounted
$6,932,000. We paid $5,000,000 in cash and accétg382,000 for the value of the vested portioneesfricted stock under the Incentive F
prior to us emerging from bankruptcy under the Baptcy Code.

Other Income (Expense), NetNet other income was $358,000 for the year endezkdéer 31, 2010 compared to $20,000 of ex
for the same period in 2009. Other income for tharyended December 31, 2010 included an award @fgtants for the aggregate sun
$489,000 under the Internal Revenue Service Quadjffherapeutic Discovery Projects Grant Prograntfie OVA2 and PAD programs.

Income Tax Benefit (Expense)There was no income tax benefit or expense foy#ae ended December 31, 2010 compared to in
tax expense of $11,000 for the same period in 2D@®me tax expense in 2009 was due to foreignnirectaxes.
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Results of Operations - Year Ended December 31, 20@s compared to Year Ended December 31, 2008
The selected summary financial and operating datéeomillion for the years ended December 31, 2806 2008 were as follows:

Year Ended December 31, Increase (Decrease)
(dollars in thousands 2009 2008 Amount %
Revenue
Product $ — $ 10 $ (20 (100)
Service — 114 (1149 (100)
Total revenue — 124 (129 (200
Cost of revenue
Product — 4 4 (200
Service — 20 (20 (100)
Total cost of revenu — 24 (29) (100)
Gross profi — 10C (100 (100
Operating expense
Research and developmt 2,34¢ 5,28¢ (2,947 (56)
Sales and marketir 45E 2,01¢ (1,569 (77)
General and administrati\ 2,562 7,30¢ (4,747 (65)
Total operating expens 5,36: 14,61° (9,259 (63
Loss from operation (5,367) (14,51 9,15¢ (63)
Interest incomt 28 39¢ (371 (93
Interest expens (2,697 (2,035 344 ()]
Loss on investments in auction rate secur — (2,176 2,17¢ 10C
Change in fair value and exercise of warrants (12,106 — (12,10€ —
Debt conversion cos (819 — (819 —
Reorganization item (2,066 — (2,06¢€) —
Other income (expense), r (20) (42) 21 (512)
Loss before income tax (22,03 (18,370 (3,667) 20
Income tax benefit (expens (11) 40 (512) (128)
Net loss $(22,04%) $(18,33() $ (3,719 20

Product Revenue There was no product revenue for the year endeékeer 31, 2009. Product revenue of $10,000 wasrgtuefron
the sales of thrombotic thrombocytopenic purpuflal£”) test component material to The Ohio Statevdrsity Research Foundation (“OSU”
for the year ended December 31, 2008.

Service RevenueThere was no service revenue for the year endedrbleer 31, 2009. Service revenue for the year eBdegmber 3.
2008, consisted of $66,000 received from a consortsupported by the European Union for advancedecotdr diagnostics resea
performed, and $48,000 from support services pewvih a customer in accordance with a consortiuraeagent, which expired on March
2008.

Cost of Product RevenugeThere was no cost of product revenue for the yede@ December 31, 2009. Cost of product revenageictk
sales of TTP test component material to OSU waB0®4for the year ended December 31, 2008.

Cost of Service RevenueThere was no cost of service revenue for the yade@ December 31, 2009. Cost of service revenuhé
year ended December 31, 2008 were costs assoweidtedupport services provided to a customer iroedance with a consortium agreem
which expired on March 31, 2008.
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Research and Development Expensd®esearch and development expenses decreased &g 809, or 56%, to $2,346,000 for the )
ended December 31, 2009, from $5,289,000 for tmeesperiod in 2008. This decrease was primarily thu¢he reduction in employ
headcount to one at December 31, 2009, from foldemember 31, 2008, and, correspondingly, salap@groll taxes, employee benefits
stockbased compensation decreased by $685,000, and éngvenses decreased by $64,000. Additionallyabollation costs decreased
$621,000 due to the completion of the whole blopdcémen collection for OVA1 510(k) pmaarket notification application by our clini
research organization; other professional servitsseased by $260,000; materials and supplies ins#te development of new produ
decreased by $230,000 due to the completion of O¥liical trials; depreciation and loss on dispasibssets decreased by $592,000;
occupancy costs decreased by $448,000 primarilytaltlee reduction of rent expense related to ouveriato a smaller principal facility «
July 1, 2008. Stockased compensation expense included in researclderelopment expenses was $219,000 and $120,00teoyear
ended December 31, 2009 and 2008, respectively.

Sales and Marketing ExpensesSales and marketing expenses decreased by $1,8640007%, to $455,000 for the year er
December 31, 2009, from $2,019,000 for the samimghém 2008. This decrease was primarily due todowccupancy costs as a result ol
reduction of rent expense related to our move a&maller principal facility on July 1, 2008, by1$4000; payroll and related expense:
$697,000; outside services by $138,000; and trexpénses by $160,000. Stdslised compensation expense included in sales arketing
expenses was $24,000 and $93,000 for the yearsl @eteember 31, 2009 and 2008, respectively.

General and Administrative Expense$seneral and administrative expenses decreased,B¢&a800, or 65%, to $2,562,000 for the
ended December 31, 2009, from $7,309,000 for theesgeriod in 2008. The decrease was primarily du$408,000 in payroll and relas
expenses; $1,212,000 in legal services, $917,0@0her professional services; $793,000 in accogndind auditing fees; $114,000 in tre
expenses; $922,000 in contingency relating to d@raohdispute; $243,000 in depreciation and relatepenses, and $218,000 in occupi
costs. The decrease was offset by an accrual df,860 for related party severances, and an inclieasther operating expenses of $117,
Stockbased compensation expense included in generaladnunistrative expenses was $328,000 and $423,000the years end
December 31, 2009 and 2008, respectively.

Interest Income and Expensénterest income was $28,000 for the year ended mbee 31, 2009, compared to $399,000 for the
period in 2008. Interest income decreased primatilg to lower interest yields and the reductiomngéstments available-fagale and mone
market funds. Interest expense was $1,691,000hyear ended December 31, 2009, compared to $2@B%or the same period in 20
Interest expense in both periods consisted largéiyterest related to our convertible senior naes borrowings from Quest Diagnost
Interest expense included the amortization of teeeficial conversion feature associated with the80% convertible senior notes ¢
underwriter fees associated with the 7.00% corertsenior notes, which amounted to $150,000 antll 820 for the years enc
December 31, 2009 and 2008, respectively.

Loss on Investment in Auction Rate SecuritiesThere were no losses related to investments aleifabsale for the year end
December 31, 2009. Loss on investment in auctigacurities was due to an other-than-temporaaygehon investments available-feate o
$2,176,000 for the year ended December 31, 2008.

Change in Fair Value and Gain from Exercise of Waants, Net.The change in fair value of warrants was $20,082 a0 the yec
ended December 31, 2009 as a result of warrantuaans. Warrant exercise gain was $7,956,000tHeryear ended December 31, 2
Effective January 1, 2009, the adoption of the rm@wmounting guidance resulted in the reclassificatib certain outstanding warrants fr
stockholders’ deficit to liability, which furtheequired re-measurement at the end of each repgérigd.
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Debt Conversion CostsDebt conversion costs were $819,000 for the yeateénDecember 31, 2009 During the year end
December 31, 2009, we entered into exchange agrégsméth the 4.50% and 7.00% Note holders thatuishet!l a more favorable convers
rate compared to the original conversion rates utideterms of the 4.50% and 7.00% Notes.

Reorganization Items Reorganization items were $2,066,000 for the yeded December 31, 2009. Reorganization items grenme
directly attributed to our Chapter 11 reorganizajiwocess such as advisory and professional seiegseof $1,770,000 and expenses relati
the debtor-in-possession financing of $203,000.M&e 2 to our consolidated financial statementsafeummary of these costs.

Other Income (Expense), NetNet other expense was $20,000 for the year endedrbiger 31, 2009, compared to $41,000 for the
period in 2008.

Income Tax Benefit (Expense)income tax expenses were $11,000 for the year eDdedmber 31, 2009. Income taxes were a beni
$40,000 for the year ended December 31, 2008. iid@ie tax benefit was due to foreign income tavrre$.

Liquidity and Capital Resources
We have experienced significant cumulative opegaliisses since inception and, as of December 3D,2tad an accumulated defici
$298,509,000.

On March 9, 2010, we commercially launched OVAL. Wik continue to expend substantial resourceshim delling and marketing
OVA1, researching and developing additional keydastic tests, and obtaining FDA clearance and cerializing those products in addit
to OVAL. We will continue to be in an accumulatesficit position unless sufficient revenues can baagated to offset expenses. We be
that our existing cash and cash equivalents wiklificient to meet our cash requirements for asiehe next twelve months. On February
2011 we completed a follown public offering sale of 4,000,000 shares of cammon stock in an underwritten public offeringaaprice o
$5.45 per share. We expect net proceeds of thergfeill be approximately $20,200,000 after dedugtunderwriting discounts and expec
offering expenses.

The successful achievement of our business obgsctivay require additional financing and therefare,may need to raise additio
capital or incur indebtedness to continue to fundfature operations. We may seek to raise cathitaligh a variety of sources, including:
» the public equity marke
» private equity financing
» collaborative arrangemen
» licensing arrangements; and
* public or private deb
Any additional equity financing may be dilutive stockholders, and debt financing, if available, niayolve restrictive covenan
Additional funding may not be available when needean terms acceptable to us. If we are unablebtain additional capital, we may

required to delay, reduce the scope of or elimimatesales and marketing and research and devefdpewévities or not be able to pay
convertible senior notes. Our future liquidity arapital requirements will depend upon many factimduding, among others:

» resources devoted to establish sales, marketingliatribution capabilities
» the rate of product adoption by physicians andepadi
* our determination to acquire or invest in otherduets, technologies and busines:
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» the market price of our common stock as it affttuesexercise of stock options and the conversiongef our convertible debt; ai
» theinsurance payer commur's acceptance of and reimbursement for OV

Cash and cash equivalents as of December 31, 20d0Dacember 31, 2009, were $22,914,000 and $3,@@0 (spectively. /
December 31, 2010, working capital was $13,726,808,at December 31, 2009, working capital defieis $636,000.

Net cash used in operating activities was $20,98bfor the year ended December 31, 2010, resufiimgarily from operating loss
incurred as adjusted for a change in fair valuevafrants and warrant exercises of $4,353,000 amdcash license revenues of $867,(
partially offset by $141,000 in debt conversiontsp$114,000 depreciation and amortization, $1(@ID stockbased compensation expe
and $4,969,000 Debta’Incentive Plan charges with related parties.ddsh used in operating activities also decreasebB{803,000 of ca
provided by changes in operating assets and ligsilimainly driven by the $3,928,000 in reorganattems.

Net cash used in operating activities was $3,114f06 the year ended December 31, 2009, primasla aesult of the $22,048,000
loss reduced by $14,091,000 of ncash expenses that included the net change inathevdlue of warrants and warrant exercise ga
$12,106,000; debt conversion costs of $819,000redégtion and amortization of $335,000; stdi@sed compensation of $571,000;
amortization of convertible senior notes discour8150,000. Net cash used in operating activitias wffset by $4,843,000 of cash provide:
changes in operating assets and liabilities. Nei esed in operating activities was $3,114,0000@92compared to $15,440,000 in 2008. |
cash was used in operating activities in 2009 aspewed to 2008 due primarily to our Chapter 11 Bapicy Filing in March 2009 ai
subsequent curtailment of operations. Net cash useperating activities was $15,440,000 in 2008nprily as a result of the $18,330,000
loss offset by an adjustment for the InstrumentiBess Sale.

Net cash provided by investing activities was $880,for the year ended December 31, 2010, primdiriky to the proceeds from sal
investments of $465,000 and the maturity of a fieatie of deposit pledged as collateral on a letfiecredit of $60,000 partially offset
$180,000 purchase of property and equipment. N&t paovided by investing activities was $42,000 tfor year ended December 31, 2
which primarily resulted from proceeds in connettwith the maturity of a certificate of deposit gdeed as collateral on a letter of credit.
cash provided by investing activities of $10,328,0©2008 primarily resulted from proceeds fromesabf investments of $14,458,000 parti
offset by purchases of investments of $4,100,000.

Net cash provided by financing activities was $80,000 for the year ended December 31, 2010, wieshlted primarily from n
proceeds of $42,782,000 in connection with our dan2010 private placement, offset by $2,195,00@epayments of the 4.50% Notes
$400,000 of the debtor-ipessession financing with Quest Diagnostics. Nshgarovided by financing activities was $4,051,800the yea
ended December 31, 2009, which resulted from netgads of $3,651,000 in connection with the exeroisstock warrants and debtor-in-
possession financing of $400,000 received fromlated party. Net cash provided by financing adtgitwas $3,000 in 2008 resulting fr
proceeds from the purchase of common stock thrthuglemployee stock purchase plan.
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Contractual Obligations

The following summarizes our contractual obligasiaat December 31, 2010, and the effect such oldigatire expected to have on
liquidity and cash flow in future periods:

(in thousands Total 2011 2012 2013 Thereafter
Loan from Quest Diagnostics Ir@ $ 7,00( $ — $7,00( — $ —
Interest payable on loan from Quest Diagnostics® 465 263 20z — —
Convertible senior note 5,00( 5,00( — — —
Interest payable on convertible senior n(? 13z 13z — — —
Noncancelable collaboration obligatic® 1,01z 45C 45(C 113 —
Noncancelable operating lease obligati 197 12¢ 67 1 —
Purchase obligatior — — — — —
Total contractual obligatior $13,80¢ $5,97¢ $7,71¢ $114 $ —

(1) Principal amounts, not including intere

(2) Based on outstanding principal balance and intea¢stas of December 31, 20

(3) The following are nomancelable collaboration obligations: Researchaboltation agreement with the Johns Hopkins UnitseSthoa
of Medicine; Rigshospitalet, Copenhagen Univerbkitspital; The Ohio State University Research Fotindaand Stanford Universit

Off-Balance Sheet Arrangements

As of December 31, 2010, we had no lofitance sheet arrangements that are reasonably ttkeave a current or future material ef
on our consolidated financial condition, result®pérations, liquidity, capital expenditures oritaresources.

ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK
Pursuant to SEC Release No. 333-8876 and Item B6bRegulation S-K, information is not required.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our consolidated financial statements, includingsmidated balance sheets as of December 31, 201Q@09, consolidated stateme
of operations for the years ended December 31,,20009 and 2008, consolidated statements of stéd&ts) equity for the years end
December 31, 2010, 2009 and 2008, consolidatednséatts of cash flows for the years ended Decembhe2®L0, 2009 and 2008 and note
our consolidated financial statements, togetheh witreport thereon of PricewaterhouseCoopers LiakeddFebruary 25, 2011, are attac
hereto as pages F-1 through F-37.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedur

We maintain disclosure controls and proceduresatetiesigned to ensure that information requiodoket disclosed in the reports we
or submit under the Exchange Act of 1934, is reedrgprocessed, summarized and reported withinithe periods specified in the SEC’
rules and forms, and that such information is aadated and communicated to our management, inaudur Chief Executive Officer a
Chief Financial Officer, as appropriate, to allomely decisions regarding required financial discie.
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An evaluation was performed under the supervisiwhwith the participation of our management, inatgdour Chief Executive Offici
and Chief Financial Officer, of the effectivene$she design and operation of our disclosure cdst@od procedures, as defined in Rule 13a-1°
(e) and Rule 15d-15(e) under the Exchange Actf &eoember 31, 2010.

Based on that evaluation, our Chief Executive @ffiand Chief Financial Officer have concluded thatof December 31, 2010 «
disclosure controls and procedures, as definedile B3a-15(e) and Rule 15(d)-15(e) under the Exgbakct, were effective.

Management Report on Internal Control over Finandi&eporting

We are responsible for establishing and maintairadgquate internal control over our financial réipgr We have assessed
effectiveness of internal control over financiapoeting as of December 31, 2010. Our assessmentbassd on criteria set forth by
Committee of Sponsoring Organizations of the Tremgd@ommission, or COSO, in Internal Control-IntegdaFramework.

Our internal control over financial reporting ispeocess designed to provide reasonable assuragaedirg the reliability of financi
reporting and the preparation of financial statetsidar external purposes in accordance with gelyeaaicepted accounting principles in
United States of America (“U.S. GAAP”). Our intefwantrol over financial reporting includes thosdipies and procedures that:

(i) pertain to the maintenance of records that, inamalsle detail, accurately and fairly reflect owmsactions and dispositions of
assets

(i) provide reasonable assurance that transaction®eoeded as necessary to permit preparation ohdiahstatements in accorda
with U.S. GAAP, and that our receipts and expemdglare being made only in accordance with autatioizs of our manageme
and board of directors; ai

(iii) provide reasonable assurance regarding preventitimely detection of unauthorized acquisition, ,usedisposition of our ass:
that could have a material effect on the finanstatements

Because of its inherent limitations, internal cohtsver financial reporting may not prevent or deteisstatements. Also, projections
any evaluation of effectiveness to future periodssabject to the risk that controls may becomdéqaate because of changes in conditior
that the degree of compliance with the policiepracedures may deteriorate.

Based on using the COSO criteria, management coedlwur internal control over financial reporting @ December 31, 2010 v
effective.

The effectiveness of the Compasy'internal control over financial reporting as ofed@mber 31, 2010 has been auditec
PricewaterhouseCoopers LLP, an independent regisfaiblic accounting firm, as stated in their répdrich appears in Item 15.

Changes in internal control over financial reportip

There was no change in our internal control ovearitial reporting that occurred during the quaereded December 31, 2010 that
materially affected, or is reasonably likely to evally affect, our internal control over financiaporting.

Remediation of material weaknesst

As discussed in “ltem 9A(T) Controls and ProcedureManagement’s Report on Internal Control overaRtial Reporting”in out
Annual Report on Form 1R-for the fiscal year ended December 31, 2009, terizh weakness existed in our internal controlrdigancia
reporting related to maintaining sufficient staff

49



Table of Contents

with the necessary experience in U.S. GAAP to tymmrform our controls procedures relating to tikeoanting and reporting proces:
Specifically, as a result of our Bankruptcy Filiagder Chapter 11 of the Bankruptcy Code, we didhaet sufficient accounting and repor
expertise necessary to make estimates requiringfisant judgment or to record complex transaction® manner necessary to facilitate
timely filing of all Forms required by the Exchanget.

A material weakness is a significant deficiencytiivi the meaning of Public Company Accounting OigdrsBoard Auditing Standa
No. 5), or combination of significant deficiencighat results in more than a remote likelihood thahaterial misstatement of the annu:
interim financial statements will not be preventedietected on a timely basis by employees in timal course of their work.

