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PART 1 FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
BIOVERIS CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)
(Unaudited)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Short-term investments
Accounts receivable, net
Inventory

Other current assets

Total current assets

Equipment and leasehold improvements, net
OTHER NONCURRENT ASSETS:

Note receivable

Technology licenses

Other

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY

CURRENT LIABILITIES:

Accounts payable and accrued expenses
Accrued wages and benefits

Other current liabilities

Total current liabilities

NONCURRENT DEFERRED LIABILITIES

Total liabilities

SERIES B PREFERRED STOCK, 1,000 shares designated, issued and

outstanding

STOCKHOLDERS EQUITY:

Preferred stock, par value $0.01 per share, 15,000,000 shares authorized,

issuable in series:

June 30, 2005

$ 31,326
55,765
5,746
5,015
2,640
100,492
2,673
4,971
16,819
353

$125,308

$ 4,378
2,022
1,495

7,895

1,458

9,353

7,500

March 31,
2005

$ 41,739
53,890
4,483
5,235
2,813
108,160
3,636
4,709
17,306
354

$ 134,165

$ 6,457
1,713
1,351

9,521

1,890

11,411

7,500



Edgar Filing: BIOVERIS CORP - Form 10-Q

Series A, 600,000 shares designated, none issued

Common stock, par value $0.001 per share, 100,000,000 shares authorized,
26,728,000 shares issued and outstanding

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss

Total stockholders equity

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

The accompanying notes are an integral part of these condensed consolidated financial statements.
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203,464
(93,914)
1,122)

108,455

$125,308

27

203,464
(87,238)
(999)

115,254

$ 134,165
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BIOVERIS CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Three Months Ended
June 30,
2005 June 30, 2004
REVENUES:
Product sales $ 4,580 $ 7,839
Royalty income 309 320
Contract fees 86
Total 4,889 8,245
OPERATING COSTS AND EXPENSES:
Product costs 2,048 4,604
Research and development 4,765 7,176
Selling, general and administrative 5,681 9,710
Total 12,494 21,490
LOSS FROM OPERATIONS (7,605) (13,245)
INTEREST INCOME 1,318 404
OTHER, NET (381) (10)
NET LOSS $ (6,668) $(12,851)
Net loss per common share (basic and diluted) $ (0.25) $ (0.48)
COMMON SHARES OUTSTANDING (basic and diluted) 26,728 26,728

The accompanying notes are an integral part of these condensed consolidated financial statements.
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BIOVERIS CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)
Three Months Ended
June 30,
2005 June 30, 2004
OPERATING ACTIVITIES:
Net loss $ (6,668) $ (12,851)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 1,632 2,011
Loss on disposal of equipment 34
Accretion of interest on note receivable (403)
Changes in assets and liabilities:
Increase in accounts receivable (1,383) (773)
Decrease (increase) in inventory 220 35)
Decrease (increase) in other current assets 294 (1,390)
(Decrease )increase in accounts payable and accrued expenses (2,024) 156
(Decrease) increase in accrued wages and benefits 309 2,920
(Decrease) increase in other liabilities (210) 91
Net cash used in operating activities (8,233) (9,837)
INVESTING ACTIVITIES:
Expenditures for equipment and leasehold improvements (182) (727)
Purchases of short-term investments (9,998) (89,708)
Sales of short-term investments 8,000
Net cash used in investing activities (2,180) (90,435)
FINANCING ACTIVITIES:
Payment of distribution gain (20,000)
Net cash used in financing activities (20,000)
NET DECREASE IN CASH AND CASH EQUIVALENTS (10,413) (120,272)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 41,739 182,509
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 31,326 $ 62,237