Throughout fiscal 2010, we have been involved fiores to restore and maintain an effective intermabtrol environment. In Febru:
2010, as part of this process, we hired an Intafioe President, Finance & Chief Accounting OffiGard engaged independent contrac
some of whom were our former employees, to perfannextensive review of fiscal 2008 and 2009 tratizas and prepare financial statem
for the years then ended in accordance with U.SABAn May 2010, we filed our past-due Forms 10a@d 10Ks to become compliant wi
the Exchange Act. We have hired a Vice Presidedt@mief Financial Officer, a Corporate Controllerdatwo fulltime accounting staff.
addition, we have restored, updated and re-implésdeour internal control processes and procedoresfiect our existing operations.

We have tested the effectiveness of the newly implged controls and found them to be operatingctfiely for a sufficient period
time to reduce to a remote likelihood the posdipiif a material misstatement. As a result, managermas concluded that, as of Decembe
2010, the material weakness described above hasrbeediated.

ITEM 9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information regarding our Directors, committedsour Board of Directors, including our audit caonttee and nominating a
corporate governance committee, our Director notiinaprocess, and our Executive Officers appeartinger the headinglriformatior
Regarding the Board of Directors, Committees anth@@te Governance,” “Management” ari8ettion 16(a) Beneficial Ownership Repor
Compliance,” of our proxy statement relating to @011 Annual Meeting of Stockholders to be heldJome 23, 2011 (the2011 Prox
Statement”) is incorporated by reference.

Our Board of Directors adopted a code of ethicBéeember 2010. This code of ethics is applicablalltemployees, including both ¢
President and Chief Executive Officer and Chief afitial Officer. This code of ethics is publicly #sbhle on our website
http://www.vermillion.com. If our Board makes anynandments to this code other than technical, adtnative or other nosubstantiv
amendments, or grants any waivers, including intpli@ivers, from a provision of this code to anyicdr or person described in paragr
(a) of Item 5.05 of Form 8-K, we will disclose thature of the amendment or waiver, its effectiviee dand to whom it applies on our website.

ITEM 11. EXECUTIVE COMPENSATION

The information appearing under the headings “Bdaamnpensation,” “Compensation Discussion and Angfy/s Executive Office
Compensation,” “Corporate Governance — Compensadiiommittee Interlocks and Insider Participation'ddiReport of the Compensati
Committee” of the 2011 Proxy Statement is incorpetdy reference.

ITEM12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information appearing under the heading “Seégc@wnership of Certain Beneficial Owners and Maragnt” of the 2011 Prox
Statement is incorporated by reference.

See the description regarding our equity compemsatians contained in the notes to our financetesbents, attached hereto.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information appearing under the heading “CerRlationships and Related Transactions” dnébfmation Regarding the Board
Directors, Committees and Corporate Governancéfi®@®2011 Proxy Statement is incorporated by refaren

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information appearing under the heading “Ratfon of the Selection of the Independent Publicdunting Firm for Vermillion"of
the 2011 Proxy Statement is incorporated by referen
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) LIST OF DOCUMENTS FILED AS PART OF THIS REPOR

1. Financial Statemeni
The financial statements and notes thereto, andefirts of the independent registered public actiog firm thereon, are set fo

on pages F-1 through F-37.

2. Exhibits
The exhibits listed in the accompanying index tbikits are filed or incorporated by reference ag péthis Annual Report ¢

Form 10-K.
52



Table of Contents

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: February 25, 201 /sl Gail S. Pag
Gail S. Page
Executive Chairperson, President and Chief Exeeufifficer (Principal
Executive Officer

Date: February 25, 201 /s/ Sandra A. Gardine
Sandra A. Gardiner
Vice President and Chief Financial Offic

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

Name Title Date
/s/ Gail S. Page Executive Chairperson, President and Chief Exeeufifficer February 25, 2011
Gail S. Page (Principal Executive Officer)
/s/ Sandra A. Gardiner Vice President and Chief Financial Officer February 25, 2011
Sandra A. Gardine
/sl James S. Burns Director February 25, 2011
James S. Burr
/s/ John F. Hamilton Director February 25, 2011
John F. Hamiltor
/sl Peter S. Roddy Director February 25, 2011
Peter S. Rodd
/s/ William C. Wallen, Ph.D. Director February 25, 2011

William C. Wallen, Ph.D

/s/ Carl Severinghaus Director February 25, 2011
Carl Severinghau
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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 o 8-K 000-31617 99.1  November 25, 200
Reorganization Under Chapter 11 of the BankruptogleC
dated November 24, 20(

2.2 Disclosure Statement for Deb’s (Vermillion, Inc’s) First 8-K 00C-31617 99.1 December 4, 200
Amended Plan of Reorganization Under Chapter lthef
Bankruptcy Code dated December 3, 2

2.3 Findings of Fact, Conclusions of Law and Order @Gaomhg 8-K 00C-31617 2.1 January 12, 201
Debtor’s (Vermillion Inc.’s) Second Amended Plan of
Reorganization Under Chapter 11 of the BankruptogeC
dated January 7, 20:

3.1 Fourth Amended and Restated Certificate of Incapon of 8-K 000-31617 3.1 January 25, 2010
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 Incatfwor of S-1 33:3-146354 3.1 September 27, 20C
Vermillion, Inc.

3.4 Amended and Restated Bylaws of Vermillion, Incriffierly ~ S-1/A  333-32812 3.4  August 24, 2000
Ciphergen Biosystems, Inc

4.1 Form of Vermillion, Inc.’s (formerly Ciphergen Bigstems,  S-1/A  333-32812 4.1  August 24, 2000
Inc.) Common Stock Certifica

4.2 Indenture between Vermillion, Inc. (formerly Cipben S-3 33E-10955¢€ 4.1  October 8, 200
Biosystems, Inc.) and U.S. Bank National Associatated
August 22, 200.

4.3 First Supplemental Indenture between Vermillior,. land 8-K 000-31617 10.1  December 17, 2008
U.S. Bank National Association dated December D08

4.4 Indenture between Vermillion, Inc. (formerly Cipben 8-K 000-31617 4.1  November 21, 200

Biosystems, Inc.) and U.S. Bank National Associatated
November 15, 200
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4.5 Preferred Shares Rights Agreement between Verm,| 8-A 00C-31617 4.2  March 21, 200:

Inc. (formerly Ciphergen Biosystems, Inc.) and Queta
Stock Transfer & Trust Company dated March 20, Z

4.6 Amendment to Rights Agreement between Vermilliort, 8-K 000-31617 4.4  July 28, 2005
(formerly Ciphergen Biosystems, Inc.) and Wellsgear
Bank, N.A. dated July 22, 20(

4.7 Second Amendment to Rights Agreement betw 8-K 00C-31617 4.5 October 4, 200!
Vermillion, Inc. (formerly Ciphergen Biosystemsglhanc
Wells Fargo Bank, N.A. dated September 30, z

4.8 Third Amendment to Rights Agreement betw: 8-K 00C-31617 10.1  September 12, 20(
Vermillion, Inc. and Wells Fargo Bank, N.A., dated
September 11, 20(

10.1 Fourth Amended and Restated Investors Rights Agee¢ S-1 333-32812 10.z  March 20, 2000
dated March 3, 200

10.2 1993 Stock Option Plan S-1 33:-32812 10.2  March 20, 200(

10.3 Form of Stock Option Agreement S-1/A  33:-32812 10.2  August 24, 200(

104 2000 Stock Plan and related form of Stock Option S-1/A 333-32812 10.5  August 4, 2000
Agreement #

10.5 Amended and Restated 2000 Employee Stock Purchase10-Q  000-31617 10.€  November 14, 200
Plan #

10.6 Vermillion, Inc. 2010 Stock Incentive Plar 8-K 00C-31617 10.1  February 12, 201

10.7 Ciphergen Biosystems, Inc. 401(k) Pla 1-K  00C-31617 10.7  March 22, 200!

10.8 Registration Rights Agreement dated August 22, 2603 S-3 333-109556 10.1  October 8, 2003

Vermillion, Inc.’s (formerly Ciphergen Biosysteniac.)
4.50% Convertible Senior Notes due September 18

10.9 Form of Exchange and Redemption Agreement ¢ 8-K 00C-31617 10.5¢  November 6, 200
November 3, 2006, between Vermillion, Inc. (fornye
Ciphergen Biosystems, Inc.) and certain holdetisof
4.50% Convertible Senior Notes due September 18
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10.10 Registration Rights Agreement dated Novembel 8-K 00C-31617 10.1  November 21, 200
2006, between Vermillion, Inc. (formerly Ciphergen
Biosystems, Inc.) and Initial Purchasers of it0%0
Convertible Senior Notes due September 1, :

10.11 Letter Agreement between Vermillion, Inc. (forme S-1/A 333146354 10.4¢  November 27, 200
Ciphergen Biosystems, Inc.) and Oppenheimer & 6o
dated August 3, 20C

10.12 Warrant with Oppenheimer & Co. Inc. dated August 3, S-1/A  333-146354  10.47  November 27, 200
2006

10.13 Warrant with Oppenheimer & Co. Inc. dat S-1/A 33146354 10.4¢  November 27, 200
November 15, 200

10.14 Engagement Letter between Vermillion, Inc. (fornge S-1/A 333146354 10.4¢  November 27, 200
Ciphergen Biosystems, Inc.) and Oppenheimer & 6o
dated August 3, 20C

10.15 Placement Agent Agreement between Vermillion, Inc. S-1/A  333-146354  10.61  November 27, 200
(formerly Ciphergen Biosystems, Inc.) and
Oppenheimer & Co. Inc. dated March 28, 2!

10.16 Securities Purchase Agreement by and an S-1 333-146354 10.57  September 27, 20(
Vermillion, Inc. and the purchasers party theredted
August 23, 200°

10.17 Form of Warran 1C-Q 00C-31617 10.51 November 14, 200

10.18 Form of Securities Purchase Agreement between 8-K 000-31617 10.1  December 29, 2009
Vermillion, Inc. and the purchasers party theredted
December 24, 200

10.19 Employment Agreement between Sandra A. Gardine 8-K 00C-31617 10.1  April 22, 2010
Vermillion, Inc. dated April 9, 2010

10.20 Employment Agreement between Gail S. Page and 8-K 000-34810 10.1  September 30, 2010
Vermillion, Inc. dated September 28, 201

10.21 Employment Agreement between Eric T. Fung and 8-K 000-34810 10.z  September 30, 2010

Vermillion, Inc. dated September 28, 201
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10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

Form of Severance Agreement between key exec
employees and Vermillion, Inc.

Separation Agreement and Release between Debra A.
Young and Vermillion, Inc. dated November 1, 20C

Form of Proprietary Information Agreement between
Vermillion, Inc. (formerly Ciphergen Biosystemsgclhanc
certain of its employees

Consulting Agreement between Richard G. Taylor
Vermillion, Inc. dated August 26, 200¢

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

MAS License Agreement with IllumeSys Pacific, I
dated April 7, 199

MAS License Agreement with Ciphergen Technolog
Inc. (formerly ISP Acquisition Corporation) dated
April 7, 1997

Settlement Agreement and Mutual General Releasmby
among Vermillion, Inc. (formerly Ciphergen Biosysig,
Inc.), lllumeSys Pacific, Inc., Ciphergen Technaésg
Inc., Molecular Analytical Systems, Inc., LumiCytac.
and T. William Hutchens dated May 28, 200

Assignment Agreement by and among Vermillion,
(formerly Ciphergen Biosystems, Inc.), lllumeSy<ife,
Inc., Ciphergen Technologies, Inc., Molecular Atiak
Systems, Inc., LumiCyte, Inc. and T. William Hutokse
dated May 28, 2003

License Agreement between Vermillion, Inc. (formperl
Ciphergen Biosystems, Inc.) and Molecular Analjtica
Systems, Inc. dated May 28, 200
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8-K

8-K

S-1/A

S-1/A

S-1/A

8-K

00C-31617

000-31617

333-32812

00C-31617

333-32812

33:-32812

33:-32812

000-31617

00C-31617

000-31617

10.1

10.1

10.€

10.1

10.12

10.2:

10.2¢

99.2

99.c

99.4

August 29, 200t
November 5, 200

August 24, 2000

August 29, 200

September 27, 2000

August 24, 200

August 24, 200

June 11, 2003

June 11, 200

June 11, 2003
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10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

Collaborative Research Agreement between Unive 10-K
College London, UCL Biomedica plc and Vermillion,

Inc. (formerly Ciphergen Biosystems, Inc.) dated
September 22, 2005

Distribution and Marketing Agreement betwe S-1/A
Vermillion, Inc. (formerly Ciphergen Biosystemsclh
and Ciphergen Biosystems KK dated March 24, 1

Strategic Alliance Agreement between Vermilliorg.In  8-K
(formerly Ciphergen Biosystems, Inc.) and Quest
Diagnostics Incorporated dated July 22, 2

Amendment to Strategic Alliance Agreement betw 8-K
Vermillion, Inc. and Quest Diagnostics Incorporated
dated October 7, 20(

Amendment to Strategic Alliance Agreement between 8-K
Vermillion, Inc. and Quest Diagnostics Incorporated
dated November 10, 20:

Stock Purchase Agreement between Vermillion, Inc.  8-K
(formerly Ciphergen Biosystems, Inc.) and Quest
Diagnostics Incorporated dated July 22, 2

Warrant between Vermillion, Inc. (formerly Cipherc 8-K
Biosystems, Inc.) and Quest Diagnostics Incorpdrate
dated July 22, 200

Amendment to Warrant between Vermillion, Inc. 8-K
(formerly Ciphergen Biosystems, Inc.) and Quest
Diagnostics Incorporated dated August 29, 2

Letter Agreement between Vermillion, Inc. and Qt S-1
Diagnostics Incorporated dated August 29, 2

Credit Agreement between Vermillion, Inc. (forme 8-K
Ciphergen Biosystems, Inc.) and Quest Diagnostics
Incorporated dated July 22, 20
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00C-31617

33:-32812

000-31617

00C-31617

000-34810

000-31617

00C-31617

000-31617

33E-146354

00C-31617

10.5¢

10.2¢

10.4¢

10.z

10.1

10.4¢

10.4¢

10.Z

10.3¢

10.47

March 17, 200¢

September 22, 20(

July 28, 2005

October 21, 200

November 12, 201

July 28, 2005

July 22, 200¢

August 29, 2007

September 27, 20(

July 28, 200¢
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10.42

10.43

10.44

10.45

10.46

10.47

10.48

10.49

10.50

DebtorIn-Possession Credit and Security Agreen  8-K
between Vermillion, Inc. and Quest Diagnostics
Incorporated dated October 7, 2(

Memorialization Agreement between Vermillion,  S-1
Inc. (formerly Ciphergen Biosystems, Inc.) and Q
Diagnostics Incorporated dated January 12, :

Patent Security Agreement between Vermillion,  8-K
(formerly Ciphergen Biosystems, Inc.) and Quest
Diagnostics Incorporated dated July 22, 2

Asset Purchase Agreement between Vermillion, 14a
(formerly Ciphergen Biosystems, Inc.) and Bio-Rad
Laboratories, Inc. dated August 14, 2(

Amendment to Asset Purchase Agreement betweers-1
Vermillion, Inc. (formerly Ciphergen Biosystems,

Inc.) and Bio-Rad Laboratories, Inc. dated

November 13, 200

Stock Purchase Agreement between Vermillion, IncS-1
(formerly Ciphergen Biosystems, Inc.) and Bio-Rad
Laboratories, Inc. dated November 13, 2

Transition Services Agreement between Vermilli  S-1/A
Inc. (formerly Ciphergen Biosystems, Inc.) and Bio-
Rad Laboratories, Inc. dated November 13, 20

Amendment No. 1 to Transition Services Agreemen$-1
between Vermillion, Inc. (formerly Ciphergen
Biosystems, Inc.) and Bio-Rad Laboratories, Inc.
dated May 11, 200

Amendment No. 2 to Transition Services Agreemen$-1
between Vermillion, Inc. (formerly Ciphergen
Biosystems, Inc.) and Bio-Rad Laboratories, Inc.
dated June 15, 20(
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00C-31617

333-146354

00C-31617

00C-31617

333-146354

333-146354

335-146354

333-146354

333-146354

10.1

10.4(

10.4¢

Annex A

10.4;

10.4¢

10.5:

10.5(

10.51

October 21, 200

September 27, 2007

July 28, 200t

September 12, 20(

September 27, 2007

September 27, 2007

November 27, 200

September 27, 2007

September 27, 2007
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10.51

10.52

10.53

10.54

10.55

10.56

141
21.0
23.1

311

31.2

32.0

—+ 0
N

Incorporated by Reference Filed
Exhibit Description Form File No. Exhibit Filing Date Herewith
Manufacture and Supply Agreement betw S-1/A 333146354 10.5¢  November 27, 200

Vermillion, Inc. (formerly Ciphergen Biosystemsgcih

and Bio-Rad Laboratories, Inc. dated November 13,
2006 t

Amendment No. 1 to Manufacture and Supply S-1
Agreement between Vermillion, Inc. and Bio-Rad
Laboratories, Inc. dated August 27, 2(

Cross License Agreement between Vermillion, S-1/A
(formerly Ciphergen Biosystems, Inc.) and Bio-Rad
Laboratories, Inc. dated November 13, 20(

Sublicense Agreement between Vermillion, Inc. S-1
(formerly Ciphergen Biosystems, Inc.) and Bio-Rad
Laboratories, Inc. dated November 13, 2

Letter Agreement between Vermillion, Inc. (forme S-1
Ciphergen Biosystems, Inc.) and Bio-Rad Laborasgrie
Inc. dated November 13, 20

Sublease Agreement between Vermillion, Inc. (fotgn  S-1/A
Ciphergen Biosystems, Inc.) and Bio-Rad Laborasorie
Inc. dated November 13, 200¢

Code of Ethic: 8-K
Subsidiaries of Registra

Consent of PricewaterhouseCoopers LLP, Independent
Registered Public Accounting Fir

Certification of the Chief Executive Officer Pursmdo
Section 302 of the Sarbal-Oxley Act of 2002

Certification of the Chief Financial Officer Pursudo
Section 302 of the Sarbal-Oxley Act of 2002

Certification of the Chief Executive Officer andi€h
Financial Officer pursuant to 18 U.S.C. Section(,3%
adopted pursuant to Section 906 of the SarbanesyOx|
Act of 2002

Furnished herewit
Management contracts or compensatory plan or aeraggt.
Certain portions of this exhibit have been omitted! filed separately with the SEC. Confidentiabtreent has been requested

respect to such omitted portiol
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333-146354

33E-146354

333-146354

335-146354

33E-146354

001-34810

10.5:

10.5¢

10.1:

10.5¢

10.6(

14.1

September 27, 2007

November 27, 200

September 27, 2007

September 27, 20(

November 27, 200

December 7, 201

(1)
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Shareholders of V#ioni Inc.

In our opinion, the consolidated financial statetaeisted in the accompanying index present faiityall material respects, the finan
position of Vermillion, Inc. and its subsidiaries@ecember 31, 2010 and 2009, and the resultsedf tiperations and their cash flows for €
of the three years in the period ended Decembe?@10Q in conformity with accounting principles geally accepted in the United State:
America. Also in our opinion, the Company maintainén all material respects, effective internal tohover financial reporting as
December 31, 2010, based on criteria establishethternal Control—Integrated Frameworlssued by the Committee of Sponso
Organizations of the Treadway Commission (COSOg Tbhmpanys management is responsible for these financitdrants, for maintainir
effective internal control over financial reportiagd for its assessment of the effectiveness efrial control over financial reporting, incluc
in the Management Report on Internal Control ovieahkcial Reporting appearing under Iltem 9A. Oupossibility is to express opinions
these financial statements and on the Compaimgernal control over financial reporting basedour audits (which was an integrated auc
2010). We conducted our audits in accordance wi¢ghstandards of the Public Company Accounting Qgkt8Board (United States). Thc
standards require that we plan and perform thetatmliobtain reasonable assurance about whethdintrecial statements are free of mate
misstatement and whether effective internal corarar financial reporting was maintained in all evé&tl respects. Our audits of the finan
statements included examining, on a test basisleaee supporting the amounts and disclosures irfitla@cial statements, assessing
accounting principles used and significant estimatade by management, and evaluating the ovemaldial statement presentation. Our ¢
of internal control over financial reporting incked obtaining an understanding of internal contk@rdinancial reporting, assessing the risk
a material weakness exists, and testing and euadutite design and operating effectiveness of matecontrol based on the assessed risk
audits also included performing such other procesl@s we considered necessary in the circumstaWeedelieve that our audits provid
reasonable basis for our opinions.

As discussed in Note 2 to the consolidated findnsiatements, the Company voluntarily filed for @tea 11 bankruptcy protection
March 30, 2009 and subsequently emerged from batdywn January 22, 2010.

A companys internal control over financial reporting is @gpess designed to provide reasonable assurancaeliregthe reliability of financit
reporting and the preparation of financial statetsidor external purposes in accordance with gelyeeacepted accounting principles
companys internal control over financial reporting inclisdnose policies and procedures that (i) pertaitiéomaintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseo€dimpany; (ii) provide reasonable assur
that transactions are recorded as necessary toitpgraparation of financial statements in accor@gamdth generally accepted accoun
principles, and that receipts and expenditureshef company are being made only in accordance withogéizations of management :
directors of the company; and (iii) provide readdaaassurance regarding prevention or timely dieteatf unauthorized acquisition, use
disposition of the company’s assets that could lraneterial effect on the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or détmisstatements. Also, projections of
evaluation of effectiveness to future periods atgect to the risk that controls may become inadégibecause of changes in conditions, ol
the degree of compliance with the policies or pdates may deteriorate.

/sl PricewaterhouseCoopers LLP
San Jose, California
February 25, 2011
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Vermillion, Inc.
Consolidated Balance Sheets
(Amounts in Thousands, Except Share and Par Vaineuhts)

December 31,

2010 2009
Assets
Current assett
Cash and cash equivale $ 22,91« $ 3,44(
Accounts receivabl 13¢€ —
Prepaid expenses and other current a 77¢ 454
Total current asse 23,82¢ 3,894
Property and equipment, r 194 18¢
Long-term investments, at fair val — 52¢€
Other asset 12 —
Total asset $ 24,03t $ 4,60¢
Liabilities and Stockholders’ Equity (Deficit)
Current liabilities:
Accounts payabl $ 99¢ $ 2,22i
Accrued liabilities 3,05¢ 1,90z
Debtorin-possession loan with related pa — 40C
Convertible senior notes, net of disco 5,00(C —
Deferred revenu 1,04¢ —
Total current liabilities 10,10: 4,53(
Non-current liabilities:
Long-term debt owed to related pa 7,00( 10,00(
Warrant liability 37¢ 5,65¢
Long-term deferred revent 1,67¢ —
Liabilities subject to compromis — 11,737
Other liabilities 25¢ —
Total liabilities 19,41¢ 31,92¢
Commitments and contingenci
Stockholder’ equity (deficit):
Preferred stock, $0.001 par value, 5,000,000 star®rized, none issued and outstandir
December 31, 2010 and 2009, respecti' — —
Common stock, $0.001 par value, 150,000,000 slaartb®rized; 10,657,564 and 7,918,705 sh
issued and outstanding at December 31, 2010 ar@l 2&§pectively 11 8
Additional pait-in capital 303,27( 252,19¢
Accumulated defici (298,509 (279,479
Accumulated other comprehensive | (156) (46)
Total stockholder equity (deficit) 4,61¢€ (27,31)
Total liabilities and stockholde’ equity (deficit) $ 24,03t $ 4,60¢

See accompanying Notes to Consolidated Financiaé®ents
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Vermillion, Inc.
Consolidated Statement of Operations
(Amounts in Thousands, Except Share and Per ShauAts)

Year Ended December 31,

2010 2009 2008
Revenue
Product $ 30¢ $ — $ 1C
License 867 — 114
Total revenu 1,17¢ — 124
Cost of revenue
Product 88 — 4
Services — — 20
Total cost of revenu 88 — 24
Gross profi 1,087 — 10C
Operating expense
Research and developm¢® 3,84¢ 2,34¢ 5,28¢
Sales and marketir@ 2,857 45k 2,01¢
General and administrativ® 8,98¢ 2,562 7,30¢
Total operating expens 15,68¢ 5,36: 14,61%
Loss from Operation (14,609 (5,369) (24,51
Interest incom: 40 28 39¢
Interest expens (491) (1,697 (2,035)
Gain (loss) on investments in auction rate se@s 58 — (2,17¢)
Change in fair value and gain from exercise of esats, ne 4,35z (22,106 —
Debt conversion cos (141) (819 —
Reorganization item (1,677) (2,06€) —
Reorganization iten—related party incentive ple (6,932 — —
Other income (expense), r 35¢€ (20 (42)
Loss before income tax (19,039 (22,037 (18,370
Income tax benefit (expens — (12) 40
Net loss $ (19,039 $ (22,049 $ (18,33()
Net loss per sha—basic and dilute: $ (1.89) $ (3.3)) $ (2.87)
Weighted average common shares used to computedasidiluted net loss per
common shar 10,404,74 6,662,23. 6,381,80.
Non-cash stoc-based compensation expense included in operatipgnsrs
(1) Research and developm: $ 99z $ 21¢ $ 12C
(2) Sales and marketir 77 24 93
(3) General and administrati' 3,86¢ 32¢ 42:

See accompanying Notes to Consolidated Financiaé®ents

F-3
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Vermillion, Inc.

Consolidated Statement of Changes in Stockholdergquity (Deficit) and Comprehensive Loss
(Amounts in Thousands, Except Share Amounts)

Balance at December 31, 2007
Net loss
Change in unrealized gain(loss) on available fte s
securities
Foreign currency translation adjustm

Comprehensive los

Registration costs adjustment related to private
placement offering

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

Common stock shares issued in connection with
employee stock purchase pl

Stock compensation char

Balance at December 31, 2008

Net loss

Cumulative effect of a change in accounting prite
to reclassify certain warrants to warrant liabi

Cumulative effect adjustment to reclassify a partic
of previously recognized other-than temporary
impairment of auction rate securiti

Change in unrealized gain(loss) on available ftg sa
securities

Foreign currency translation adjustm

Comprehensive los

Warrant exercise
Conversion of convertible senior no
Stock compensation char
Balance at December 31, 20C
Net loss
Change in unrealized gain(loss) on auction rate
securities
Foreign currency translation adjustm
Comprehensive los

Common stock issued in conjunction with private
placement sale, net of issuance ¢

Common stock issued in conjunction with exercise of

stock options
Warrant exercises, net of issuance
Conversion of convertible senior notes, net of
issuance cos
Common stock issued for dek’s incentive plat
Common stock issued for restricted stock aw.
Stock compensation char

Balance at December 31, 201

Accumulated Total
Common Stock Additional Other Stockholders’
fiona Accumulated Comprehensive Comprehensive
Paid-In Equity
Shares Amount Capital Deficit Loss (Deficit) Loss
6,380,19 6 227,89! (239,14)) (221) (11,467)
— — — (18,330 — (18,33() $ (18,33()
— — — — 98 98 98
— — — — (39 (39 (39
$ 18,27))
— — 26 — — 2€
(32) — — — — —
3,75( — 3 — — 3
— — 63€ — — 63€
6,383,911 6 228,56( (257,47)) (162) (29,06¢)
— — — (22,049 — (22,04%) $ (22,04%)
(21) (22)
— — — 66 (66) — —
— — — — 18t 18t 18t
_ — — = (©) (©)] (©)]
$ 21,86¢)
886,37: 1 10,01 — — 10,01¢
648,41 1 13,05( — — 13,05:
— — 571 — — 571
7,918,70! 8 252,19¢ (279,47%) (46) (27,31))
— — — (19,039 — (19,039 $ (19,039
— — — — (119 (119) (119)
— — — — 9 9 9
$ (19,149
2,327,86! 2 42,78( — — 42,78:
21,08: — 42 — — 42
46,97: — 92¢ — — 92¢
16,28 — 45¢ — — 45¢
226,90: — 4,96¢ — — 4,96¢
99,74¢ 1 53t — — 53¢
— — 1,36¢ — — 1,36¢
10,657,56. $ 11 $ 303,27( $ (298,509 $ (156) $ 4,61¢

See accompanying Notes to Consolidated Financiaé®ients
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Vermillion, Inc.
Consolidated Statement of Cash Flows
(Amounts in Thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash isegerating activities
Charge on impairment and (gain) loss on sale afstment:
Change in warrant value and gain from warrant éseraet
Common stock issued for dek’s incentive plan with related parti
Non-cash license revent
Debt conversion cos
Loss (gain) on sale and disposal of property anipagent
Depreciation and amortizatic
Stocl-based compensation expel
Amortization of debt discour
Amortization of debt issuance co:
Write-off of debt issuance costs and discounts relateild subject to compromi:
Impairment of property and equipme
Changes in operating assets and liabilit
(Increase) decrease in accounts receiv
Decrease (increase) in prepaid expenses and athrentasset
Decrease in other assi
Increase (decrease) in accounts payable and adébéities
Decrease in deferred rever
Decrease in other liabilitie
Reorganization item
Net cash used in operating activit
Cash flows from investing activities:
Proceeds from sales of investme
Purchases of investmer
Purchase of certificate of deposit pledged as tohidon letter of cred
Proceeds from sale of property and equipn
Purchase of property and equipm
Proceeds from maturity of CD pledged as collatereletter of credi
Net cash provided by investing activiti
Cash flows from financing activities:
Proceeds from (repayment of) del-in-possession loan financing with related pi
Principal repayment of 4.50% convertible senioes
Proceeds from private placement offering of commstock, net of issuance co:
Proceeds from issuance of common stock from exenfistock option
Proceeds from stock warrant exercises, net of iksaost:
Costs related to issuance of common stock fromamhexercise
Proceeds from purchase of common stock by emplstgedk purchase ple
Issuance costs related to conversion of conversidleor note:
Net cash provided by financing activiti
Effect of exchange rate changes on cash and casveénts
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
Principal reduction from conversion of senior canibée notes
Principal reduction from forgiveness of Quest seddine of credi
Cumulative effect of change in accounting princ—warrant liability
Cumulative effect of change in accounting princ—unrealized loss on investmel
Registration costs adjustment related to privaaegqrhent offering of common stock and warr:
Issuance of common stock from warrant exer
Issuance of common stock from conversion of priakcgmd interest for senior convertible nc

See accompanying Notes to Consolidated Financiaé®ents

F-5

Year Ended December 31,

2010 2009 2008
$(19,03)  $(22,04¢ $(18,33()
(58) — 2,17¢
(4,359 12,10¢ —
4,96¢ — —
(867) = —
141 81¢ —
56 @ 334
114 33t 92¢
1,90( 571 63€
— 73 211
— 9 58
— 93 —
— 87 —
(136) 31 12)
(385) (108) 77¢
(12) — 55E
63 4,92( (2,469
598 — (27
— — (27¢)
(3,92¢) = =
(20,935 (3,119 (15,440
46 — 14,45¢
— — (4,100
— — (100)
5 2 15C
(180) — (85)
60 40 =
35C 42 10,32
(400) 40C —
(2,19 — —
42,78: — —
42 = —
— 3,651 —
(139 = —
— — 3
(46) = =
40,05( 4,051 3
9 3 (39
19,47: 97€ (5,159
3,44( 2,46¢ 7,617
$2291: $ 344( $ 246¢
$ 1,401 $ 67 $ 1,85¢
— 10 35
— % (189 $ 98
(170 — =
(3,000 — —
_ (22) _
— 66 —
= = 26
1,05¢ 6,36¢ —
504 13,05: =



Table of Contents

Vermillion, Inc.
Notes to Consolidated Financial Statements

NOTE 1: B ASIS OF P RESENTATION AND S UMMARY OF SIGNIFICANT A CCOUNTING AND R EPORTING P OLICIES
Organization

Vermillion, Inc. (“Vermillion”; Vermillion and itswholly-owned subsidiaries are collectively refertedas “we” or the “Company”s
incorporated in the state of Delaware, and is eeddg the business of discovering, developing amdmercializing diagnostics tests in
fields of oncology, hematology, cardiology and warsehealth. On March 9, 2010, we commercially laudc®&A1™ ovarian tumor triag
test (“OVAL") and on September 20, 2010 OVAL wasr@&rked, a requirement for marketing the test enElropean Union.

Liquidity

We have incurred significant net losses and negatash flows from operations since inception. Ac&eber 31, 2010, we had
accumulated deficit of $298,509,000. On November20®6, we completed the sale of assets and tiakilof our protein research products
collaborative services business (the “InstrumensiBess Sale”) to Bio-Rad Laboratories, Inc. (“BiaeR). On March 30, 2009, we filed
voluntary petition for relief (the “Bankruptcy Fily”) under the Bankruptcy Code in the United States Bgitky Court for the District
Delaware (the “Bankruptcy Court"On January 7, 2010, in connection with the Secomtedded Plan of Reorganization under Chapt
(“Plan of Reorganization”)ywe completed a private placement sale of 2,3278@9es of our common stock to a group of new arstieg
investors for $43,050,000 in gross proceeds. Suiesgly on January 22, 2010, the confirmation oridsued by the Bankruptcy Co
approving our Plan of Reorganization became fimal all conditions precedent to January 22, 201G wsetisfied or waived. Accordingly, '
emerged from bankruptcy under Chapter 11 (see Rjot®n March 9, 2010, we commercially launched OVRIie to the Instrument Busin
Sale and recent commercial launch of OVA1, we Wille limited revenues until additional diagnoséists are developed or we continu
successfully commercialize OVAL.

To become profitable in the future, we may needdmplete development of additional key diagnositd, obtain United States Fi
and Drug Administration (“FDA gapproval and successfully commercialize those mtsdn addition to OVAL. Our ability to continue toee
our obligations and to achieve our business objestis dependent upon, among other things, raadiitional capital or generating suffici
revenue in excess of costs. We may seek to raigiathl funding from various possible sourcesuding the public equity market, privi
financings, sales of assets, collaborative arramgésnand debt. If we raise additional capital tigfodhe issuance of equity securities
securities convertible into equity, stockholderd experience dilution, and such securities mayehaghts, preferences or privileges senic
those of the holders of our common stock or coiMertsenior notes. If we raise additional fundsissuing debt, we may be subjec
limitations on our operations through debt covesamtother restrictions. If we obtain additionahdis through arrangements with collabore
or strategic partners, we may be required to ralstgour rights to certain technologies or prodticéd we might otherwise seek to retain.

There can be no assurance that we will be ablebtairo such financing, or obtain it on acceptablente If we are unable to obti
financing on acceptable terms, we may be unabéxégute our business plan and we could be reqtoregduce the scope of or eliminate
sales and marketing and research and developmtarities.

Principals of Consolidatior

The consolidated financial statements include theoants of the Company and its wholly owned subsies. All intercompar
transactions have been eliminated in consolidation.
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Basis of Presentatiol

On February 15, 2008, our Board of Directors appdoa 1 for 10 reverse stock split (the “ReverselS®@plit”) of our common stoc
effective at the close of business on Monday, M&,cB008. All share and per share amounts werestadjuo take into account the Rewv
Stock Split in the accompanying notes to the cddatdd financial statements.

The Financial Accounting Standards Board’'s (“FASBAccounting Standards Codification (“ASC” or “Coidiétion”) 85z
“Reorganizations’applied to our financial statements while we opsgatnder the provisions of Chapter 11. ASC 852 dweschange tt
application of generally acceptable accounting giples in the United States of America (“U.S. GAARNA the preparation of financ
statements. However, for periods including and sgbent to the filing of the Chapter 11 petition, A852 does require that the finan
statements distinguish transactions and eventsatieatlirectly associated with the reorganizatiamfithe ongoing operations of the busin
Accordingly, certain expenses that were realizeishaurred during the Chapter 11 proceedings haea b&assified as “reorganization iters?
the accompanying consolidated statements of opesatin addition, prgetition obligations that were impacted by the Ri&éfRReorganizatic
were classified as “liabilities subject to compresiion the consolidated balance sheet as of Decembh&089. Upon emergence fri
bankruptcy under Chapter 11, we reclassified theepptition obligations back to accounts payable, @edrliabilities and convertible sen
notes as is reflected on the consolidated balameet st December 31, 2010.

Use of Estimates

The preparation of consolidated financial statement accordance with U.S. GAAP requires managenienmnake estimates a
assumptions that affect the amounts reported icdhsolidated financial statements and accompanyatgs. The primary estimates underh
our consolidated financial statements include #ievialue of our investment portfolio, assumptisegarding variables used in calculating
fair value of our equity awards, income taxes amatiogent liabilities. Actual results could difffom those estimates.

Cash and Cash Equivalents and Long-term Investments

Cash and cash equivalents consist of cash andyHighid investments with maturities of three masthr less from the date of purch:
which are readily convertible into known amountscagh and are so near to their maturity that thegemt an insignificant risk of change
value because of interest rate changes. Highlydiqwestments that are considered cash equivaiediisde money market funds, certifice
of deposits, treasury bills and commercial paple Garrying value of cash equivalents approximtaievalue due to the shorerm maturity ¢
these securities.