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
1. ORGANIZATION AND BASIS OF PRESENTATION
BioVeris Corporation (the Company) is a global integrated healthcare company developing proprietary technologies
in diagnostics and vaccinology. The Company is dedicated to the commercialization of innovative products and
services for healthcare providers, their patients and their communities.
On February 13, 2004, IGEN International, Inc. IGEN or Parent) and Roche Holding Ltd (Roche) consummated a
transaction pursuant to which Roche acquired IGEN and IGEN simultaneously distributed the common stock of the
Company, to its stockholders (the merger). The transaction occurred in the following steps:
IGEN restructured its operations so that the Company, a newly formed, wholly-owned subsidiary of IGEN at the
time, assumed IGEN s biodefense, life science and industrial product lines as well as IGEN s opportunities in the
clinical diagnostics and healthcare fields and the ownership of IGEN s intellectual property, IGEN s equity interest in
Meso Scale Diagnostics, LLC. (MSD), cash and certain other rights and licenses currently held by IGEN; and
a wholly-owned subsidiary of Roche merged with and into IGEN, as a result of which IGEN became a
wholly-owned subsidiary of Roche and the Company became an independent, publicly-traded company.
Simultaneously with the completion of the merger, certain ongoing commercial agreements between the Company
and certain affiliates of Roche became effective.
The Company was organized as IGEN Integrated Healthcare, LLC, a Delaware limited liability company, on June 6,
2003, and converted into BioVeris Corporation, a newly formed Delaware corporation on September 22, 2003.
The accompanying condensed consolidated financial statements of the Company have been prepared in accordance
with accounting principles generally accepted in the United States of America for interim financial information and
with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, certain information and footnote
disclosures normally included in financial statements have been condensed or omitted. In the opinion of the
Company s management, the financial statements reflect all adjustments necessary for a fair statement of the results of
operations and cash flows for the three month periods ended June 30, 2005 and 2004, and the Company s financial
position at June 30, 2005.
The results of operations for the interim periods are not necessarily indicative of the results for any future interim
period or for the entire year. These financial statements should be read together with the audited financial statements
and notes contained in the Company s Annual Report on Form 10-K for the year ended March 31, 2005 filed with the
Securities and Exchange Commission (SEC).
6
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Consolidation Accounting 'The consolidated financial statements include the accounts of the Company and its
subsidiaries. All significant intercompany transactions and balances have been eliminated.
The Company adopted Financial Accounting Standards Board (FASB) Interpretation No. 46, Consolidation of
Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51 , as revised or FIN 46, as of
March 31, 2004. FIN 46 requires certain variable interest entities to be consolidated by the primary beneficiary of the
entity if the equity investors in the entity do not have the characteristics of a controlling financial interest or do not
have sufficient equity at risk for the entity to finance its activities without additional subordinated financial support
from other parties.
The Company determined that MSD (a joint venture formed in 1995 by IGEN and Meso Scale Technologies, LL.C.
(MST), which is a company established and wholly-owned by Mr. Jacob Wohlstadter, a son of the Company s chief
executive officer) qualified as a variable interest entity with the Company as the primary beneficiary. Accordingly,
beginning March 31, 2004, the Company began to consolidate the financial results of MSD.
Under the transition guidance of FIN 46, because MSD was created before February 1, 2003, the Company measured
the assets, liabilities and noncontrolling interests of MSD as of March 31, 2004 for purposes of the initial
consolidation. The amounts of these assets, liabilities and noncontrolling interests were reflective of their respective
carrying amounts had FIN 46 been effective when the Company first met the conditions to be the primary beneficiary
of MSD upon MSD s inception in 1995. The Company has historically recorded approximately 100% of MSD s losses.
The Company s balance sheet reclassified amounts formerly recorded on a net basis as investment in joint venture to
be reflected on a gross basis primarily as cash, accounts receivable, inventory, fixed assets, accounts payable and
accrued expenses. The statement of operations reclassified amounts formerly recorded on a net basis as equity in loss
of joint venture to be reflected on a gross basis primarily as revenue, product costs, research and development
expenses and selling, general and administrative expenses.
On August 12, 2004, the Company, MSD and MST entered into a settlement agreement (settlement) that resolved
litigation between the parties and constituted a reconsideration event under FIN 46. The Company has determined that
it no longer meets the conditions to be designated as the primary beneficiary of MSD. Factors used in this evaluation
include the following:

The Company does not have a significantly large variable interest in MSD to be the primary beneficiary. The

Company will hold only a secured note whereas the purchaser, MST, will be at risk for all of its equity;

After December 13, 2004 and for the remaining life of MSD, the Company will cease to absorb any MSD losses;

and

MST will absorb the majority of the expected losses of MSD.
Accordingly, beginning August 12, 2004, the Company deconsolidated the financial results of MSD and resumed
accounting for this investment using the equity method through December 13, 2004, the date of the sale of the
Company s interests in MSD.

7
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The balance sheets for periods subsequent to August 12, 2004 reclassified amounts formerly consolidated or presented
ona gross basis to be reflected ona net basis as investment in joint venture and effective August 13, 2004, the
statement of operations reclassified amounts presented on a gross basis to be reflected on a net basis as equity in loss
of joint venture. Accordingly, the statement of operations include the consolidated revenues and expenses of MSD for
the period from April 1, 2004 through August 12, 2004, and reflects MSD s net losses for the period from August 13,
2004 through December 13, 2004, the date of the sale of the Company s interests in MSD, as equity in loss of joint
venture.
Estimates and Reclassifications - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from those
estimates. Certain reclassifications have been made to conform prior period financial information to the current
presentation.
Cash and Cash Equivalents Cash and cash equivalents include cash in banks, money market funds, securities of the
U.S. Treasury, and certificates of deposit with original maturities of three months or less.
Short-Term Investments  Short-term investments consist primarily of corporate, federal and municipal debt-securities
that are classified as available-for-sale. The Company invests its excess cash in accordance with a policy approved by
the Company s Board of Directors. This policy is designed to provide both liquidity and safety of principal. The policy
limits investments to certain types of instruments issued by institutions with strong investment grade credit ratings and
places restrictions on the Company s investment by terms and concentrations by type and issuer. These
available-for-sale securities, which are all due within one year, are accounted for at their fair market value and
unrealized gains and losses on these securities, if any, are included in accumulated other comprehensive gain or loss in
stockholders equity. The Company uses the specific identification method in computing realized gains and losses on
the sale of investments, which are included in results of operations as generated. For the three months ended June 30,
2005 and 2004, the Company did not have any realized gains or losses.
The following is a summary of the Company s available-for-sale marketable securities as of June 30, 2005:

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
U.S. Government agencies $25,328 $ $ (289) $25,039
Municipal bonds
U.S. corporate debt 31,559 (833) 30,726
$56,887 $ $(1,122) $55,765

Concentration of Credit Risk During the three months ended June 30, 2005 and 2004, agencies of the U.S.
government accounted for 32% and 25% of total revenue, respectively, and 36% and 23% of total consolidated
accounts receivable as of June 30, 2005 and March 31, 2005, respectively.

8
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Allowance for Doubtful Accounts - The Company maintains reserves on customer accounts where estimated losses
may result from the inability of its customers to make required payments. These reserves are determined based on a
number of factors, including the current financial condition of specific customers, the age of accounts receivable
balances and historical loss rates. Amounts later determined and specifically identified to be uncollectible are charged
or written-off against the reserve. Historically, the Company has not experienced significant credit losses related to an
individual customer or group of customers and estimated losses have been within the Company s expectation.
Allowance for doubtful accounts was $293,000 and $227,000 at June 30, 2005 and March 31, 2005, respectively.
Inventory - Inventory is recorded at the lower of cost or market using the first-in, first-out method and consists of the
following:

June 30, March 31,
2005 2005
(in thousands)
Finished Goods $1,905 $ 1,561
Work in process 663 749
Raw materials 2,447 2,925
Total $5,015 $ 5,235

Equipment and Leasehold Improvements - Equipment and leasehold improvements are carried at cost, less
accumulated depreciation and amortization. Depreciation on equipment, which includes lab instruments and furniture,
is computed over the estimated useful lives of the assets, generally three to five years, using the straight-line method
of depreciation. Leasehold improvements are amortized on a straight-line basis over the shorter of the estimated useful
life or the term of the lease. Equipment and leasehold improvements consist of the following:

June 30, March 31,
2005 2005
(in thousands)
Lab instruments and equipment $ 6,693 $ 6,575
Office furniture and equipment 5,000 4,936
Leasehold improvements 4,005 4,005
15,698 15,516
Accumulated depreciation and amortization (13,025) (11,880)
Total $ 2,673 $ 3,636

Technology Licenses  Simultaneous with the execution of the merger, the Company entered into worldwide,
non-exclusive polymerase chain reaction (PCR) license agreements with certain affiliates of Roche. One agreement
grants the Company rights to make, import, use and sell certain PCR products within specified fields, while the other
agreement grants the Company rights to perform certain PCR services within specified fields.

9
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The Company paid Roche a license fee of $50 million in fiscal 2004 and will also pay royalties on sales of the
licensed products in the licensed fields and on any instrument, accessory, device or system sold for use with the
licensed products in the licensed fields at royalty rates ranging from 3% to 20% of net sales, depending on the field,
the year, the country of sale and the patents covering such products. The Company will also pay royalties of $16 or
$25 for every PCR plasma test it performs or has a laboratory perform and royalties ranging from 5% to 20% of net
service revenue that the Company receives for diagnostic testing procedures that it performs using PCR technology.
During fiscal 2004, the Company performed a valuation of the PCR technology licenses and recorded a value of
$19.5 million and reflected a $30.5 million adjustment reducing the amount recorded for consideration paid by Roche
with respect to the merger and related transactions.

These PCR licenses are being amortized over an estimated useful life of ten years, which is based upon a
consideration of the range of patent lives and the weighted average remaining life of the most important underlying
patents, as well as a consideration of technological obsolescence and product life cycles. Amortization expense was
$488,000 for the three months ended June 30, 2005 and 2004. Accumulated amortization was $2.7 million and

$2.2 million at June 30, 2005 and March 31, 2005, respectively. Amortization expense is expected to approximate
$2.0 million for each year through March 31, 2014.

Evaluation of Long-lived Assets -The Company evaluates the potential impairment of long-lived assets whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be fully recoverable. In
evaluating the recoverability of an asset, management s policy is to compare the carrying amount of an asset with the
projected undiscounted future cash flow. An impairment loss is measured and recorded based on discounted estimated
future cash flows. Management believes that no impairment of these assets exists as of June 30, 2005.

Warranty Reserve - The Company warrants its products against defects in material and workmanship for one year
after sale and records estimated future warranty costs at the time revenue is recognized. A reserve for future warranty
claims is recorded based upon management s review of historical claims, supplemented by expectations of future costs.
The Company also offers extended warranty arrangements to customers, for which related costs are recorded as
incurred.

The following is a reconciliation of the Company s general product warranty reserve:

Three Months Ended
June 30, June 30,
2005 2004
BioVeris and Wholly-Owned Subsidiaries:
Balance, beginning of period $366 $ 450
Provisions recorded 11 102
Actual costs incurred (90) (102)
Balance, end of period $287 $ 450

As of March 31, 2005, the Company s general product warranty reserve was $366,000.
10
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The following is a reconciliation of the Company s deferred revenue related to extended warranty arrangements and
includes a summary of the revenue and cost components associated with extended warranties:

Three Months Ended
June 30, June 30,
2005 2004
BioVeris and Wholly-Owned Subsidiaries:
Deferred revenue, beginning of period $ 621 $ 678
Extended warranties issued 322 410
Amortization of extended warranties (293) (306)
Costs incurred during the period 238 216
Settlement during the period of costs incurred (238) (216)
Balance, end of period $ 650 $ 782