We classify all of our marketable securities asilatsée-for-sale and carry these investments at fair valuegcbapon the levels of inpt
described below. The amortized cost of securitieshis category is adjusted for amortization ofnpitems and accretions of discount:
maturity. Such amortization is included in interestome. Realized gains and losses are recordedristatement of operations. If we beli
that an other-than-temporary decline exists, @us policy to record a writdown to reduce the investments to fair value awdnethe relate
charge as a reduction of interest income.

We review the impairment of our investments on artgrly basis in order to determine the classiitcabf the impairment as “temporary”
or “other-than-temporary'Beginning January 1, 2009, if the fair value ofebidsecurity is less than its amortized cost, veess whether tl
impairment is other-than-temporary. An impairmentonsidered other-thaamporary if: (i) we have the intent to sell thewsgty; (ii) it is
more likely than not that we will be required tdl $be security before recovery of the entire anzed cost basis; or (iii) we do not expec
recover the entire amortized cost basis of the rigcuf an impairment is considered other than pemary based on condition (i)
(i) described above, the entire difference betwienamortized cost and the
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fair value of the debt security is recognized imnéggs. If an impairment is considered other thempgorary based on condition (iii) descri
above, the amount representing credit losses (@&fas the difference between the present valueeotdash flows expected to be collected
the amortized cost basis of the debt security) béllrecognized in earnings and the amount relatirgl other factors will be recognized
other comprehensive loss. Prior to January 1, 206@jnes in the fair value of debt securities deéro be other-thatemporary were reflect:
in earnings as realized losses. Once an othertdraperary impairment is recorded, a new cost bagise investment is established.

With respect to the auction rate securities thateweeld as of January 1, 2009, we determined tiatcumulative effect adjustmi
required to reclassify the non-credit portion oéyously recognized other-thaemporarily impaired adjustments was $66,000. Tioege we
decreased our accumulated deficit and increasedemumulated other comprehensive loss by the $66;0hulative effect adjustment. W
respect to the $1 million of par value auction ragzurities investments held as of December 319,26 unrealized gain included
accumulated comprehensive loss was $119,000. @r26uR010, we sold the auction rate securitiegstments for total proceeds of $465,
and recorded a realized gain on investment of $&8{0r the year ended December 31, 2010.

Fair Value Measurement

ASC 820, “Fair Value and Measuremendi&fines fair value as the exchange price that wbeldeceived for an asset or paid to trans
liability (an exit price) in the principal or mostdvantageous market for the asset or liability i caderly transaction between mai
participants on the measurement date. ASC 820esistlishes a fair value hierarchy which requiresratity to maximize the use of observi
inputs and minimize the use of unobservable inpiitsn measuring fair value. The standard descritreg tlevels of inputs that may be use
measure fair value:

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 primguiitilize 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.

If a financial instrument uses inputs that falldifferent levels of the hierarchy, the instrumerill e categorized based upon the lov
level of input that is significant to the fair valicalculation. Our financial assets measured atvidue on a recurring basis include secut
available for sale. Securities available for satdlide money market funds and auction rate seesiriti credit linked private placement notes.

Concentration of Credit Risk

Financial instruments that potentially subject asat concentration of credit riskonsist of cash and cash equivalents and acc
receivable. We maintain the majority of our castl aash equivalents in recognized financial indting in the United States. We also mair
cash deposits with banks in Western Europe, Cart@2ltiaa and Japan. We have not experienced anyslessaciated with its deposits of ¢
and cash equivalents. We do not invest in deriedtigtruments or engage in hedging activities.

Our accounts receivable are derived from sales rnadestomers located in North America. We perfamgoing credit evaluations of
customers financial condition and generally do not requiodateral. We maintain an allowance for doubtfat@unts based upon the expe
collectability of accounts receivable. Our accouetivable at December 31, 2010 and revenuefidoydar then ended are from one custc
Our accounts receivable at December 31, 2008 arahues for the year then ended are from two custame

F-8



Table of Contents

Property and Equipmen

Property and equipment are carried at cost lessnaglated depreciation and amortization. Property @guipment are depreciated u:
the straight-line method over the estimated udéefas, generally three to five years. Leaseholdrompments are amortized using the straight-
line method over the shorter of the estimated udiééuof the asset or the remaining term of thaske. Maintenance and repairs are charg
operations as incurred. Upon sale or retiremerisséts, the cost and related accumulated depoecet removed from the balance shee
the resulting gain or loss is reflected in operagio

Property and equipment are reviewed for impairnvémén events or changes in circumstances indicatedhrying amount of an as
may not be recoverable. If property and equipmestansidered to be impaired, an impairment lossdegnized.

Revenue Recognitio

Product RevenueWe derive our product revenues from sales of OVAbugh Quest Diagnostics. Our product revenuestdst
performed are recognized when the following revemeeognition criteria are met: (1) persuasive ew@de that an arrangement exi
(2) delivery has occurred or services have beedered; (3) the fee is fixed or determinable; anfdc@lectability is reasonably assur
Accounts receivable from Quest Diagnostics Incaompet (“Quest Diagnosticsptaled $121,000 and none at December 31, 201®@aad
respectively.

License Revenuélnder the terms of the secured line of credit \@tinest Diagnostics, portions of the borrowed priatgmounts may |
forgiven upon our achievement of certain milestonelsiting to the development, regulatory approviadl @ommercialization of certe
diagnostic tests (see Note 4). We account for ¥emgess of principal debt balances as license r@genouer the term of the exclusive s
period that Quest Diagnostics receives upon comaligzation of an approved diagnostic test as waaiobhave a meaningful history of prod
sales that provides a reasonable basis for estighaiture product sales. We recognized licensemawestraight-lined over the 2y®gar perio
of Quest Diagnosticssales exclusivity beginning on OVAl1 commercialinatidate of March 9, 2010 through November 10, 20Q€
November 10, 2010, the period of Quest Diagnc’ sales exclusivity for OVAL1 was amended for up teéhadditional years. Accordingly,
balance of the principle amount forgiven at Noventt® 2010 is recognized as license revenue oraghktline basis over the amended ti
of exclusivity for OVA1 ending in September 201%irdugh December 31, 2010, a total of $3,000,000kas forgiven by Quest Diagnos
based upon milestone achievement.

Other product and service revenugevenue from other product sales, including conslesa is recognized upon product shipn
provided no significant obligations remain and edlion of the receivables is reasonably assuregleiRe= from shipping and handling
recognized upon product shipment, based on the minfiilled to customers for shipping and handlingeTelated cost of shipping and hand
is included in cost of revenue upon product shipim@ervices revenue was recognized upon complefiork and receipt of payment.

Research and Development Co

Research and development costs are expensed aethdlesearch and development costs consist plynoépayroll and related cos
materials and supplies used in the developmenewf products, intellectual property maintenance, f@es paid to third parties that conc
certain research and development activities orbebalf. Software development costs incurred irréisearch and development of new proc
are expensed as incurred until technological féigiks established.

Stock-Based Compensation

We account for stock options and stock purchadegigelated to our 2010 Stock Incentive Plan (@10 Plan”),2000 Stock Plan (tt
“2000 Plan”) and 2000 Employee Stock Purchase @fen“2000 ESPP”) under the
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provisions of ASC 718 , “Compensation — Stock Congag¢ion,” (“ASC 718”) which requires the recognitiof the fair value of stockase:
compensation. The fair value of stock options aB02ESPP shares is estimated using a B&ateles option valuation model. This mc
requires the input of subjective assumptions inlémgnting ASC 718 including expected stock pricéatility, expected life and estimat
forfeitures of each award. The fair value of equiised awards is amortized over the vesting peffittiecaward, and we have elected to us
straightline method of amortization. These assumptions isbia$ estimates of future market conditions, whale inherently uncertain, &
therefore are subject to management’s judgment.

The expected life of options is based on historitzdh of our actual experience with the optiorsi granted and represents the peri
time that the options granted are expected to hstanding. This data includes employees’ expecienicese and postesting 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. We made an assessment that blended viylasilimore representative of future st
price trends than just using historical or peewugrwolatility, which corresponds to the expectdd &f the options. The expected dividend y
is based on the estimated annual dividends thaxpect to pay over the expected life of the optiasis percentage of the market value o
common stock as of the grant date. The fisk-interest rate for the expected life of theiayt granted is based on the United States Tre
yield curve in effect as of the grant de

The expected life of shares purchased under th® ESPP is six months, which corresponds to therinffeperiod. The expected stc
price volatility is estimated using a combinatidrhistorical and peer group volatility for a blemideolatility in deriving the expected volatil
assumption, which corresponds to the offering perithe expected dividend yield is based on thenedéd annual dividends that we expe
pay over the expected life of shares purchasedruhde2000 ESPP as a percentage of the market vélaer common stock as of the gt
date. The riskree interest rate for the expected life of thershgurchased under the 2000 ESPP is based omitexrlbtates Treasury yi
curve in effect as of the beginning of the offerjpegiod.

We account for equity instruments issued to nonleyges in accordance with the provisions of ASC @hf ASC 505, “Equity.’As &
result, the non-cash charge to operations foreraployee options with vesting or other performarriteria 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 frt
loss contingency shall be accrued when informasieailable prior to issuance of the financial stagata indicates that it is probable tha
asset has been impaired or a liability has beemriad at the date of the financial statements aneinnthe amount of the loss can be reaso
estimated. Accounting for contingencies such aallagd contract dispute matters requires us tmusgudgment. We believe that our accr
for these matters are adequate. Neverthelesscthal #oss from a loss contingency might diffemfrour estimates.

Income Taxes

We account for income taxes using the liability noet. Under this method, deferred tax assets abdities are determined based on
difference between the financial statement andakdases of assets and liabilities using the otutex laws and rates. A valuation allowanc
established when necessary to reduce deferredsatsato the amounts more likely than not expdotée realized.

Financial Interpretation (“FIN") 48, “Accounting fdJncertainty in Income Taxes”, (codified primarily FASB ASC Topic 740-130,
“Accounting for Uncertainty of Income Taxes") clies the accounting for

F-10



Table of Contents

uncertainty in income taxes recognized in the famnstatements in accordance with Statement ddiri€ial Accounting Standards (“SFAS”
109, “Accounting for Income Taxes” (codified pririigrin FASB ASC Topic 740, Income Taxes). ASC Togi40-1050 provides that a ti
benefit from an uncertain tax position may be rediped when it is more likely than not that the fiosi will be sustained upon examinati
including resolutions of any related appeals agdiion processes, based on the technical meniterme tax positions must meet a more i
than not recognition threshold at the effectiveedatbe recognized upon the adoption of ASC Tog-Z050 and in subsequent periods. ~
interpretation also provides guidance on measurgnugrecognition, classification, interest and ge&s accounting in interim periot
disclosure and transition.

We recognize interest and penalties related to cograzed tax benefits within the interest experise knd other expense li
respectively, in the consolidated statement of ap@ns. Accrued interest and penalties are includihlin the related liability lines in ti
consolidated balance sheet.

Foreign Currency Translation

The functional currency of Ciphergen Biosystems KKwholly owned subsidiary, is the Japanese yemoAtingly, all balance she
accounts of this operation are translated into éghiStates dollars using the current exchange raefféct at the balance sheet date.
revenues and expenses of Ciphergen Biosystems EKramslated using the average exchange ratedeict efuring the period, and the ge
and losses from foreign currency translation acenged in accumulated other comprehensive loss.

The functional currency of all other foreign opéras is the United States dollar. Accordingly, ratbnetary assets and liabilities of tk
foreign operations are translated into United Stdtlars at current period-end exchange ratesiandnonetary assets and related elemer
expense are translated using historical rates ofiange. Income and expense elements are transtatddited States dollars using aver
exchange rates in effect during the period. Gaits lasses from the foreign currency transactionthe$e subsidiaries are recorded as
income (expense).

Other Income

On November 2, 2010, we received notice of an awdrivo grants for the aggregate sum of $489,00@eunhe Internal Revenue Sen
Qualifying Therapeutic Discovery Projects Grantd?aon for our ongoing cancer related and periphetatial disease (“PAD”programs. Th
grant relates to fiscal 2010 expenditures and weerded to therapeutic or diagnostic discovery mtsjehat show a reasonable potenti
result in new therapies or diagnostic tests thdtess areas of unmet medical need or that pregletect or treat chronic or acute disease:
conditions. These grants were included in otheornme for the year ended December 31, 2010 and veemded as other current asse
December 31, 2010. We received these grants ou&igh, 2011.

Accumulated Other Comprehensive La

Accumulated other comprehensive loss consists oéalized gain (losses) from available-f&atle securities and foreign curre
translation adjustment.

Net Loss Per Shar

Basic net loss per share is computed by dividirgrtét loss by the weighted average number of constank shares outstanding dui
the period. Diluted loss per share is computedibiglicig the net loss by the weighted average nunob@ommon stock shares adjusted foi
dilutive effect of common stock equivalent sharasstanding during the period. Common stock equinaleonsist of convertible senior nc
(using the “as if convertedhethod), stock options, restricted stock units stodk warrants. Common equivalent shares are esdlérdm th
computation in periods in which they have an aiititve effect on earnings per share.
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Fair Value of Financial Instruments

Financial instruments include cash and cash equivs| marketable securities, accounts receivabtmuats payable, accrued liabiliti
convertible senior notes and the amount owed cgcarsd line of credit and debtorqiossession debt with Quest Diagnostics. The esn
fair value of financial instruments has been debeenh using available market information or otheprapriate valuation methodologi
However, considerable judgment is required in prieting market data to develop estimates of faluejatherefore, the estimates are
necessarily indicative of the amounts that couladadized or would be paid in a current market exgfe. The effect of using different mai
assumptions and/or estimation methodologies maynéaterial to the estimated fair value amounts. Taeying amounts of cash and ¢
equivalents, accounts receivable, accounts payatileaccrued liabilities are at cost, which appratas fair value due to the short maturit
those instruments. The estimated fair value ofcthrevertible senior notes is based on quoted mamkets. The carrying value of the amc
owed on a secured line of credit and debtopassession debt with Quest Diagnostics approxinfatesalue, which is based on discoun
the future cash flows using applicable spreadppraximate current interest rates available to us.

Prior to January 1, 2009, common stock warranteewecorded in stockholders equity in accordancé WisC 815, Derivatives an
Hedging” and ASC 825, “Financial instrumentbkldwever in June 2008, the FASB issued new guidaongecodified in ASC 815 that clarifi
the determination of whether an instrument (or rabedded feature) is indexed to an ensitgivn stock, which would qualify for classificat
as a liability. The new guidance was effectiveffoancial statements issued for fiscal years begmafter December 15, 2008. The adoptic
the new guidance on January 1, 2009, resultedeimetblassification of certain of our outstandingnaats from stockholdergquity to liability
and a cumulative effect of change in accountinggyple on our accumulated deficit of $21,000. lni&idn, the stock warrants are require
be fair valued at each reporting period, with thanges in fair value recognized in our consolidatatement of operations. We fair value
warrants using a Black Scholes valuation modelcé&ithe outstanding common stock warrants are fdined at the end of each repor
period, any change in the underlying assumptiortheédBlack Scholes valuation model, including tlodatility and price of our common sto
may have a significant impact on our consolidatedrfcial statements.

Segment Reportin
We operate one reportable segment, novel diagniestis.

NOTE 2: CHAPTER 11 BANKRUPTCY

On March 30, 2009, we filed a voluntary petitiomr felief under Chapter 11 in the Bankruptcy ColMie operated our business
managed our properties as debtors in possessiar theljurisdiction of the Bankruptcy Court andaittordance with the applicable provisi
of the Bankruptcy Code and orders of the Bankru@tourt. On January 22, 2010, we emerged from baé&ywnder Chapter 11.

Financial Statement Presentation

Our consolidated financial statements have beepapee in accordance with ASC 852, “Reorganizatioh®C 852) and on a going-
concern basis, which contemplates continuity ofrafiens, realization of assets and liquidationiabilities in the ordinary course of business.

Substantially all of our preetition debt was in default due to the Bankrugding. As described below, the accompanying cadsbéc
financial statements present our pre-petition 4.8D8avertible Senior Notes due in 2009 (the “4.50%ted”) and 7.00% Convertible Sen
Notes due in 2011 (th*7.00% Notes”)totaling $7,365,000 within liabilities subject torapromise at December 31, 2009. Upon emer
from bankruptcy under Chapter 11, we reclassifieg prepetition obligations back to accounts payable, @edrliabilities and convertit
senior notes as is reflected on the consolidatéhba sheet at December 31, 2010.
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Liabilities Subject to Compromis

As required by ASC 852, we have recorded liabititgounts for the claims that can be reasonably estiinand which we believe .
probable of being allowed by the Bankruptcy CoBuch claims are subject to future adjustments it result from, among other thin
negotiations with creditors, and rejection of execy contracts and unexpired leases. Liabilitiebjett to compromise may change du
reclassifications, settlements or reorganizatiotiviies that give rise to new claims or increagesxisting claims. Upon emergence fi
bankruptcy under Chapter 11 in January 2010, aggralaims were either paid or assumed by us agesed upon rate. Certain matters
still subject to disputes as noted below undePla@ of Reorganization.