Fair Value of Financial Instruments - The carrying amounts of the Company s financial instruments, which include
cash equivalents, accounts receivable, accounts payable and accrued expenses, approximate their fair value due to
their short maturities.
Comprehensive Loss- Comprehensive loss is comprised of net loss and other items of comprehensive loss. The
Company s comprehensive loss for the three months ended June 30, 2005 and 2004 was $6.8 million and
$12.8 million, respectively. Other comprehensive loss of $123,000 and other comprehensive gain of $31,000 for the
three months ended June 30, 2005 and 2004, respectively, includes unrealized gains and losses on available-for-sale
securities that are excluded from net loss.
Revenue Recognition- The Company derives revenue principally from three sources: product sales, royalty income
and contract fees.
Product sales revenue is recognized when persuasive evidence of an arrangement exists, the price to the buyer is fixed
or determinable, collectibility is reasonably assured and the product is shipped to the customer thereby transferring
title and risk of loss. For instrument sales, the instrument and the related installation are considered to be separate
elements under Emerging Issues Task Force (EITF) Issue No. 00-21 (EITF 00-21) Accounting for Revenue
Arrangements with Multiple Deliverables. Revenue is recognized for the instrument upon shipment or delivery,
depending on the terms of each order, and is recognized for the installation when complete using the residual value
method. For instrument and reagent sales, there is no option of return and refund and instead there is only the option to
repair or replace the product.
Other than the installation required for the instruments and the standard warranty, there are no contingencies,
allowances or other post-sale obligations. For instrument leases, the instrument rental and related minimum reagent
purchases are considered to be separate elements under EITF 00-21 and, accordingly, the sales price is allocated to the
two elements based upon their relative fair values. Instrument rental revenue is recognized ratably over the life of the
lease agreements and the related reagent revenue is recognized upon shipment. Revenue associated with extended
warranty arrangements is recognized over the term of the extended warranty contract.
Royalty income is recorded when earned, based on information provided by licensees. Revenue from services
performed under contracts is recognized when obligations under the contract have been satisfied.
The satisfaction of obligations may occur over the term of the underlying customer contract, if the contract is based on
the achievement of certain milestones, or may occur at the end of the underlying customer contract, if based only upon
delivery of the final work product.
Research and Development Research and development costs are expensed as incurred and are comprised of costs
incurred in performing research and development activities including salaries, benefits, facilities costs, overhead costs,
contract services and other outside costs.

11
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Foreign Currency - Gains and losses from foreign currency transactions such as those resulting from the settlement of
foreign receivables or payables, are included in the results of operations as incurred. These amounts were not material
during the three months ended June 30, 2005, and 2004.

Income Taxes - Deferred income tax assets and liabilities are computed annually for differences between the financial
statement and tax bases of assets and liabilities that will result in taxable or deductible amounts in the future based on
enacted tax laws and rates applicable to the periods in which the differences are expected to affect taxable income. A
valuation allowance is established when necessary to reduce deferred tax assets to the amount expected to be realized.
Stock-based Compensation - The Company has elected to follow the recognition and measurement principles of
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations
in accounting for employee stock options and, accordingly, will not recognize compensation cost for options granted
under its 2003 Stock Incentive Plan whose exercise price equaled the market value of a share of the underlying
common stock on the date of grant.

The following table illustrates the effect on net loss and net loss per share as if the Company had applied the fair value
recognition provisions of Statement of Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-Based
Compensation as amended by SFAS No. 148, Accounting for Stock-Based Compensation Transition and Disclosure
An Amendment of SFAS 123 to stock-based employee compensation (in thousands, except per share amounts):

Three Months Ended June 30,

2005 2004

Net loss, as reported $(6,668) $(12,851)
Deduct: Total stock-based employee compensation expense determined under

fair value method (63) (48)
Pro-forma net loss $(6,731) $(12,899)
Loss per share:

Basic and diluted loss per common share as reported $ (0.25) $ (0.48)
Basic and diluted loss per common share pro forma $ (0.25) $ (0.48)

The pro forma net loss and pro forma net loss per share disclosed above is not representative of the effects on net loss
and net loss per share on a pro forma basis in future periods, as future periods may include grants by the Company of
options for the Company s common stock.
The Company did not grant any stock options during the quarters ended June 30, 2005 and 2004. In July 2005, the
Company granted 500,000 shares of restricted stock and 266,000 options to purchase common stock under the
Company s 2003 Stock Incentive Plan.
Loss Per Share - The Company uses SFAS No. 128 Earnings per Share for the calculation of basic and diluted loss
per share. For each of the three months ended June 30, 2005 and 2004, the Company incurred a net loss; therefore, net
loss per common share does not reflect the potential dilution that could occur to common shares related to outstanding
stock options. As the Company incurred a loss for the three months ended June 30, 2005 and 2004, it did not assume
exercise of 123,000 and 20,300 outstanding options, respectively, because to do so would have been anti-dilutive.

12
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New Accounting Standards In December 2004, the FASB issued SFAS No. 123 (revised 2004) (SFAS 123(R)),