Liabilities subject to compromise in the consolethbalance sheet consisted of the following at Béoeg 31, 2009 (in thousands):

Accounts payabl $ 1,932
Accrued liabilities 1,69¢
Payroll and benefits related expen 744
Convertible senior note 7,36¢
Total liabilities subject to compromit $11,73%

Debtor-In-Possession Credit and Security Agreement withe3dt Diagnostics Incorporated

On October 16, 2009, the Bankruptcy Court gave amirfor Vermillion to enter into a Debtor-IRessession Credit and Sect
Agreement (the “DIP Loan Agreementi)ith Quest Diagnostics and to assume under the Biatdy Code the Amended Strategic Allia
Agreement. In connection with the assumption of Aineended Strategic Alliance Agreement, we also ragslicertain other agreements \
Quest Diagnostics related to the Amended Stratafliance Agreement, including the ppetition warrants for the purchase of our com
stock. Under the DIP Loan Agreement, Quest Diage®stgreed to provide a debtor-in-possession loamstof up to $1,500,000 (th®IP
Financing”). The DIP Financing was secured by a first lien obsgantially all of our assets and bears interesthetprime rate plus 0.5% |
annum. The DIP Financing matured at the effectiate dbf a plan of reorganization or February 28,01 earlier. Under the DIP Lo
Agreement, we were bound by customary affirmativé aegative covenants, including covenants witpeesto the use of the funds provi
by Quest Diagnostics, and customary events of ttefancluding nonpayment, breach of covenants and material breadheofAmende
Strategic Alliance Agreementthat may have resulted in acceleration of outstan@dimounts, if any, under the DIP Loan Agreemeng
received $400,000 under this agreement on Octohe2GD9. On January 22, 2010, we repaid the $400a0d interest of $4,000. Professic
service fees relating to the DIP Loan Agreementewexpensed as incurred and classified as reorgamziiems in the accompanyi
consolidated statement of operations.
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Reorganization Item:

Professional advisory fees and other costs direaslyociated with our reorganization are reportgrhrseely as reorganization ite
pursuant to ASC 852. Professional fees includel lézgs and legal fees relating to DIP Financingartaken as part of the reorganiza
process. The writeff of debt issuance costs and discounts and tldenaniting fees related to the DIP Loan Agreemesmegally represe
one-time charges. Certain actions within the Baitor companies have occurred as a result of thepter 11 bankruptcy proceedings
addition, we have made adjustments to the carryaige of certain preetition liabilities. The costs associated withsections are al
reported as reorganization items. The reorganizatéms in the consolidated statement of operatidridecember 31, 2010 and 2009 cons
of the following items:

Year Ended December 31,

(in thousands 2010 2009
Debtors reorganization iten
Professional fees associated with bankruptcy pringe $ 92¢ $ 1,14¢
Write-off of debt issuance costs and discountded|to debt subject to
compromise — 93
DIP Financing fee — 203
Related party incentive ple 6,932 —
Debtors reorganization iten $ 7,86( $ 1,44
Non-Debtors reorganization iten
Professional fees associated with bankruptcy prdinge $  74¢ $ 624
Total reorganization iterr $ 8,60¢ $ 2,06¢

Plan of Reorganizatior

On January 7, 2010, the Bankruptcy Court issuedndirenation order approving our Plan of Reorgan@atThe Plan of Reorganizati
contemplates the reorganization of the Companythedlischarge of all outstanding claims againstiatetests in the Company. Pursuar
the Plan of Reorganization, as confirmed, eachdradl an allowed priority claim received cash inaanount equal to such allowed claim.
secured claim arising from the Quest Diagnosticuis®l line of credit was reinstated and unimpaitddiders of the outstanding 4.5
Convertible Senior Notes due in 2009 received #erent of $2,195,000 of principal, $140,000 of udpaterest and 9,044 shares of comi
stock in exchange of their claims. $5,000,000 imgpal of the outstanding 7.00% Convertible Serimtes due in 2011 were reinsta
Holders of unpaid interest on previously convefégD% Notes received $362,000 in cash and 7,23@shelated to the unpaid interest of
7.00% Notes. All holders of allowed general unsedwlaims elected to receive cash and were entitlée paid in full.

Subsequently on January 22, 2010, the confirmaiider issued by the Bankruptcy Court approving Blan of Reorganization beca
final and all conditions precedent to January ZA(Pwere satisfied or waived. Accordingly, we eneerfrom bankruptcy under Chapter 11
reinstated our common stock, par value $0.001.cAlgflh we have emerged from bankruptcy under Chégtethe bankruptcy case will rem
open until the following matters are resolved, vhiacludes approval by the Bankruptcy Court:

* Molecular Analytical Systems, Inc. Litigation (skete 9)

* Bio-Rad Laboratories, Inc. Matters (see Noti

» $1,000,000 milestone under the Strategic Allianceeggent with Quest Diagnostics (see Note 4),
» Various pr-petition liability objections
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NOTE 3: RECENT A CCOUNTING P RONOUNCEMENTS

In April 2010, the FASB amended the authoritativedgnce addressing accounting for arrangementshichwva vendor satisfies
performance obligations over time, with all or atjmm of the consideration contingent on futurergsereferred to as “milestoned’he scop
of the new guidance is limited to milestones iraagements that involve research or developmentitiesi, such as achieving a specific re
from the research or development efforts. The ammemd provides guidance on the criteria that shdagdnet for determining whether
milestone method of revenue recognition is appederiA vendor can recognize consideration thatoisticgent upon achievement o
milestone in its entirety as revenue in the pefiodvhich the milestone is achieved only if the reitene meets all criteria to be considt
substantive. A vendor that is affected by the amestt is required to provide a description of therall arrangement, a description of €
milestone and related contingent considerationgtarchination of whether each milestone is consitlestgstantive, the factors that the el
considered in determining whether the milestonmibestones are substantive, and the amount of deretion recognized during the period
the milestone or milestones. This amendment wikktiective for our interim period ending March 2D11. The amendment is not expecte
have a material impact on our financial positi@suits of operations or cash flows.

In September 2009, the FASB issued Accounting StaisdUpdate (“ASU”) 2009-13Multiple Deliverable Revenue Arrangements
which amended the accounting standards for mulé@ment arrangements to:
» provide updated guidance on whether multiple dedibkes exist, how the elements in an arrangementlétbe separated and h
the consideration should be allocat

* require an entity to allocate revenue in an arrerege using estimated selling prices of each elerifemtvendor does not ha
vendo-specific objective evidence of selling price ord-party evidence of selling price; a

» eliminate the use of the residual method and requivendor to allocate revenue using the relaiediig price methoc

ASU 200943 is effective for fiscal years beginning aftendul5, 2010, which for the Company will be January011, with ear!
application permitted. The adoption of ASU 2009id3hot expected to have a significant impact on @oenpanys consolidated financi
statements.

In February 2010, the SEC issued a policy statermedtstaff work plan regarding the potential useJoyted States issuers of finan
statements prepared in accordance with Interndtieimancial Reporting Standards (“IFRS1ERS is a comprehensive series of accou
standards published by the International AccounBtendards Board. Under the proposed timelinecstit by the SEC, we could be require
the future to prepare financial statements in ataoce with IFRS, and the SEC is expected to malfetarmination in 2011 regarding
mandatory adoption of IFRS. We are currently assgsthe impact that this potential change would eh@n our consolidated financ
statements, and will continue to monitor the depeient of the potential implementation of IFRS.

In January 2010, the FASB issued ASU No. 2016dr Value Measurements and Disclosute® amend the disclosure requirem
related to recurring and nonrecurring fair valueamwgements. ASU 201®+equires new disclosures on the transfers oftassel liabilitie
between Level 1 (quoted prices in active marketidentical assets or liabilities) and Level 2 (sfigant other observable inputs) of the
value measurement hierarchy, including the reasos the timing of the transfers. Additionally, thgsidance requires a roll forward
activities on purchases, sales, issuance, anaémettits of the assets and liabilities measured sgmdficant unobservable inputs (Level 3
value measurements). ASU 2060s effective for the Company on January 1, 2@&@ept for the disclosure on the roll forward atitee for
Level 3 fair value measurements, which will becaaffective for the Company on January 1, 2011. Othan requiring additional disclosur
adoption of this new guidance did not have a maltéripact on our financial statements.
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NOTE 4: STRATEGIC A LLIANCE WITH Q UESTD IAGNOSTICS | NCORPORATED

Quest Diagnostics is a significant holder of oumemon stock. On July 22, 2005, we entered into ateggic alliance agreement (
“Strategic Alliance Agreementvith Quest Diagnostics to develop and commercialigeto three diagnostic tests from our product Ipip
(the “Strategic Alliance”). The Strategic Allianégyreement was set to expire on the earlier oh@) threeyear anniversary of the agreem
which was July 22, 2008, and (ii) the date on whiglest Diagnostics commercializes three diagnastts. On July 21, 2008, the Strat:
Alliance Agreement was amended to extend the tdrtheoagreement to end on the earlier of (i) Septam, 2008 and (ii) the date on wt
Quest Diagnostics commercializes three diagnostitst On October 24, 2008, the Strategic AlliangeeAment was amended to extenc
term of the agreement to end on the earlier db¢ptember 1, 2009 and (ii) the date on which QDé&sgjnostics makes its third developn
election. On October 7, 2009, the Strategic Allmamgreement was amended to extend the term of dheement to end on the earliel
(i) October 7, 2012 and (ii) the date on which QuRiagnostics has commercially launched three Beentests under the Strategic Alliance
November 10, 2010, we further amended the Stratsitiance Agreement (the Strategic Alliance Agreemnand the July 21, 2008, October
2008, October 7, 2009 and November 10, 2010 amemigraee collectively referred to as the “Amendedtsgic Alliance Agreementp give
Quest Diagnostics the exclusive right to commeim@alDVAL for up to three additional years from theriod as specified in the Strate
Alliance Agreement and to establish royalties, feesl other payments related to the performand®\tAl. To date, Quest Diagnostics
selected two diagnostic tests to commercialize paunipheral arterial disease blood test (“VASCLIRMDich is under development and OVAL.

Secured Line of Credit with Quest Diagnostics Ingmrated

In connection with the Strategic Alliance Agreemetest Diagnostics provided us with a $10,000,88€ured line of credit, which
collateralized by certain of our intellectual prayeand may only be used for payment of certaintc@®nd expenses directly related to
Strategic Alliance. Under the terms of this secuied of credit, the interest rate is at the prirage plus 0.5% and is payable monthly.
effective interest rate was 3.75% and 4.75% at Bee 31, 2010 and 2009, respectively. This seclimedf credit also contains provisions
Quest Diagnostics to forgive portions of the ameubbrrowed that corresponds to our achievementeofain milestones related
development, regulatory approval and commerciabmabf certain diagnostic tests. The amounts tofdrgiven and the correspond
milestones that we must achieve are:

(i)  $1,000,000 for each application that allows a lggzhlaboratory test to be commercialized with aimar of three applications 1
$3,000,000

(i)  $3,000,000 for the earlier of FDA clearance offil& diagnostic test kit or commercialization bétfirst diagnostic test kit; ar

(i)  $2,000,000 upon each FDA clearance of up to tweembent diagnostic test kits but no later thanfitise commercialization «
each such diagnostic test kit, with a maximum feggess of $4,000,000 for two diagnostic test

If not otherwise forgiven, the principal amount stahding and any unpaid interest of this secuneel dif credit will become due a
payable on October 7, 2012.

We have drawn on this secured line of credit in thignincrements of $417,000 on the last day of eachth during the first two years
the Strategic Alliance. The outstanding principalamce of this secured line of credit was $7,000,80d $10,000,000 at December 31, :
and 2009, respectively. Accrued interest payatlbgead to this secured line of credit was $63,000 $480,000 as of December 31, 2010
2009, respectively. Interest expense related soghcured line of credit was $278,000, $512,0008&60,000 for the years ended Decembe
2010, 2009 and 2008, respectively. From the inoeptif the Strategic Alliance through December 30& we have spent $10,000,000 of
amounts drawn on iheuse research and development, as well as codiibos with others, directed towards achieving iikestones. O
September 11, 2009, we achieved the FDA clearahé&@V&1 milestone provision in the secured line oédit agreement providing for
reduction in the principal amount of the loan of(§®,000 but was only able to apply the
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milestone once it was no longer in default under tlrms of the secured line of credit while undéa@er 11 bankruptcy protection.
January 22, 2010 we cured the default upon paywieatcrued interest totaling approximately $472,008 January 23, 2010, the princ
was reduced to $7,000,000. We are in discussiotts @uest Diagnostics regarding the achievemennaddditional $1,000,000 forgiven:
milestone as a result of the FDA clearance of OVAder the terms of the Strategic Alliance Agreement

NOTE 5: FAIR V ALUE M EASUREMENTS

Our investments consist of auction rate securitiddsch were classified as available-for-sale |dagn investments due to failed aucti
related to these investments through December(19.2The underlying assets of these auction ratersies were private placements of cr
linked notes. Our holdings of these private placenievestment vehicles were exposed directly araddusively to credit derivatives. The cre
derivatives were synthetic tranches referencedportolio of corporate names on which the investmeshicles sold credit protection. Th
credit linked notes were valued using a singledia@aussian copula model and market bids receiv@at Deutsche Bank AG Deutsch
Bank”). We weighted the valuation equally with the markielt sburces when developing the final fair valueegi our conclusion that both
valuation and bids data points had equal relevanestimating fair value.

During the year ended December 31, 2008, we rezedrépproximately $659,000 of other-th@mporary impairment charges on
auction rate securities held at December 31, 2008ur consolidated statement of operations. Onalgril 2009, we adopted accoun
guidance that established a new method of recagpiand reporting other-thaemporary impairments for debt securities. Uponpéida of
this standard, we recorded a cumulative effectsidjant, resulting in a reclassification of approaxiely $66,000 of nowredit losses related
the previously recognized other-themporary impairment charges from accumulated daficaccumulated other comprehensive loss.
non-credit loss was calculated as the differentevdsen the $659,000 impairment charges recordedqusly for the available-fosale auctio
rate securities and the $593,000 of estimated tthesties as of January 1, 2009.

In estimating the credit losses of our previouglgagnized impairments as of January 1, 2009 an@mker 31, 2009, we estimated
present value of expected cash flows for each auctite security compared to the securitesortized cost basis for the respective pe
This process involved significant judgments andnesties specifically around default rates, recovertes, interest rates and the timing
expected cash flows. In addition, we considerecro#vailable evidence, including trends in crediings and changes in financial ma
conditions including the general economic environm®n July 26, 2010, we sold the auction rate Séesl investments for total proceed:
$465,000 and recorded a realized gain on investofe$t8,000 for the year ended December 31, 2010.

Money market cash equivalents and long-term investmat December 31, 2010 and 2009 consist obtlening:

Gross Gross
Amortized Unrealized Unrealized )
(in thousands Cost Gain Loss \}:aallijre
December 31, 201
Money market fund $22,64¢ $ — $ — $22,64¢
$22,64¢ $ — $ — $22,64¢
December 31, 200
Money market fund $ 8 $ — $ — $ 8
Long term investments in auction rate secur 407 11¢ — 52€
$ 41t $ 11¢ $ — $ 534
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As of December 31, 2010, financial assets measamedecognized at fair value on a recurring basis @dassified under the appropriate ¢
of the fair value hierarchy as described above agf®llows:

Fair Value Measurements at Reporting Dat¢

Quoted Prices ir Significant
Other Significant
Active Markets Observable Unobservable
Total Fair for Identical
Assets Inputs Inputs
(in thousands Value (Level 1) (Level 2) (Level 3)
Assets:
Money market fund $22,64¢ $ 22,64¢ $ — $ —
Total $22,64¢ $ 22,64 $ — $ =

As of December 31, 2009, financial assets measamddrecognized at fair value on a recurring basis@dassified under the appropri
level of the fair value hierarchy as described @&as as follows:

Fair Value Measurements at Reporting Date

Quoted Prices ir Significant
Other Significant
Active Markets Observable Unobservable
Total Fair for Identical
Assets Inputs Inputs
(in thousands Value (Level 1) (Level 2) (Level 3)
Assets:
Money market fund $ 8 $ 8 $ — $ —
Long term investments in auction
rate securitie 52€ — — 52€
Total $ 534 $ 8 $ — $ 52€

Our Level 1 financial assets are money market fumidls stated maturities of three months or lessnftthe date of purchase, whose
values are based on quoted market prices.

At December 31, 2009, long-term investments avbaldr-sale measured at fair value using Level 3 inputssisted of $526,0(
invested in auction rate securities. The continiaddre of auctions and the lack of market activatyd liquidity required that these securitie
measured using Level 3 inputs. As of December BD92our auction rate securities in credit linkexles were valued using a single fa
Gaussian copula model and market bids received Bentsche Bank. On July 26, 2010, we sold the anctite securities investments for t
proceeds of $465,000 and recorded a realized gainvestment of $58,000 for the year ended Decer@bg?010.

We measure certain common stock warrants at féirevan a recurring basis (see Note 10). All otliearicial assets and liabilities
measured at fair value on a nonrecurring basissd lfimancial assets and liabilities are recogniethir value when they are deemed t
other-than-temporarily impaired.
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Our financial assets measured at fair value orcarrieig basis using significant Level 3 inputs &9ecember 31, 2009 consisted sc

of auction rate securities. The reconciliation iofihcial assets measured at fair value using sogmf unobservable inputs (Level 3) for
years ended December 31, 2010 and 2009 was aw$o

Long-Term
Investments
Available- for-

Sale (Level 3
Auction Rate
(in thousands Securities
Balance at January 1, 20 $ 341
Change in unrealized gain(loss) included in o
comprehensive los 18t
Balance at December 31, 2C 52€
Total realized gains included in earnir 58
Change in unrealized gain(loss) included in o
comprehensive los (119
Sales (465)
Balance at December 31, 2C $ —

The fair value of the our long-term debt basedtentheneurrent rates available to us for debt of a simiéam and remaining maturi
We determined the estimated fair value amount kipguavailable market information and commonly a¢edpvaluation methodologit
However, considerable judgment is required in piteting market data to develop estimates of faiueaAccordingly, the fair value estim.
presented herein is not necessarily indicativdhefamount that we or holders of the instrumentsdcmalize in a current market exchange.
use of different assumptions and/or estimation putlogies may have a material effect on the eséthéair value. The convertible ser
notes carrying value and estimated fair value ateler 31, 2010 and 2009 were as follows:

December 31

2010 2009
Carrying Estimated Carrying Estimated
(in thousands Amount Fair Value Amount Fair Value
4.50% convertible senior notes due September 19 $ — $ — $2,36¢ $ 2,72
7.00% convertible senior notes due September 11 5,00(C 5,00(C 5,00(C 5,75(C
Total $5,00(C $ 5,00C $7,36¢ $ 8,47(

NOTE 6: P ROPERTY AND E QUIPMENT

The components of property and equipment as of Mbee 31, 2010 and 2009 were as follows:

December 31

(in thousands 2010 2009
Machinery and equipmel $ 128 $ 1,79
Demonstration equipme — 50¢
Leasehold improvemen — 35
Computer equipment and softws 244 41¢
Furniture and fixture 64 35
Gross property and equipme 431 2,79¢
Accumulated depreciation and amortizat (237 (2,60%)
Property and equipment, r $ 194 $ 18¢
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Depreciation expense for property and equipment$td<,000, $335,000 and $928,000 for the yearscecbdeember 31, 2010, 2009
2008, respectively. During the year ended DecerBbheP010, we disposed of significant fully deprésihassets in conjunction with our exi
our Fremont, California facility and move to Austifexas.