Share-Based Payment. SFAS 123(R) replaces SFAS No. 123, Accounting for Stock Issued to Employees, and
supersedes Accounting Principal Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees. SFAS
123(R) requires that compensation costs relating to share-based payment transactions be recognized in the
consolidated financial statements. Compensation costs will be measured based on the fair value of the equity or
liability instruments issued. In April 2005, the SEC issued a rule amending the compliance date which allows
companies to implement SFAS 123(R) at the beginning of their next fiscal year, instead of the next reporting period
that begins after June 15, 2005. As a result, the Company will implement SFAS 123(R) in the reporting period starting
April 1, 2006. The Company is currently evaluating the provisions of SFAS 123(R) and has not yet determined
whether to use the modified prospective or the modified retrospective methods allowed by SFAS 123(R), nor has it
determined the impact on its financial condition, results of operations and liquidity beyond the disclosure on Note 2 of
the Notes to Condensed Consolidated Financial Statements.
In December 2004, the FASB issued SFAS 153, Exchange of Nonmonetary Assets, an amendment of APB Opinion
No. 29, Accounting for Nonmonetary Transactions. SFAS 153 is based on the principle that exchange of nonmonetary
assets should be measured based on the fair market value of the assets exchanged. SFAS 153 eliminates the exception
of nonmonetary exchanges of similar productive assets and replaces it with a general exception for exchanges of
nonmonetary assets that do not have commercial substance. SFAS 153 is effective for nonmonetary asset exchanges in
fiscal periods beginning after June 15, 2005. The Company is currently evaluating the provisions of SFAS 153 and
does not believe that its adoption will have a material impact on its financial condition, results of operations and
liquidity.
In May 2005, the FASB issued SFAS No. 154 (SFAS 154), Accounting Changes and Error Corrections, a replacement
of APB Opinion No. 20 and FASB Statement No. 3. SFAS 154 changes the requirements for the accounting for and
reporting of a change in accounting principle. APB 20 previously required that most voluntary changes in accounting
principle be recognized by including the cumulative effect of the change in the net income of the period. SFAS 154
requires retrospective application to prior periods financial statements of changes in accounting principle, unless it is
impracticable to determine either the period-specific effects or the cumulative effect of the change. The provisions of
SFAS 154 will be effective for accounting changes and corrections of errors made in fiscal years beginning after
December 15, 2005. The Company is currently evaluating the provisions of SFAS 154 and does not believe that its
adoption will have a material impact on its financial condition, results of operation and liquidity.
3. MESO SCALE DIAGNOSTICS JOINT VENTURE
MSD was a joint venture formed by IGEN and MST in 1995. MST was established and is wholly-owned by Mr. Jacob
Wohlstadter, a son of the Company s chief executive officer, and Jacob Wohlstadter is the president and chief
executive officer of MSD. MSD develops, manufactures, markets and sells products utilizing a combination of MST s
multi-array technology together with the Company s electrochemiluminescence (ECL) technology. MSD s Sector line
of instrumentation is used in drug discovery for high throughput screening, high content screening, multiplexing and
target validation. MSD also manufactures and markets a line of its own reagents, assays and plates that are used on
these systems.
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In August 2001, IGEN amended the MSD joint venture agreement, the MSD limited liability company agreement and
certain license and other agreements with MSD and MST to continue the MSD joint venture and entered into various
related agreements, including employment and consulting agreements with Jacob Wohlstadter. These agreements are
collectively referred to as the MSD agreements . An independent committee of the IGEN Board of Directors, with the
advice of independent advisors and counsel, negotiated and approved the MSD agreements.
As part of the merger and related transactions, IGEN transferred its equity interest in MSD to the Company and
assigned the MSD agreements to the Company. On February 13, 2004, the Company replaced IGEN as a member of
MSD. Pursuant to the agreements executed in connection with the merger and related transactions, the MSD joint
venture agreement expired upon the completion of the merger on February 13, 2004. However, the MSD limited
liability company agreement continued (and the Company remained a member of MSD) and many provisions of the
MSD joint venture agreement survived its expiration. In addition, certain other MSD agreements, including certain
licenses and other arrangements with MSD, MST and Jacob Wohlstadter assigned to the Company by IGEN continue
indefinitely in accordance with their terms.
In August 2004, an independent committee of the Company s Board of Directors, with the advice of independent
counsel, negotiated and approved an agreement with MSD, MST and Jacob Wohlstadter to settle pending litigation
and other disputes, pursuant to which MSD or MST agreed to purchase the Company s interest in MSD, as provided
for in the MSD Agreements. The Company also agreed to further amendments to the MSD limited liability company
agreement and certain of the other MSD agreements that continue to be in effect. On December 13, 2004, the