NOTE 7: A CCRUED L IABILITIES
The components of accrued liabilities as of Decamie 2010 and 2009 were as follows:

December 31

(in thousands 2010 2009
Payroll and benefits related expen $ 59€ $ 5
Collaboration and research agreements expe 27¢€ 393
Professional service 66¢ 50&
Contingencies (See Note 92t —
Tax-related liabilities 251 16C
Accrued interest on convertible senior notes and-term debt owed to related
party 304 84C
Other accrued liabilitie 35 —
Total accrued liabilitie: $3,05¢ $1,90:

NOTE 8: CoNvERTIBLE SENIOR N OTES
7.00% Convertible Senior Notes Due September 1,1201

On November 15, 2006, we closed the sale of $1608000f convertible senior notes due Septemibe?011. Offering costs we
$104,000 and fees of $514,500, which were paidedralh of the debt holders, were recorded as delsbdint on the 7.00% Notes. Fees pai
behalf of debt holders included the fair valuevad twarrants issued to underwriters to purchasea ¢d 20,000 shares of our common stoc
$12.60 per share. The warrants were valued at @@ased on the fair value as determined by akBbatioles model using the followi
assumptions: a risk free interest rate of 4.75%ed&r contractual life, and 88.00% volatility rabeterest on the 7.00% Notes was 7.00%
annum on the principal amount, payable samiually on March 1 and September 1 of each yesinhing March 1, 2007. The 7.00% N
were sold pursuant to separate exchange and reidenggreements between Vermillion and each of Higlge International LLC, Deerfie
International Limited, Deerfield Partners, L.P.,uBe Funds, Inc. and Professional Life & Casualygcheholders of the existing 4.5
convertible senior notes due September 1, 200&upnt to which holders of an aggregate of $27,%06f the 4.50% Notes agreec
exchange and redeem their 4.50% Notes for an agtgred $16,500,000 in aggregate principal amounbef7.00% Notes and $11,000,00
cash, plus accrued and unpaid interest on the 418684s of $254,000 through and including the dagrpp the closing. Debt discount rela
to the 7.00% Notes are amortized to interest expeising the effective interest method. The amditimaof the debt discount related to
7.00% Notes amounted to none, $44,000 and $182¢0@0e years ended December 31, 2010, 2009 an8l, 288pectively.

The 7.00% Notes are unsecured senior indebtedriegsrmillion initially bearing interest at the ratd 7.00% per annum. The 7.0
Notes were reduced to 4.00% per annum on Septehib@009 upon FDA clearance of OVAL. Interest iggte on March 1 and Septemb
of each year, commencing March 1, 2007.

The 7.00% Notes are convertible at the option ahelaolder, at any time on or prior to the closebakiness on the business
immediately preceding September 1, 2011, into shef®ur common stock at a conversion price of @@er share, equivalent to a conver
rate equal to 50 shares of our common stock p@0$lprincipal of the 7.00% Notes, subject to adpestt for standard antilution provision:
including distributions to common stockholders atatk splits as well as occurrence of a changeimtrol, in which case the conversion rai
adjusted for a make-whole premium.
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The makewhole premium shall be equal to the principal antairv.00% Notes to be converted divided by $1,808 multiplied by th
applicable number of shares of common stock baped ¥Wermillion’s share prices as of the change of control datcifigally, as the 7.00'
Notes approach their redemption date of Septemb2011, as discussed below, the n-whole payment decreases. We are not requir
make a make-whole payment if its stock price is kesin $12.00 or greater than $80.00 as of theafate change in control. The matk#role
premium associated with the 7.00% Notes sets armari additional 1,500,000 shares that may be issanecbnversion (90.9091 shares
$1,000 principal amount of 7.00% Notes).

Holders of the 7.00% Notes had the option to requg to repurchase the 7.00% Notes under cert@nnestances, including at any ti
after September 1, 2009, if we did not receive apgiror clearance for commercial sale of any of @warian cancer test by the FDA. We t
redeem the 7.00% Notes at our option, in wholengrairt, at any time on or after September 1, 2808pecified redemption prices plus acc
and unpaid interest; provided that the 7.00% Nwt#isbe redeemable only if the closing price of tteck equals or exceeds 200.0% of
conversion price then in effect for at least 2@ing days within a period of 30 consecutive traditays ending on the trading day before
date of the notice of the optional redemption. Uparhange of control, each holder of the 7.00% #lotay require us to repurchase some
of the 7.00% Notes at specified redemption priphss accrued and unpaid interest. The 7.00% Natesams a put option that entitles
holder to require us to redeem the 7.00% Notepaice equal to 105.0% of the principal balance upamange in control of the Company.

We identified the guaranteed interest payment igr@nversion of any 7.00% Note by a holder prio©tctober 31, 2008, and the writ
put option permitting the holder to put the debl®6.0% of principal plus accrued and unpaid irgetgpon a change of control as embei
derivatives, which need to be separated and meastriir value. The factors impacting the fairuebf the guaranteed interest paymen
any conversion of any 7.00% Note by a holder pgoBctober 31, 2008, is based upon certain fadgtatading our stock price, the time va
of money and the likelihood holders would conveithim the next two years. The provision for the gudeed interest payment for i
conversion of any 7.00% Note elapsed on OctobeRBQ8. The factors impacting the fair value of Wréten put option permitting the holc
to put the 7.00% Note at 105.0% of principal plasraed and unpaid interest upon a change of coistrdntingent upon a change of con
However, due to significant related party holdirgfsour common stock shares and the presence diceahtitakeover provisions in o
bylaws, a change of control is deemed to be renTdte.fair values of these features have been datedrio be de minimis from the date
their inception through December 31, 2010.

From October through November 2009, we exchangexdaa of 220,000 shares of common stock for $4@d00,in principal under tt
terms of the original 7.00% Notes. In November tigto December 2009, we exchanged a total of 421s@res of common stock
$7,100,000 in principal and $589,000 in unpaid regée The conversion rate for the November and Déee 2009 redemption w
approximately 55 shares per $1,000 principal amoWfe recorded an additional debt conversion expefisk819,000 relating to the mq
favorable exchange rate.

The 7.00% Notes and common stock issuable uponetsion of the 7.00% Notes were registered with $#C on Form S or
December 15, 2006. We were in default of the 7.008tes as of December 31, 2009. However, we curedié¢fiault upon payment of accri
interest totaling approximately $362,000 upon erareg from bankruptcy under Chapter 11 on Janugrg@. At December 31, 2010, 2
and 2008, $5,000,000, $5,000,000 and $16,500,@80ectively, in aggregate principal amount of ti#®% Notes remained outstanding.

4.50% Convertible Senior Notes Due September 19200

On August 22, 2003, we closed the sale of $30,@@0 the 4.50% Notes with an original maturityelaf September 1, 2008. Offer
costs were $1,866,000. Interest on the notes %4 3er annum on the principal amount, payable semisally on March 1 and Septembe
beginning March 1, 2004. The effective interest naas 6.28% per annum. The 4.50% Notes were cdblesrat the option of the holder, at i
time on or prior
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to maturity of the 4.50% Notes into shares of ammon stock initially at a conversion rate of 1838 shares per $1,000 principal amouil
the 4.50% Notes, which is equal to a conversiooepof $91.88 per share. The conversion price, amtdithe conversion rate, was subje
adjustment upon the occurrence of certain eventd) as stock splits, stock dividends and otheridigions or recapitalizations. Because
market value of the stock rose above the convergiae between the day the 4.50% Notes were pracetthe closing date, we recorde
discount of $2,677,000 related to the intrinsicueabf the beneficial conversion feature resultirant this price change and the fact that
initial purchaser of the 4.50% Notes was not regflito purchase the 4.50% Notes until the closirtg.denmediately after the closing, 1
common stock had a market price of $100.10 pereshar $8.22 per share higher than the conversiae.piThe value of the benefic
conversion feature was determined by multiplying thifference in the per share price of our commstmtk by the 326,498 underlying sha
This amount was amortized to interest expense ubiagffective interest method over the figear term of the notes, or shorter period ir
event of conversion of the 4.50% Notes. Debt distoelated to the 4.50% Notes was amortized taésteexpense using the effective inte
method. The amortization of the beneficial conwarsieature amounted to none, none and $29,00théoye¢ars ended December 31, 2
2009 and 2008, respectively.

The 4.50% Notes were our senior unsecured obligatimd ranked on parity in right of payment withoflour existing and future sen
unsecured debt and ranked senior to our existidgfatare debt that expressly provided that it ib@dinated to the 4.50% Notes. The 4.!
Notes were also effectively subordinated in righpayment to our existing and future secured dibthe extent of such security, and to
subsidiaries’ liabilities. The indenture did nanit the incurrence by us or our subsidiaries okothdebtedness.

Following the closing of the November 15, 2006¢esafl $16,500,000 of the 7.00% Notes due Septemb2d111, holders of an aggrec
of $27,500,000 of the 4.50% Notes agreed to exahamgl redeem their 4.50% Notes for an aggregatd ®500,000 in aggregate princi
amount of the 7.00% Notes and $11,000,000 in casla result of negotiations between us and thednsldf the 4.50% Notes, the $2,500,
outstanding principal balance related to the 4.508tes, was not redeemed by us on the original rtatlate of September 1, 2008. Intere
$56,000 related to the 4.50% Notes was paid oneSdmr 1, 2008. Subsequently on December 11, 2B68&rustee of the Indenture and
holders of the $2,500,000 outstanding principabbeé related to the 4.50% Notes agreed to extendntiturity date of the 4.50% Note:
September 1, 2009, and to waive any past defaulisbyf our obligation to make payment on the pgatbf and interest on the 4.50% Nao
We agreed to extend each holder’s rights to requsrto repurchase the 4.50% Notes at 105.00% df Isolclers outstanding principal amot
upon a change in control, as defined in the indenggoverning the 4.50% Notes, and to convert tf®%. Notes into common stc
accordingly. In addition, the holders of the 4.5084tes agreed to permit the full redemption of théstanding principal related to the 4.5
Notes at a redemption price of 100.00% on or befargust 31, 2009, and we agreed to adjust the esiorerate for the 4.50% Notes to
shares per $1,000 principal amount of the 4.50%8|avhich is equal to a conversion price of $5@@0share. The impact from adjusting
conversion rate was de minimis.

In November 2009, we exchanged a total of 6,750eshaf common stock for $135,000 in principal a80$0 in unpaid interest. T
conversion rate for redemption was approximatelgHares per $1,000 principal amount. We recordeabiditional debt conversion expens
$69,000 relating to the more favorable exchange rat

At December 31, 2010, 2009 and 2008, none, $2,865%0d $2,500,000, respectively, in aggregate jp@hamount of the 4.50% No!
remain outstanding. We were in default of the 4.996tes as of December 31, 2009. Upon the emerdeoicebankruptcy under Chapter
we cured the default with a payment of $2,365,000rimcipal and $140,000 of unpaid interest with 195,000 of cash and 9,044 share
common stock.
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NOTE 9: C oMMITMENTS AND C ONTINGENCIES
Operating Leases

We lease various equipment and facilities to suppor business of discovering, developing and comiakzing diagnostics tests in 1
fields of oncology, hematology, cardiology and warsehealth. On June 1, 2010, we entered into a naetavle operating lease for a r
principal facility located in Austin, Texas in comjction with our relocation of our corporate heaaters to Austin, Texas. The term is fi
June 1, 2010 through May 31, 2012, with an annaakbrent of $57,000. We will also pay common ateages, taxes and insurance witl
annual estimated cost of $37,000.

On June 3, 2008, we entered into a noncancelaldeatipg lease for a new principal facility locatedFremont, California. Under t
lease agreement, the term was from July 1, 20@&i¢fr June 30, 2010, with an annual base rent ag0$87and $92,000 for the first year .
second year, respectively. We also paid common elieeges, taxes and insurance with an annual @stihtast of $21,000. This lease
extended to and expired on August 31, 2010. Adukitily, under the lease agreement, we pledged a,@0@ertificate of deposit as collate
on a letter of credit serving as a security depfosithe first year. For the second year, the fieatie of deposit pledged as collateral on a |
of credit serving as a security deposit was reduoe®50,000. As of December 31, 2009, the $60,@00ficate of deposit was restricted ¢
and included in prepaid expenses and other cuassdts of the consolidated balance sheet. The tdttzedit expired during the year en
December 31, 2010 and the $60,000 security depasitreturned to us.

In connection with the Instrument Business Sale,emtered into a sublease agreement with Baok, pursuant to which we sublez
approximately 29,000 square feet of its Fremontif@aia facility. Bio-Rad was permitted to use the sublet premises anlgdneral office
laboratory, research and development, and othernesegessary to conduct its business, and was noitpe to sublet the premises without
consent. The lease on the Fremont, Californiaifgaind sublease expired on July 31, 2008. Reneutite sublease was payable monthly
consisted of base rent plus a proportionate shfacertain other expenses including property taresnagement fees, insurance, mainter
and utilities. Rent and certain other facility telh expenses were paid directly to us, and in a@egcme with the terms of the master leas:
payments received by us from BRad under the sublease were paid to the landlondS€ptember 22, 2008, we were refunded our $55
security deposit related to the former principailfey. Rental expense under operating leasesheryears ended December 31, 2010, 200!
2008, were as follows:

Year Ended December 31,

(in thousands 2010 2009 2008

Gross rental expen: $14¢ $111 $1,82¢

Sublease rental incon — — (949)
Net rental expens $14¢ $111 $ 877

As of December 31, 2010, future minimum rental pagta under noncancelable operating leases ard@sgo

(in thousands

2011 12¢

2012 62

2013 =
Total minimum rental paymen $191

Noncancelable Collaboration Obligations and Otheo@mitments

Under the terms of a research collaboration agreaemih The Johns Hopkins University School of Mede (“JHU”) directed at th
discovery and validation of biomarkers in humanjscits, including but not
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limited to clinical application of biomarkers inglunderstanding, diagnosis and management of hdisaases, we were required to pay .
$600,000, $618,000 and $637,000 for the years gn@limcember 31, 2008, 2009 and 2010, respectivelyJune 2010, the resea
collaboration agreement was amended by extendmgetim and reducing the payments to $300,000 f6 2$400,000 for 2011, $400,000
2012 and $100,000 for 2013. In conjunction with dineendment, JHU forgave the previously outstandmgunts we owed of $623,000, wt
we recognize as a reduction to research and dewelopexpenses straight line over the term of therated agreement. Collaboration ¢
under the JHU collaboration were $400,000, $616,800 $600,000 for the years ended December 31,, 210D and 2008, respective
Collaboration costs under the JHU collaborationiackided in research and development expensesldition, under the terms of the amer
research collaboration agreement, we are requir@ay the greater of 4% royalties on net salesagristic tests using the assigned pater
annual minimum royalties of $50,000. As of Decentikr 2010 and 2009, we owed $4,000 and $866,08pectively, related to resea
collaboration agreements with JHU.

On June 1, 2007, we entered into a nonexclusivensie agreement with the National CardiovascularteCefiNCVC”), an entit
organized and existing under the laws of JapaneUtids agreement, we obtained a ten year worldwiaeexclusive license with the right
extend the term for the life of the licensed patevritich includes a United States Patent Applicatindapan Patent and a Patent Coopel
Treaty (“PCT”) Application, for technology used wur thrombotic thrombocytopenic purpura (“TTPd)agnostic test kit that is unc
development. Under this agreement, we will pay NGV/@nrefundable license fee of $50,000. The paymentsema $20,000 upon execut
of this agreement, $10,000 upon submission of aritin diagnostic test to the FDA for clearance@ $00 upon the first commercial sale
such in vitro diagnostic test kit and $10,000 upchievement of $500,000 in net sales of such no diagnostic test kits. Additionally, we v
pay royalties to NCVC for net sales to customecated in the United States, Japan, Europe and CBimauly 18, 2007, we made a payn
of $20,000 related to the execution of this agregniehere have been no subsequent payments madgkhDecember 31, 2010.

Contingent Liabilities
Molecular Analytical Systems, Inc. Litigatio

On July 9, 2007, Molecular Analytical Systems (“MASiled a lawsuit in the Superior Court of Califorrfiar the County of Santa Cle
naming Vermillion and Bio-Rad as defendants (the&tSCourt lawsuit”)Under the State Court lawsuit, MAS sought an uni§ipelcamount ¢
damages and alleged, among other things, that evendreach of its license agreement with MAS retato our SELDI technology as a re:
of our entry into a sublicense agreement with Radd. We filed a petition to compel arbitration, ethiwas denied in the trial court. We t
filed our general denial and affirmative defensasAqril 1, 2008. The Company and BRad thereafter appealed the denial of the moti
compel arbitration, which appeal had the effecstafying the State Court lawsuit, which stay washiemr extended in both the state trial
appellate courts when we filed on March 30, 2009phuntary Petition for Relief under Chapter 11lttie Bankruptcy Court. MAS filed a prc
of claim on July 15, 2009, in connection with ounapter 11 bankruptcy proceedings. The proof ofntlaiirrored the MAS lawsduit al
asserted that we breached the Exclusive Licenseehgent by transferring certain technologies to Bam without obtaining MAS consen
MAS listed the value of its claim as in excess 5f0§0,000. On December 28, 2009, we objected to MASo0of of Claim in the Bankrupt
Court. On January 7, 2010, the Bankruptcy Courtfiomed our Plan of Reorganization. Per the Caurider confirming the Plan, ¢
bankruptcy case will be closed when, along witheottequirements, a final, non-appealable judgmemntered on MAS' claims. After th
Plan of Reorganization was confirmed, MAS filed ation with the Bankruptcy Court asking it to abstéiom hearing its proof of claim a
asked the Bankruptcy Court to grant relief from #sugomatic stay so that MAS could proceed with $itete Court lawsuit in California. Oy
our objection, the Bankruptcy Court granted thatiomoon March 15, 2010. Thereafter, the Califor@@urt of Appeal set oral argument on
appeal of the trial court order denying our mottoncompel arbitration for June 17, 2010. The Catii@ Court of Appeals overturned
Superior Cours decision in an opinion dated July 9, 2010, amdked that the dispute be arbitrated before thécidldArbitration ant
Mediation Service (“JAMS")MAS filed its demand for arbitration on Septemb®y 2010. The demand did not include any additiatedhi
regarding
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MAS'’s claims, and submitted the same complaint for ecifipd damages that MAS filed in the Superior Gaui2007. The parties have bel
to exchange initial disclosures in the arbitratibnf JAMS has not yet set a schedule for resolutfoMAS’s claims, and management cai
predict the ultimate outcome of this matter at thiee.