Company completed the sale to MST of its interests in MSD.
Equity interest and capital contributions
Until the time of the sale of its interests in MSD on December 13, 2004, the Company held a 31% voting equity
interest in MSD. MST was the only other member of MSD and owned the remaining 69% voting equity interest. The
Company also held non-voting interests that entitled it to receive a preferred return on substantially all of its capital
contributions. Following the completion of the buyout of the Company s interests in MSD on December 13, 2004, the
Company no longer holds these interests and is entitled to receive only the buyout purchase price.
None of the Company s executive officers or directors had any ownership interest in MST or MSD, other than through
ownership of interests in the Company and other than the Series B preferred stock of the Company purchased by
Samuel Wohlstadter. Mr. Samuel Wohlstadter and Mrs. Nadine Wohlstadter disclaim any ownership interest in MST
or MSD as a result of Mr. Jacob Wohlstadter s ownership interest in those entities.
Since inception of the MSD joint venture through March 31, 2004, the equity method had been utilized by the
Company to account for this investment. The Company has recorded only its proportionate share of MSD losses,
representing approximately 100% of MSD s losses, for each respective period as equity in loss of joint venture
consistent with accounting for equity method investments (except for the period from March 31, 2004 through
August 12, 2004, during which time the Company consolidated the financial results of MSD, as discussed below).
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Effective March 31, 2004, the Company consolidated the financial results of MSD in accordance with FIN 46, which
provides guidance on variable interest entities such as the MSD joint venture and the framework through which an
enterprise assesses consolidation of a variable interest entity. The Company adopted FIN 46 as it determined that
MSD qualified as a variable interest entity and the Company was a primary beneficiary. The settlement agreement
between the parties was determined to constitute a reconsideration event under FIN 46 and the Company has
determined that it no longer meets the conditions to be designated as the primary beneficiary of MSD, as certain
provisions of the settlement agreement reallocated the obligation to absorb the majority of MSD s future expected
losses. Accordingly, beginning August 12, 2004, the Company has deconsolidated the financial results of MSD and
resumed accounting for this investment on the equity method through December 13, 2004, the date of the sale of the
Company s interests in MSD. See Note 2 for a discussion of consolidation accounting for MSD.
During the three months ended June 30, 2005 and 2004, operating costs allocated to MSD by the Company in
connection with shared personnel and facilities were approximately $233,000 and $526,000, respectively.
Buyout of the Company s interest in MSD
Pursuant to the MSD joint venture agreement, MSD and MST had a joint right to purchase the Company s entire
interest in MSD upon termination or expiration of the MSD joint venture agreement at a price equal to fair market
value less a discount that depended on the circumstances giving rise to termination or expiration of the agreement.
Pursuant to the settlement, MST agreed to purchase, and the Company agreed to sell, its entire interest in MSD. The
purchase of the Company s interests was completed on December 13, 2004 and accordingly, the Company no longer
holds an equity interest in MSD.
Under the MSD joint venture agreement, the parties are responsible for all fees and costs of the appraiser designated
by it and one-half of all fees and costs of the third appraiser. Pursuant to the settlement, the Company paid MSD s
share of such fees and costs, which approximated $85,000, which amount was included in the purchase price payable
by MST for the Company s interests in MSD. In addition, as more fully described below, MSD s rental and expense
payment obligations for subleased property for the period from March 1, 2004 through August 31, 2005,
approximating $2.3 million, were included in the purchase price of the Company s interests in MSD in lieu of MSD
making current payments.
As provided in the MSD joint venture agreement, MST is required to pay the Company the outstanding purchase price
plus simple (cumulated, not compounded) interest at the fixed annual rate of 0.5% over the prime rate or 5.5%, in
effect on the purchase date. The purchase price is payable over time in installments equal to the sum of 5% of MSD
net sales, as determined in accordance with the MSD agreements, and 20% of the net proceeds realized by MSD from
the sale of its debt or equity securities in any third-party financing after the date of the sale of the Company s interest
in MSD.
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As part of the settlement, the Company received a $2.0 million non-refundable prepayment from MSD for future
amounts payable by MST to the Company for the purchase price in the form of a credit against amounts the Company
agreed to pay MSD pursuant to the settlement. This prepayment was recorded as a deferred liability on the Company s
balance sheet. The amount of the prepayment credit outstanding from time to time will bear simple interest
(cumulated, not compounded) at the fixed annual rate of 0.5% over the prime rate or 5.0%, in effect on the date that
MST purchased the Company s interests in MSD. The amount of the prepayment credit that is outstanding was
approximately $1.9 million at June 30, 2005.

No further cash payments will be payable by MST to the Company pursuant to the buyout until the prepayment credit,
including accrued interest, is no longer deemed outstanding. In the event sufficient net sales or third-party financings
do not materialize, the Company will not receive any additional payments from MST for the purchase of its interests
in MSD. As security for the payment obligation, the Company holds a security interest in the interests in MSD that
have been purchased. MST may repay all or any part of the outstanding purchase price plus accrued interest at any
time and from time to time without penalty.

The following table summarizes the adjustments provided in the joint venture and settlement agreements (in
thousands):

Fair market value purchase price $ 9,898
Add:

Appraisal fees and costs 85
Rent payment obligations (March 1, 2004 through August 31, 2005) 2,335
Less:

Prepayment credit (2,000)
Total $10,318
Note receivable-recorded at fair value $ 4,971

Upon closing of the sale of the Company s interests in MSD, the total purchase price balance was approximately
$10.3 million (net of the $2.0 million prepayment by MSD). The Company recorded a note receivable which has a
balance of approximately $5.0 million at June 30, 2005, and which represents the net present value of future payments
that the Company expects to realize from the sale of its interests in MSD. The note receivable will be accreted to fair
value over the term of the expected payments on the note. Total accretion during the three months ended June 30,
2005 was approximately $400,000 and has been recorded as a component of interest income. Calculating the net
present value of future payments that the Company expects to realize as payment for the purchase price requires
assumptions about MSD, including the timing and amount of MSD s future financings and revenue, and an appropriate
discount rate. If actual results differ from these assumptions, the net present value of future payments received by the
Company could differ from the amount reflected on the balance sheet at June 30, 2005.
The holder of the Company s Series B preferred stock is entitled to a pro-rata share of payments from the sale of the
Company s MSD interests. This pro-rata share approximates 6.3% of the $9.9 million sale price, representing the
proportionate amount of the Company s Class C interest in MSD that was funded by the sale of the Series B stock
(including payments allocated to the $2.0 million prepayment).
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Transitional services and subleases
When the MSD joint venture agreement expired, the Company was no longer required to provide research personnel
and corporate services to MSD. The Company has continued, and expects that it will continue, to provide limited
corporate services, consisting primarily of purchasing services support, to MSD on a transitional basis at MSD s
expense. The Company bills MSD for the cost of these services on a periodic basis.
MSD leases certain facilities and related equipment from the Company (including laboratory facilities located in the
Company s corporate headquarters) pursuant to sublease agreements which remained in effect following the expiration
of the joint venture agreement. The term of each sublease will expire one day prior to the expiration of the prime lease
for that facility. Each sublease agreement provides that, subject to certain exceptions, the Company must exercise all
available extension rights under the prime lease. Each of MSD and the Company may unilaterally terminate any or all
of the subleases by providing at least 18 months prior written notice of termination, and on February 29, 2004, the
Company elected to terminate all of the subleases effective September 1, 2005. Notwithstanding the termination of
any sublease, MSD may elect to remain in the subleased facility after the 18-month period expires for any period of
time selected by MSD, but not longer than one day prior to the expiration of the prime lease (including any extensions
to the prime lease).
Effective September 1, 2005, MSD is required to pay its pro-rata share of all rental and other expenses the Company
incurs under the prime lease. As described above, as part of the settlement, MSD s rental and expense payment
obligations for the period from March 1, 2004 through August 31, 2005, which are expected to approximate
$2.3 million, were included in the purchase price of the Company s interests in MSD in lieu of MSD making current
payments. The estimated future rent obligations of MSD of $251,000 for the period from July 1, 2005 through
August 31, 2005 has been recorded as deferred rent and is included with current liabilities on the Company s balance
sheet at June 30, 2005. Future rent payments that are related to MSD s rent obligations will be recorded against the
deferred rent liability.
Certain indemnification agreements and obligations
Jacob Wohlstadter and JW Consulting Services, L.L.C., a company established and wholly-owned by Jacob
Wohlstadter, have an indemnification agreement with IGEN that the Company assumed. Pursuant to the
indemnification agreement, the Company will indemnify Jacob Wohlstadter and JW Consulting Services, L.L.C.
against any claims arising out of the performance or non-performance of services to or for the benefit of the Company.
The Company agreed under the settlement to indemnify MSD, MST and Jacob Wohlstadter and their respective
directors, officers, employees and agents for any losses, costs, fees and expenses arising out of or related in any way to
past, current or future audits of MSD, or the preparation of MSD audited or unaudited financial statements requested
by the Company.
In addition, the Company agreed to indemnify MSD, MST and Jacob Wohlstadter and their respective directors,
officers, employees and agents for any losses, costs, fees and expenses with respect to regulatory (Securities and
Exchange Commission or otherwise) or legal proceedings and investigations resulting from or related to the fact that
the Company is (or its predecessor, IGEN, was) an issuer of publicly traded securities. The Company is not required
to indemnify MSD, MST or Jacob Wohlstadter for acts either resulting in a criminal conviction or finally adjudged by
a court of competent jurisdiction to constitute fraud or intentional misrepresentations.
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS
This Management s Discussion and Analysis of Financial Condition and Results of Operations as of June 30, 2005 and
for the three months ended June 30, 2005 and 2004 should be read in conjunction with the Management s Discussion
and Analysis of Financial Condition and Results of Operations section of our Annual Report on Form 10-K for the
year ended March 31, 2005 filed with the SEC.
This quarterly report contains forward-looking statements within the meaning of the safe harbor provision of the
Private Securities Litigation Reform Act of 1995. All statements in this quarterly report that are not historical facts are
hereby identified as forward-looking statements including any statements about markets and potential markets, market
growth for diagnostic products, potential impact of competitive products, our expectations regarding future revenue,
the potential market for products in development, the description of our plans and objectives for future operations,
assumptions underlying such plans and objectives, the need for and availability of additional capital and other
forward-looking statements. The words may, should, will, expect, could, anticipate, believe, estimate,
similar expressions have been used to identify certain of the forward-looking statements. These forward-looking
statements are based on management s current expectations, estimates and projections and they are subject to a number
of risks, uncertainties and assumptions that could cause actual results to differ materially from those described in the
forward-looking statements. These statements are not guarantees of future performance, involve certain risks,
uncertainties, and assumptions that are difficult to predict, and are based upon assumptions as to future events that
may not prove accurate. Therefore, actual outcomes and results may differ materially from what is expressed herein.
In any forward-looking statement in which we express an expectation or belief as to future results, such expectation or
belief is expressed in good faith and believed to have a reasonable basis, but there can be no assurance that the
statement or expectation or belief will result or be achieved or accomplished. Readers are cautioned not to place undue
reliance on these forward-looking statements, which speak only as of the date of this quarterly report. We undertake
no obligation to publicly update or release any revisions to these forward-looking statements to reflect events or
circumstances after the date of this quarterly report or to reflect the occurrence of unanticipated events.
Overview
We develop, manufacture and market our M-SERIES® family of products, which can serve as a platform for
diagnostic systems to be used for the detection and measurement of biological or chemical substances. We incorporate
our technologies into our instrument systems, tests and reagents, which are the biological and chemical components
used to perform such tests. Using the M-SERIES platform, we intend to integrate technologies and products to
develop small, expandable and modular systems that can perform a wide variety of immunodiagnostic and nucleic
acid tests for the following markets:
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Clinical diagnostics. The clinical diagnostics market includes the testing of patient samples to measure the presence

of disease and monitor medical conditions. We are developing products to be used in the clinical diagnostics market

and believe that our products will be ideally suited for the immunodiagnostic and nucleic acid testing market

segments of the clinical testing market.