Bio-Rad Laboratories, Inc. Matters

On November 13, 2006, we sold assets and lialsilitieour protein research tools and collaborateises business (thénstrumen
Business Sale”), to Bio-Rad Laboratories, Inc. ¢4ad”), in order to concentrate our resources on developlimjcal protein biomarke
diagnostic products and services. The Instrumestrig&ss Sale included our SELDI technology, ProtRip@rrays and accompanying softw
Pursuant to the terms of the sales agreementothbsales price was $20,000,000, of which $16@@® was paid by Bidrad to us at tt
closing of the transaction on November 13, 2006ot&l of $4,000,000 was held back from the salexgegds contingent upon our mee
certain obligations, of which $2,000,000 was suhbsetjy paid to us in fiscal 2007 upon the issudncéhe United States Patent and Tradel
Office of a reexamination certificate for Unitecatéts Patent No. 6,734,022. From the amounts hekl ke remaining $2,000,000, subjec
certain adjustments, is being held in escrow teesas security for us to fulfill certain obligat&n

In connection with the Instrument Business Sale,antered into a letter agreement with Blad pursuant to which we agreec
indemnify Bio-Rad and its subsidiaries with respgectertain payments made by BRad in connection with the termination of employeéis
former subsidiary in the United Kingdom in the siponth period immediately following the Instrumenidhess Sale. On May 4, 2007, Bio-
Rad delivered a claim for indemnification under #ygeement for $307,000, which was paid out of 82,000 held in escrow. In August 20
Bio-Rad also filed a proof of claim in the bankrupt@se for indemnification of the MAS lawsuit. Managerhis disputing the claim a
cannot predict the ultimate outcome of this madtethis time.

In connection with the Instrument Business Salealse entered into a manufacture and supply agneiewith Bio-Rad on November 1
2006, whereby we agreed to purchase ProteinChife®gsand ProteinChip Arrays (collectively, the “Baxch Tools Products”) from Bigad
Under the terms of the manufacture and supply ageeg we agreed to provide Bio-Rad quarterly, nmling, twelvemonth rolling forecas
setting forth our anticipated needs for ResearcblsT®roducts over the forecast period. We were panto provide revised forecasts
necessary to reflect changes in demand for theugtedand BidRad was required to use commercially reasonabteteffo supply amounts
excess of the applicable forecast. Either party peamitted to terminate the agreement for converx@arpon 180 daygrior written notice, ¢
upon default if the other party failed to cure saefault within 30 days after notice thereof. Itetier from us to BidRad dated May 2, 20(
we exercised our right to terminate the November20®6 manufacture and supply agreement for coeweri upon 180 daysiritten notice
Consequently, termination of the agreement becdifieetiwe on October 29, 2008. In October 2009, Biad filed a proof of claim in o
bankruptcy case based on certain contract claimspproximately $1,000,000. We are attempting &oike the contract claims and h
accrued for this contingency within general and mistrative expense at December 31, 2010 and 2@@8agement cannot predict the ultin
outcome of this matter at this time.

Health Discovery Corporation Litigatiot

On June 26, 2006, Health Discovery Corporation (Gpfiled a lawsuit against Vermillion in the UnitedaBts District Court for tt
Eastern District of Texas, Marshall Division (th@durt”), claiming that software used in certain of our Fra@dip Systems infringes on thi
of its United States patents. HDC sought injunctielef as well as unspecified compensatory ancarobd damages, reasonable attomey’
fees, prejudgment interest and other costs. On #tubu2006, we filed an unopposed motion with tlei€to extend the deadline for us
answer or otherwise respond until September 2, 2066filed our answer and counterclaim to the caimplwith the Court on Septembe
2006. Concurrent with our answer and counterclaimesfiled a motion to transfer the case to the hem District of California. On January
2007, the Court granted us motion to transfer #sedo the Northern District of California. Thetes met for a scheduled mediation on
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May 7, 2007. On July 10, 2007, we entered intocanse and settlement agreement with HDC pursuawhich we licensed more than
patents covering HDG'support vector machine technology for use with[BEechnology. Under the terms of the HDC Agreeimere receiv
a worldwide, royalty-free, noexclusive license for life sciences and diagnoapplications of the technology and have accessyofature
patents resulting from the underlying intellectpedperty in conjunction with use of SELDI systerRsirsuant to the HDC Agreement, we |
$200,000 to HDC upon entry into the agreement dy 118, 2007, $100,000 three months following théedaf the agreement on Octobe
2007, and $150,000 twelve months following the daftéhe agreement on July 9, 2008. The remainingO¥I00 payable under the HI
Agreement, which was due twerfiyar months following the date of the agreement pagable as of December 31, 2008, was subseq
paid on January 22, 2010. The HDC Agreement setilatisputes between the Company and HDC.

Debtor's Incentive Plan

In connection with the Bankruptcy Filing, on Ap2il, 2009, we filed the Debtor’'s Motion for Entry afi Order Approving the Debtar’
Incentive Plan (the “Debtor’s Incentive Plardid Authorizing Payments thereunder pursuant t8&%b) and 503(b) of the Bankruptcy C
(the “Incentive Plan Motion”)which sought to provide proper incentives to theectors (Gail Page, John Hamilton and James E
collectively, the “Directors”}Yo help achieve a successful sale or restructwiribe Company. At a hearing on June 22, 2009Cknart entere
an Order approving the Incentive Plan Motion (threcéntive Plan Order”). The Debtsrincentive Plan is only triggered upon the ocaweeo
a qualified transaction defined as the closingrgf sale pursuant to section 363 of the BankruptogieCor the effectiveness of a Reorganiz:
Plan confirmed pursuant to section 1129 of the Bapticy Code. The Debta@’Incentive Plan payment was based upon a peraenfad\) the
gross proceeds of Asset Sales, both prior to ated tife Food and Drug Administration approval & thvarian tumor triage test, and (B)
value of consideration - cash, debt and equitistributed pursuant to a confirmed Reorganizafen. In the end, the Incentive Plan O
provided that the Directors would receive: (i) zeoo Qualified Transaction Proceeds of 3,000,00Cess, (ii) 6% on Qualified Transact
Proceeds of $3,000,001 to $10,000,000, and (iii)@%§Qualified Transaction Proceeds of greater $iE%000,000. While the Incentive P
Order provided us with the authority to make disitions under the Debt@’Incentive Plan, we agreed as part of the PldReafrganization
seek final judicial approval of the amounts to lzédppursuant to the Debtarincentive Plan. On April 13, 2010, our counskg Officia
Committee of the Equity Security Holders, and thigeEtors submitted a proposed settlement to the&kiBgatcy Court. On April 14, 2010, af
a hearing, an order was issued by the BankruptayrtGapproving the Debtor’'s Incentive Plan. Undez tebtors Incentive Plan, we we
directed to distribute an aggregate of $5,000,800aish and 302,541 shares of restricted stock gavifair value of $6,626,000 in Debtor’
Incentive Plan payments to the Directors. All suelstricted stock vests with respect to 1/24th & tbtal distributed on each mont
anniversary of the vesting commencement date, 2Bn2009. The total Debt@’Incentive Plan payments were allocated to GajePdame
Burns and John Hamilton on a 60%-2@%% basis, respectively. The contingency was adedufor upon the occurrence of the quali
transaction on January 7, 2010 when the Bankruptayrts issued a confirmation order approving ounrBanization Plan. For the year en
December 31, 2010, we incurred $9,969,000 undertéhms of the Debtos' Incentive Plan, of which $6,932,000 was record
Reorganization Items for the period prior to emeggirom bankruptcy under Chapter 11 and $3,0370@8 recorded in general ¢
administrative expenses for the period subsequeatnerging from bankruptcy under Chapter 11. Inil&#10, we distributed an aggregat:
$5,000,000 in cash to the Directors. We distribu226,904 shares of common stock to the Directodeuthe Debtos Incentive Plan durir
the year ended December 31, 2010.

In addition, from time to time, we are involvedl@gal proceedings and regulatory proceedings arisint of our operations. We estab
reserves for specific liabilities in connection wiegal actions that we deem to be probable anch&iske. Other than as disclosed above, w
not currently a party to any proceeding, the advergcome of which would have a material advergsebn our financial position or results
operations.
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NOTE 10: CoMMON STOCK
Stockholder’ Rights Plan

We adopted a Stockholder Rights Plan, the purpbsénizh is, among other things, to enhance our BadrDirectors’ability to protec
stockholder interests and to ensure that stockhelgeeive fair treatment in the event any coertakeover attempt of the Company is mac
the future. The Stockholder Rights Plan could makeore difficult for a third party to acquire, oould discourage a third party from acquir
us or a large block of our common stock. The follaysummary description of the Stockholder RigHemRIioes not purport to be complete.

The rights issued pursuant to VermillisnStockholder Rights Plan will become exercisabke tenth day after a person or gr
announces acquisition of 15.0% or more of our comstock or announces commencement of a tendercbiaege offer the consummatior
which would result in ownership by the person augr of 15.0% or more of our common stock. If tights become exercisable, the holde
the rights (other than the person acquiring 15.0%more of our common stock) will be entitled to aitg, in exchange for the rightskercis
price, shares of our common stock or shares otampany in which we are merged, with a value etuékice the rights’ exercise price.

Authorized Share:

At the annual stockholdersheeting on June 29, 2007, the stockholders appramedmendment to the Certificate of Incorporatio
increase the number of authorized shares of oureamstock from 80,000,000 to 150,000,000. On JBly2007, we amended and restatec
Certificate of Incorporation with the State of Detre for the increased authorized shares. Addiipnafter the Reverse Stock Split
number of authorized shares of common stock anfepeel stock remained at 150,000,000 and 5,000@8pectively.

Private Placement Sal

On August 29, 2007 (the “Closing Datetye completed a private placement sale of 2,451sB@®es of our common stock and warr
to purchase up to an additional 1,961,047 sharesiofommon stock with an exercise price of $9.@5ghare 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 affiliates of the Compawho purchased 964,285 shares of our commork stod warrants
purchase up to an additional 771,428 shares otommmon stock for $8,100,000. In connection with uURiagnosticsparticipation in thi
transaction, we amended a warrant to purchase diticehl 220,000 shares of our common stock thas wedginally issued to Que
Diagnostics on July 22, 2005. Pursuant to the tesfrthe amendment, the exercise price for the @selof our common stock was redt
from $35.00 per share to $25.00 per share andxpeation date of such warrant was extended froty 28, 2010, to July 22, 2011. F
services as placement agent, we paid Oppenhein@w.&nc. (“Oppenheimer”) 200,000 and issued a warrant to purchase up,1®93hare
of our common stock with an exercise price of $P26share and expiration date of August 29, 2Ub2. warrants issued to the investors
Oppenheimer were valued at $7,194,000 and $581@8pectively, based on the fair value as deteminimethe BlackScholes model. Tl
amended value of the warrant issued to Quest D&gisoon July 22, 2005, increased by $356,000, hiscreflected in additional paid-
capital, from the its original value of $2,200,0@Gssumptions used to value the warrants issuethadrtvestors and Oppenheimer, anc
amended value of the warrant issued to Quest Ditgisovere as follows:

Private
Investors and
Amendment
Oppenheimel to Quest
Diagnostics
& Co. Inc. Incorporated
Dividend yield — % — %
Volatility 80.1%% 82.9%
Risk-free interest rat 4.31% 4,20
Expected lives (year: 5.0 3.9
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In June 2008, the FASB issued new guidance nowfieddn ASC 815 that clarifies the determinationvdfether an instrument (or
embedded feature) is indexed to an erdityvn stock, which would qualify for classificatias liabilities. The new guidance in ASC 815
effective for financial statements issued for flsgaars beginning after December 15, 2008. The @olopf the new guidance on Januar
2009, resulted in the reclassification of our cansling warrants from the August 2007 offering fretackholders’equity to liabilities, whic
requires the warrants to be fair valued at eacbrtiyy period, with the changes in fair value ratiagd as interest and other expense ir
consolidated statement of operations.

At December 31, 2010 and 2009, and at Januaryd,2@e had warrants outstanding to purchase 195272467 and 2,053,147 she
of common stock, respectively, which were requitede classified as a liability. The fair valuetbése warrants on the date of adoptic
January 1, 2009 and on December 31, 2010 and 286%etermined using a Black Scholes valuation mwitkithe following level 3 inputs:

December 31, 201 December 31, 20C January 1, 200¢
Risk-free interest rat 0.52% 1.51% 1.1&%
Expected life (in years 1.6€ 2.6€ 3.6€
Dividend yield — % — % — %
Volatility 64.62% 83.7(% 78.35%
Stock price $ 7.52 $ 27.5( $ 0.27

On January 1, 2009, we recorded a cumulative effechange in accounting principle adjustment of $20 to our accumulated def
and a corresponding reclassification of our outitegnwarrants from stockholderdeficit to warrant liability. For the year endedcember 3:
2009, we recorded under ASC 815 a loss of $12,006)0the consolidated statement of operationstifi@year ended December 31, 201C
recorded under ASC 815 a gain of $4,355,000 irctmsolidated statement of operations.

The following table sets forth our financial liab#s related to warrants subject to fair value sueaments as of December 31, 2010
2009:

Fair Value Measurements at Reporting Date Usini

Quoted Prices ir Significant
Other
Active Markets Observable Significant
Total for Identical Unobservable
Fair Assets Inputs Inputs
(in thousands Value (Level 1) (Level 2) (Level 3)
Liabilities at December 31, 20:
Common stock warrar $ 37¢ $ — $ — $ 37¢€
Total $ 37€ $ — $ — $ 37¢
Liabilities at December 31, 20(
Common stock warrar $5,65¢ $ — $ — $ 5,65¢
Total $5,65¢ $ — $ — $ 5,65¢

The following table is a reconciliation of the weant liability measured at fair value using Levehputs:

Year Ended December 31

(in thousands 2010 2009

Balance at beginning of peri $ 5,65¢ $ —
Cumulative effect of change in accounting princifdecommon stock warran — 21
Change in fair value of common stock warre (4,132) 20,06:
Issuance of common stock from warrant exer — (6,469
Warrant exercise gal (229) (7,956
Reclassification of warrant fair value to equityonpexercise and issuance of common s (92€) —

Balance at end of peric $ 3¢ $ 5,65¢
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Warrants
Warrants outstanding and exercisable as of DeceBhez010 and 2009 were as follows:

Exercise Price Number of Shares Outstanding under
Warrant
Issuance Date Expiration Date per Share December 31, 201 December 31, 20C
July 22, 200¢ July 22, 2011 $ 25.0C 220,00( 220,00(
August 3, 200¢ August 3, 201! 12.6(C 38t 6,09(
November 15, 200 November 15, 201 12.6( 38t 6,09(
August 29, 200 August 29, 201. 9.2%* 195,01: 273,46"
415,78: 505,64"

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

NOTE 11: AccumuLATED O THER C OMPREHENSIVE L 0SS
The components of accumulated other comprehenssgeds of December 31, 2010 and 2009, were asvillo

Year Ended December 31

(In thousands 2010 2009
Net unrealized gain on lo-term investments availal-for-
sale $ — $ 11¢
Cumulative translation adjustme (156 (165
Accumulated other comprehensive i $ (156 $ 46

NOTE 12: L ossP ER SHARE

The reconciliation of the numerators and denomisatd basic and diluted loss per share for thes/eaded December 31, 2010, 2
and 2008 was as follows:

Per Share
Loss Shares
(In thousands, except per share d (Numerator) (Denominator) Amount
Year ended December 31, 20i
Net loss- basic $ (18,330) 6,381,80; $ (2.87)
Dilutive effect of shares purchasable under the IByge Stock Purchase Plan, st
options, warrants and convertible senior ni — —
Net loss- diluted $ (18,330) 6,381,80, $ (2.87)

Year ended December 31, 20i
Net loss- basic $ (22,049 6,662,23. $ (3.3))
Dilutive effect of common stock shares issuableruprercise of stock options, purchase
Employee Stock Purchase Plan, exercise of warearttsonversion of convertible ser
notes — —
Net loss- diluted $ (22,049 6,662,23. $ (3.3)

Year ended December 31, 20
Net loss- basic $ (19,039 10,404,74 $ (1.89
Dilutive effect of common stock shares issuableruprercise of stock options, exercise
warrants, conversion of convertible senior noted amvested restricted stock awa — —

Net loss- diluted $ (19,03)  10,404,74  $ (1.89
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Due to net losses for the years ended Decembe&2(D, 2009 and 2008, diluted loss per share isulzbd using the weighted aver
number of common shares outstanding and excludesffacts of potential common stock shares thatatililutive. The potential shares
common stock that have been excluded from theadllidss per share calculation above for the yeatsdDecember 31, 2010, 2009 and :
were as follows:

Year Ended December 31

2010 2009 2008
Stock options 849,48! 678,30: 815,63t
Employee Stock Purchase P — — 2,25(
Stock warrant: 415,78: 505,64" 2,293,14
Convertible senior note 250,00( 297,30( 875,00(
Restricted stock unit 81,88¢ — —
Potential common shar: 1,597,15! 1,481,24: 3,986,03!

NOTE 13: EMPLOYEE B ENEFIT P LANS
1993 Stock Option Plan

We have no shares of our common stock reservetlufare grants to employees, directors or considtamder our 1993 Stock Opt
Plan (the “1993 Plan)Under the 1993 Plan, options were granted at pmagdower than 85% and 100% of the fair marketugabf the
common stock for nostatutory and statutory stock options, respectivilyoutstanding options under the 1993 Plan aye fully vested, an
unexercised options generally expire ten years filoendate of grant. The authority of our Board dfebtors to grant new stock options
awards under the 1993 Plan terminated in 2001. d¢einber 31, 2010, 2009 and 2008, no shares of @amon stock were subject
repurchase by us. There were no 1993 Plan optierceses for the years ended December 31, 2010, 28d2008. There are no shares of <
options that remain outstanding under the 1993.Plan

2000 Stock Plan

Under the Amended and Restated 2000 Stock Plan'Z0@® Plan”),options may be granted at prices not lower than 86% 100%
the fair market value of the common stock for mtatutory and statutory stock options, respectivBlgtions generally vest monthly ove
period of four years and unexercised options gélgezapire ten years from the date of grant. Théhatity of our Board of Directors to gre
new stock options and awards under the 2000 Ptamnated in 2010. At December 31, 2010 and 2009haga none and 6,553,859 share
our common stock reserved for future stock optiants to employees, directors and consultants uhe@e2000 Plan. There were 21,083 of.
exercises for the year ended December 31, 2010eaere no 2000 Plan option exercises for the yeaded December 31, 2009 and 2
No additional shares of our common stock were weskfor issuance under the 2000 Plan for the yeaded December 31, 2010, 2009
2008.

2000 Employee Stock Purchase Plan

The Amended and Restated 2000 Employee Stock Redhkan (the “2000 ESPPpProvides for eligible employees to purchase
common stock through payroll deductions duringreixath offering periods. Each offering period begimsMay 1 or November 1 and e
October 31 or April 30, respectively.