Non-clinical diagnostics for the biodefense, life science and industrial markets. The non-clinical diagnostics market

includes biodefense products for the detection of bacteria, viruses and toxins that may pose a military or public

health threat; life science testing for drug discovery and development that is performed by pharmaceutical and

biotechnology companies; and industrial testing for the detection of foodborne and waterborne disease causing

pathogens.
We believe that the emergence of simple, more accurate and cost-effective clinical diagnostic products is shifting the
site of clinical diagnostic testing from clinical reference laboratories and central hospital laboratories to decentralized
patient care centers, such as physicians offices, ambulatory clinics, hospital emergency rooms, surgical and intensive
care units, hospital satellite laboratories and nurses stations, which are collectively referred to as clinical point-of-care
sites.
Our own product development efforts are focused on M-SERIES instruments and tests for the biodefense market and
for the clinical diagnostics market, particularly for point-of-care sites. We are seeking to develop, market and sell
products for the clinical point-of-care market segment through a combination of direct efforts and collaborative
arrangements. We also are pursuing opportunities in the clinical reference laboratory and central hospital laboratory
market segments through collaborative arrangements.
The first clinical diagnostic system being developed by us is an M-SERIES clinical analyzer that builds on the
M-SERIES instruments we sell in the biodefense and life science markets. We are developing the assays using, among
other things, improvements licensed from an affiliate of Roche. We believe that these improvements will reduce
product development timelines. We also believe that the clinical analyzer will provide results to a physician rapidly
with the same levels of sensitivity, accuracy or consistency as a large instrument in a clinical reference laboratory or in
a central laboratory, thereby permitting the physician to make a more timely decision regarding the patient s course of
treatment. Among the applications that we plan to develop is a proprietary approach for determining an individual s
personal immune status through a unique diagnostic panel. We will seek approval from the FDA for the clinical
analyzer and other in vitro diagnostics products at the appropriate stage of their product development.
Our M-SERIES instruments are used in biodefense programs for homeland security, including by the Department of
Defense or DOD. We believe there will be an increasing opportunity to sell our products for biodefense tools by
commercial, governmental and military organizations around the world, as well as in public health.
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We are also selling two types of M-SERIES instruments for life science research to pharmaceutical and biotechnology
researchers, as well as to scientists at academic and government research institutions. We have recently introduced
proprietary products for immunogenicity testing. Immunogenicity testing is performed by pharmaceutical and
biotechnology companies in order to characterize the ability of protein-based therapeutics to stimulate an immune
response. Antibodies that result from an immune response to a protein-based drug can reduce its efficacy and cause
significant side effects, such as allergic reactions. Because of serious side effects that have been reported over the last
year, it has become increasingly necessary to determine if an immune response to protein-based drugs develops in
patients by screening for the presence of antibodies, confirming their specificity, characterizing the type of antibodies
present and determining whether they interfere with binding events. Inmunogenicity testing is done during
pre-clinical studies and may continue through the clinical trials required for regulatory approval. In some cases, the
FDA requires additional testing after a drug has been approved. Our M-SERIES product line for the life science
market is believed by us to be ideally suited to perform immunogenicity testing by measuring low affinity antibodies
with high sensitivity, all in the presence of the highly concentrated drug.
We have expanded our business model to target the field of vaccines. In conjunction with our efforts to determine an
individual s personal immune status through unique diagnostic test panels, we have entered into an exclusive option
agreement with Children s Hospital & Research Center at Oakland (CHRCO) for exclusive patent rights to a unique
vaccine candidate for Neisseria meningitidis serogroup B, which causes meningitis. We believe that the availability of
an effective vaccine that would prevent meningococcal serogroup B, for use by various population groups, could meet
a significant unmet medical need.
We have entered into an agreement with the National Research Council of Canada (NRC) for a license to patent rights
to candidates for a group B streptococcus (GBS) Type II and Type V vaccine and a group B meningococcus
(GBM) vaccine. Under the agreement with the NRC, we acquired worldwide, exclusive rights to commercialize
products for possible use in the prevention, diagnosis and treatment of disease caused by GBS, a leading cause of
sepsis, pneumonia, and meningitis among newborns. We received similar worldwide rights, with the exclusion of
Canada, to NRC s GBM vaccine technologies for the prevention of meningococcal B meningitis and sepsis.
We have also entered into an option agreement with the University of Massachusetts at Amherst (UMA) for exclusive
patent rights to a unique vaccine candidate for Chlamydia, the most frequently reported infectious disease in the
United States. Under the agreement with UMA, we acquired a first option for exclusive rights to commercialize
products for possible use in the prevention, diagnosis and treatment of all chlamydial infections, including the disease,
chlamydia, caused by the bacterium, Chlamydia trachomatis.
In August, 2005, we completed a Technology License Agreement with Baxter Healthcare Corporation for exclusive
patent rights to a broad portfolio of vaccine candidates. Vaccines covered by the Agreement include those for the
prevention of diseases caused by Group A streptococci, Group B streptococci, Pneumococci, Group B meningococci,
anthrax bacilli and urinary tract infection associated with E coli. Under that agreement, we receive exclusive rights to
patents or know-how related to the manufacture, production, use and commercialization of the vaccine candidates.
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Investment in MSD
MSD was a joint venture formed by MST and IGEN in 1995. MSD was formed to develop, manufacture, market and
sell products utilizing a combination of MST s multi-array technology together with our ECL technology.
Effective March 31, 2004, we consolidated the financial results of MSD in accordance with FIN 46, which provides
guidance on variable interest entities such as the MSD joint venture and the framework through which an enterprise
assess