The 2000 ESPP provides for the purchase of our comstock at the lower of 85.00% of the closing @raf our common stock on 1
first day of the offering period or 85.00% of tHesing price of our common stock on the last dathefoffering period. No additional comn
stock shares were reserved for issuance undeO@ESPP for the years ended December 31, 2010,&002008.
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2010 Stock Incentive Plan

On February 8, 2010, our Board of Directors appdoee Vermillion, Inc. 2010 Stock Incentive Plahgt‘2010 Plan”)The 2010 Plan
administered by the Compensation Committee of thar® of Directors. Our employees, directors, antsatiants are eligible to receive awz
under the 2010 Plan. The 2010 Plan permits thetigaof a variety of awards, including stock opsoshare appreciation rights, restrit
shares, restricted share units, unrestricted shdeésrred share units, performance and castled awards, and dividend equivalent rights.
2010 Plan provides for issuance of up to 1,322,8l88res of common stock, par value $0.001 per shader the 2010 Plan, subject
adjustment as provided in the 2010 Plan. There wer2010 Plan option exercises for the year endszember 31, 2010.

During the year ended December 31, 2010, we awaP&e@d0 shares of restricted stock from the 20Xh Plaving a fair value
$146,000 to employees in connection with our emergdrom bankruptcy. All such restricted stock sesith respect to 1/24th of the tc
distributed on each monthly anniversary of the imgstommencement on June 22, 2009. We distribuged48 of these shares of comr
stock to employees during the year ended Decenthe2(® 0.

During the year ended December 31, 2010, we is8LeD0 fully vested shares of restricted stock ftbm2010 Plan having a fair va
of $426,000 to the Board of Directors as paymensésvices rendered in 2010.

The activity related to shares available for granter the 1993 Plan, 2000 Plan, 2000 ESPP and P04 for the years end
December 31, 2010, 2009 and 2008, were as follows:

2000

1993 Employee 2010

Stock 2000 Stock Stock

Option Stock Purchase Option

Plan Plan Plan Plan Total
Shares available at December 31, 2 — 6,776,98. 1,373,02. — 8,150,00!
Options canceled / forfeite 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!
Additional shares reserve — — — — —

Options cancele 11,61( 125,72 — — 137,33
Reduction in shares reserv (11,610 — — — (11,610
Shares available at December 31, 2 — 6,553,85! 1,369,27. — 7,923,13.
Additional shares reserve — — — 1,322,98: 1,322,98:
Options cancele 1,72C 9,01z — 50C 11,23
Reduction in shares reserv (1,720 — — (1,720
Options grante: — — (203,500 (203,501)
Restricted stock uni — — — (106,000 (106,000)
Shares expire — (6,562,87)  (1,369,27) — (7,932,14)
Shares available at December 31, 2 — — — 1,013,98: 1,013,98:
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The stock option activity under the 1993 Plan, 280&h and 2010 Plan for the years ended Decembh&(3D, 2009 and 2008 was

follows:
Weighted
Weighted Average
Aggregate Remaining
Average Contractual
Number of Exercise Intrinsic
Shares Price Value Term
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, 2 815,63 14.0C — 8.22
Granted — —
Exercisec — —
Cancelec (137,33) 12.9(
Options outstanding at December 31, 2 678,30: 14.2: 12,64¢ 5.8€
Granted 203,50( 20.9:
Exercisec (21,089 1.9¢
Cancelec (11,239 14.7¢
Options outstanding at December 31, 2 849,48! $ — 1,92¢ 5.81
Shares exercisable
December 31, 201 595,99¢ $ 16.7(C $ 1,474 4.5¢
Shares expected to ves
December 31, 201 253,48 $ 14.7¢ $ 451 8.71
The range of exercise prices for options outstandimd exercisable at December 31, 2010 are awvi&llo
Weighted
Weighted Average Weighted
Average Remaining Average
Options Exercise Life in Options Exercise
Exercise Price Outstanding Price Years Exercisable Price
$ 0.0 - $ 0.7! 45,83 $ 07 3.0< 45,83 $ 07
0.7¢ - 2.04 113,25( 2.04 3.87 113,25( 2.04
2.0t - 2.3C 175,20¢ 2.3( 7.5t 103,95! 2.3(
2.31 - 5.52 38,00( 5.4¢ 9.7t — —
55¢ - 10.2(C 86,70¢ 9.3¢ 3.5¢ 84,20¢ 9.3¢
10.21 - 14.7(C 135,14¢ 13.1¢ 5.67 113,03¢ 13.3:2
14.71 - 29.6( 193,79¢ 25.31 7.5¢ 74,17: 24.6%
29.61 - 96.0( 61,54: 86.5¢ 2.07 61,54 86.5¢
$ 0.0 - $ 96.00 849,48! $ 16.1 5.81 595,99¢ $ 16.7

Total Intrinsic Valu

of Options
(in thousands Exercisec
Year ended December 31, 2C $ 182
Year ended December 31, 2C $ —
Year ended December 31, 2C $ —
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Stock-Based Compensation
Employee Stoc-based Compensation Expense

The assumptions used to calculate the fair valugptibns granted and shares purchasable undeOf@ Rlan and 2000 ESPP that v
incorporated in the Black-Scholes pricing modeltfa year ended December 31, 2008 was as follows:

Employee Stocl

2000 Stock Plal Purchase Plan
2008 2008
Dividend yield — % — %
Volatility 79.01% 74.8%
Risk-free interest rat 3.37% 2.17%
Expected lives (year: 5.2¢ 0.5C
Weighted average fair vall $ 1.3¢ $ 0.2t

The assumptions used to calculate the fair valugptibns granted under the 2010 Plan that wererjiocated in the Blackscholes pricin
model for the year ended December 31, 2010 wasllasvé:

Year Ended
December 31
2010

Dividend yield — %
Volatility 81%
Risk-free interest rat 2.25%
Expected lives (year: 5.6
Weighted average fair valt $ 14.4¢

We did not grant any stock options to employeesHeryear ended December 31, 2009. We did not aayemployees participate in
2000 ESPP for the years ended December 31, 201QG0®I The allocation of stodkased compensation expense by functional aredné
years ended December 31, 2010, 2009 and 2008 waHaags:

Year Ended December 31,

(in thousands 2010 2009 2008
Research and developm $ 992 $ 34 $12C
Sales and marketir 77 10 93
General and administrati\ 3,86¢ 28C 428

Total $4,937 $324 $63€

We have a 100.0% valuation allowance recorded agém deferred tax assets, and as a result ASChati8no effect on income 1
expense in the consolidated statement of operatiotise consolidated statement of cash flows. ABefember 31, 2010, total unrecogn
compensation cost related to nonvested stock optiards was $2,822,000 and the related weightethgeeeriod over which it is expecte
be recognized was 2.74 years.

Non-employee Stock-based Compensation Expense

Stock-based compensation expense related to sfiikne granted to noamployees is recognized as the stock options ane@aAs pa
of the Chapter 11 bankruptcy case, certain formagpleyees were converted into consultants to Compamsreby their existing stock optic
continued to vest, under the original terms ofrt&ck option grants, as they provided consulsiexyices to us. The values attributable to t
options are
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amortized over the service period and the unvegstetion of these options was remeasured at eadingatate. We believe that the fair ve
of the stock options is more reliably measurabéttihe fair value of the services received. Thezeewno such options remaining outstandir
December 31, 2010. The fair value of the stockomstigranted were revalued at each reporting ditlg tise BlackScholes valuation model
prescribed by ASC 505, “Equity,” using the followiaverage assumptions:

Year Ended December 31

2010 2009
Dividend yield — % — %
Volatility 82% 84.7%
Risk-free interest rat 3.1% 3.28%
Expected lives (year: 7.81 8.2z
Weighted average fair vall $ 14.4« $ 11.8F

The stockbased compensation expense will fluctuate as tiherfarket value of the common stock fluctuatescémnection with stoc
options relating to non-employees, we recordedkshased compensation allocated by functional arethioiyears ended December 31, -
and 2009 as follows:

Year Ended December 31

(in thousands 2010 2009
Research and developm: $ 38 $ 18t
Sales and marketir 5 14
General and administrati 10C 48
Total $ 14¢ $ 247

401(k)Plan

Our 401(k) Plan allows eligible employees to defprto an annual limit of the lesser of 90.0% ofiblie compensation or a maxim
contribution amount subject to the Internal Reve8aevice annual contribution limit. We are not rieed to make contributions under the 401
(k) Plan. As of December 31, 2010, 2009 and 20@8have not contributed to the 401(k) Plan.

NOTE 14: |NcOME T AXES

Domestic and foreign components of loss from cauitig operations before income taxes for the yeade@ December 31, 2010, 2!
and 2008 are as follows:

Year Ended December 31,

(in thousands 2010 2009 2008
Domestic $(18,90) $(21,92) $(17,75Y
Foreign (129 (110 (619)

$(19,039) $(22,03) $(18,370)
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The components of the benefits (provision) for meoattributable to loss from continuing operatitwe$ore income taxes for the ye
ended December 31, 2010, 2009 and 2008 are awollo

Year Ended December 31

(in thousands 2010 2009 2008
Federal
Current $— $— $ 23¢
Deferred — — (259)
State — — —
Foreign
Current — 11 (16)
Deferred — — —
$— $ 11 $ (40

Based on the available objective evidence, managebwdieves it is more likely than not that the deferred tax assets will not be ft
realizable. Accordingly, we have provided a fulluation allowance against our net deferred taxtassteDecember 31, 2010, 2009 and 2008.

The components of deferred tax assets (liabilig¢€)ecember 31, 2010 and 2009 were as follows:

Year Ended December 31,

(in thousands 2010 2009
Deferred tax asset
Depreciation and amortizatic $ 14,06¢ $ 16,38
Other 1,60¢ 90¢
Research and development and other cr — 17¢
Net operating lose 41,78¢ 37,76¢
Total deferred tax asse 57,46 55,23¢
Valuation allowanct (57,439 (55,209
Net deferred tax asse $ 30 $ 38

Deferred tax liabilities

Investment in foreign subsidiari $ — $ (20)
Other (30) (28)
Net deferred tax liabilitie $ (30 $ (39

The reconciliation of the statutory federal incotae rate to the Comparg/effective tax rate for the years ended Decembg?®10, 200
and 2008 was as follows:

Year Ended December 31

2010 2009 2008
Tax at federal statutory ra 34% 34% 34%
State tax, net of federal bene 7 3 6
Valuation allowanct (14) 17) (43
Change in warrant valuatic 8 (19 —
Net operating loss and credit reduction due toice@&82 limitations 32 — —
Permanent item 4 — —
Other _1 _@ _ 3
Effective income tax rat % — % — %
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As of December 31, 2010, we had a net operatirggdbapproximately $103,000,000 for federal and,$38,000 for state tax purpose:
not utilized, these carryforwards will begin to eepbeginning in 2011 for both federal and statgppaes. In 2011, approximately $3,100,
of federal and $2,100,000 of state net operatisg lwill expire. If not utilized, the remaining fedénet operating loss will begin to expire
2017, and the state net operating loss will comtittuexpire in 2012.

As of December 31, 2010, we had $6,100,000 of mefraiing loss carryforwards from our Japan opematidf not utilized, thi
carryforward will begin to expire in 2012.

We believe that it is more likely than not that thenefit from certain deferred tax assets will hetrealized due to the history of
operating losses. In recognition of this risk, waevéa provided a valuation allowance on the defetaedassets. The valuation allowance
$57,433,000 at December 31, 2010 which representsi@ease of $2,232,000 over 2009 primarily dueadditional valuation allowan
requirements on domestic deferred tax assets dsisvelie up adjustments on domestic deferreddsata.

At the time of filing our 2009 tax return, the Coamy identified that the net operating loss carmwlrd as of December 31, 2(
available for federal and state purposes previoregprted was overstated by $6.5 million due taweatent deduction of warrant exercise
an expense resulting in the overstatement of itldéderred tax asset by $2.6 million and the cpwading valuation allowance for the st
amount. As a result, we have revised our 2009 deddax asset footnote by reducing the amount@fipusly reported net operating losses
the related deferred tax asset and valuation alloeaThe reduction to the 2009 deferred tax adsat® no effect on our statemen
operations, earnings per share, balance sheatstat of cash flows or statement of stockholdegsitg (deficit) for any period presented.

We file income tax returns in the U.S. and in vasigtate jurisdictions with varying statutes ofitations. We have not been auditec
the Internal Revenue Service or any state inconieaachise tax agency. As of December 31, 2010federal returns for the years ended
through the current period and most state retwnshie years ended 2006 through the current peniedstill open to examination. In additi
all of the net operating losses and research anelafgment credit carryforwards that may be usefiare years are still subject to adjustm
The federal and California tax returns for the yeaded December 31, 2009 reflect research and afgwehnt carryforwards of $545,000 i
$5,089,000, respectively.

A reconciliation of the change in our unrecognitzdbenefits is as follows:

(in thousands Federal Tax State Tay Total
Balance at January 1, 20 $ — $ — $ —
Increase in tax position during 20 — — —
Balance at December 31, 2C $ — $ — $ —
Increase in tax postion during 20 54E 5,08¢ —
Balance at December 31, 2C $ 54F $ 5,08¢ $5,63¢

If the $5.6 million of unrecognized income tax bises recognized, approximately $5.6 million wdulecrease the effective tax rat
the period in which each of the benefits is recpgdi

We do not expect our unrecognized tax benefitshiange significantly over the next 12 months. Weogaize interest and penall
related to unrecognized tax benefits within thesli@st expense line and other expense line, regpBgtin the consolidated statemen
operations. Accrued interest and penalties areidted within the related liability lines in the cotidated balance sheet. We have not recc
any interest or penalties as a result of uncetgadrpositions as of December 31, 2010, 2009 an8.200
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NOTE 15: OTHER R ELATED P ARTY T RANSACTIONS
Consulting Agreement

On March 26, 2009, we entered into a consultingemgent with our former chief executive offer andrent Director. For the years ent
December 31, 2010 and 2009, we incurred $24,000$488,000 in general and administrative expenseruthe consultant arrangem:
respectively. At December 31, 2009, we owed thesalhant $377,000, which included amounts owed fevesance of $366,000. !
February 1, 2010, we teired the consultant as our chief executive offiCEnere was no amount owed to our chief executiffices al
December 31, 2010.

On September 14, 2009, we entered into a consudiimgement with our former Vice President and CBigence Officer. For the ye
ended December 31, 2010 and 2009, we incurred @@&0d $11,000 in research and development expensies the consulting arrangem
respectively. On February 1, 2010, this consultiggeement was terminated when wehired our Senior Vice President and Chief Sci
Officer.

NOTE 16: UNAUDITED QUARTERLY FINANCIAL INFORMATI ON
Certain unaudited quarterly financial informatiam the years ended December 31, 2010 and 200@ssmed below:

2010 Quarter Ended

(In thousands, except per share d March 31 June 30 September 3 December 3
Revenue $ 73 $ 344 $ 415 $ 34t
Gross Profil 73 332 40C 282
Net loss (112,58¢) (69€) (2,736 (4,019
Loss per shar- basic and dilute (1.19 (0.09) (0.2¢) (0.39)

2009 Quarter Ended

March 31 June 30 September 3( December 3
Revenue $ — $ — $ — $ —
Gross Profi — — — —
Net loss (2,815 (2,799 (11,01H (6,425
Loss per shar- basic and dilute (0.49 (0.2¢) (1.72) (0.8¢)

NOTE 17: SUBSEQUENTE VENTS

On November 2, 2010, we received notice of an awatdo grants for the aggregate sum of $489,00f:uthe Internal Revenue Sen
Qualifying Therapeutic Discovery Projects Grantd?aan for our OVA2 and PAD programs. These grantewmscluded in other income for 1
year ended December 31, 2010 and cash equal toti@mount awarded was received by us on Feb@i&2911.

On February 18, 2011 we completed a follompublic offering sale of 4,000,000 shares of cammon stock in an underwritten pul
offering at a price of $5.45 per share. We expettpmoceeds of the offering will be approximateB0$00,000 after deducting underwrit
discounts and expected offering expenses. Rotht&ldpartners acted as the sole manager of theirgffeFhe underwriter has been grant
30-day option to purchase up to 500,000 additi@ha@res from the Company and 100,000 shares froallingsstockholder to cover over-
allotments, if any.
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Exhibit 21.0

Vermillion, Inc. Subsidiaries
December 31, 2010

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

Ciphergen Biosystems International, Inc. Subsidiags
December 31, 2010

Subsidiary State/Country of Incorporation/Formation

Ciphergen Biosystems Gmk Germany
Ciphergen Biosystems EUF France




Exhibit 23.1

Consent of Independent Registered Public Accountingirm

We hereby consent to the incorporation by referendbe Registration Statement on Forms S-3 (N88-13%67204, 333-146354, 3339416
333-109556 and 333-106434) and Forms S-8 (N0s.133858, 333-122818, 333-117734, 333-113938, 333%385333-89834, 338133¢
and 33353530) of Vermillion, Inc. of our report dated Feéry 25, 2011, relating to the consolidated finahstatements and the effectiver
of internal control over financial reporting, whieppears in this Form 10-K.

/sl PricewaterhouseCoopers LLP
San Jose, California
February 25, 2011



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.
2.

I have reviewed this annual report on Forr-K of Vermillion, Inc.;

Based on my knowledge, this report does not coraainuntrue statement of a material fact or omitaie 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

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

The registrans other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstend 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

The registran$ other certifying officer(s) and | have discloseédsed 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 invdvmanagement or other employees who have a s@mifrole in the registrast’
internal control over financial reportin

Date: February 25, 2011 /sl Gail S. Page

Gail S. Pagt
Executive Chairperson, President and Chief Exeeudifficer



EXHIBIT 31.2

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

I, Sandra A. Gardiner, certify that:

1.
2.

I have reviewed this annual report on Forr-K of Vermillion, Inc.;

Based on my knowledge, this report does not coraainuntrue statement of a material fact or omitaie 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

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

The registrans other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstend 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

The registran$ other certifying officer(s) and | have discloseédsed 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 invdvmanagement or other employees who have a s@mifrole in the registrast’
internal control over financial reportin

Date: February 25, 2011 /s/ Sandra A. Gardiner

Sandra A. Gardine
Vice President and Chief Financial Offic



Exhibit 32.0

Certification of the Chief Executive Officer and Chef Financial Officer
Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarban€xxley Act of 2002
with Respect to the Annual Report on Form 10-K
for the Year Ended December 31, 2010

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 ylear ended December 31, 2010, (the “Form 10-Killy 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: February 25, 2011 /sl Gail S. Page
Gail S. Pagt
Executive Chairperson, President and Chief Exeeuifficer (Principal
Executive Officer
Date: February 25, 201 /s/ Sandra A. Gardine

Sandra A. Gardine
Vice President and Chief Financial Offic

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



